
Edited by

Sustainability 
in International 
Business
Talent Management, Market 
Entry Strategies, Competitiveness

Anna Visvizi

Printed Edition of the Special Issue Published in Sustainability

www.mdpi.com/journal/sustainability



Sustainability in International
Business: Talent Management, Market
Entry Strategies, Competitiveness





Sustainability in International
Business: Talent Management, Market
Entry Strategies, Competitiveness

Editor

Anna Visvizi

MDPI ‚ Basel ‚ Beijing ‚ Wuhan ‚ Barcelona ‚ Belgrade ‚ Manchester ‚ Tokyo ‚ Cluj ‚ Tianjin



Editor

Anna Visvizi

Effat College of Business

Effat University

Jeddah

Saudi Arabia

Editorial Office

MDPI

St. Alban-Anlage 66

4052 Basel, Switzerland

This is a reprint of articles from the Special Issue published online in the open access journal

Sustainability (ISSN 2071-1050) (available at: www.mdpi.com/journal/sustainability/special issues/

Sustainability in International Business).

For citation purposes, cite each article independently as indicated on the article page online and as

indicated below:

LastName, A.A.; LastName, B.B.; LastName, C.C. Article Title. Journal Name Year, Volume Number,

Page Range.

ISBN 978-3-0365-5156-2 (Hbk)

ISBN 978-3-0365-5155-5 (PDF)

© 2022 by the authors. Articles in this book are Open Access and distributed under the Creative

Commons Attribution (CC BY) license, which allows users to download, copy and build upon

published articles, as long as the author and publisher are properly credited, which ensures maximum

dissemination and a wider impact of our publications.

The book as a whole is distributed by MDPI under the terms and conditions of the Creative Commons

license CC BY-NC-ND.



Contents

About the Editor . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . vii

Preface to ”Sustainability in International Business: Talent Management, Market Entry

Strategies, Competitiveness” . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ix

Anna Visvizi

Sustainability in International Business: Talent Management, Market Entry Strategies,
Competitiveness
Reprinted from: Sustainability 2022, 14, 10191, doi:10.3390/su141610191 . . . . . . . . . . . . . . . 1
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Preface to ”Sustainability in International Business:

Talent Management, Market Entry Strategies,

Competitiveness”

In a context best characterized by uncertainty and volatility, it is necessary to rethink the key

concepts and assumptions underpinning the broad debate on international business. In brief, the

world is more interconnected than ever, yet—as the cases of COVID-19 and the war in Ukraine

confirm—supply chains are not immune to developments in politics and society. Other factors weigh

in on the analysis too. Moreover, as the context in which businesses operate is ever more competitive,

traditional approaches to building a competitive edge and succeeding in foreign markets need to be

reconsidered. Talent management might be the missing link. Hence, this book makes a case for a

more direct engagement of the research community with this topic.

The chapters included in this reprint offer an insight into a selection of issues that

are consequential to increasing our understanding of current developments in international

business. The key topics discussed include internationalization strategies, talent management and

competitiveness. However, topics such as gig economy and technology diffusion are also discussed.

The authors employ a wide range of examples and case studies. Special emphasis is placed on the

challenge of ensuring broadly understood sustainability.

This reprint will be of interest to anyone interested in international business, including

researchers and students pursuing degrees in international business, management, and strategic

management. Indeed, this book will be a great companion to undergraduate and graduate courses

on related topics.

A warm “thank you“is extended to all contributing authors and to the publisher.

Anna Visvizi

Editor
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Editorial

Sustainability in International Business: Talent Management,
Market Entry Strategies, Competitiveness

Anna Visvizi 1,2

1 Institute of International Studies (ISM), SGH Warsaw School of Economics, Al. Niepodległości 162,
02-554 Warsaw, Poland; avisvi@sgh.waw.pl

2 Effat College of Business, Effat University, Jeddah 21551, Saudi Arabia

The increasing velocity of international transactions; the technology-enhanced grow-
ing interconnectedness of people, business, and societies; and, finally, the escalating density
of the day-to-day business interactions are the key sources of challenges that organizations,
both in public and private sectors, are facing today [1,2]. The COVID-19 pandemic aggra-
vated the already existing challenges and spurred a number of new ones. The pandemic
and its implications brought rupture into nearly every aspect of our lives and into every
dimension of our social, political, and economic systems locally, internationally, and glob-
ally, and the rich academic literature attests to that [3,4]. The selection of papers submitted
to this Special Issue addresses a great number of these topics, thus giving the reader a
useful overview of issues and developments that shape sustainability in international
business today. The 15 papers included in this Special Issue, listed beneath, address three
interconnected thematic groups: (i) talent management in times of rupture and uncertainty;
(ii) market entry strategies; and (iii) current developments and emerging trends.

The discussion on talent management in contemporary organizations starts with the
paper by Al Aina and Atan, who explore the impact of talent management practices on
sustainable organizational performance. The authors demonstrate that talent attraction and
talent retention had no impact on the sustainable organizational performance. However,
learning, development, and career management had a significantly positive impact on
sustainable organizational performance. In a similar manner, the following paper by Saleh
and Atan demonstrates that a link exists between sustainable talent management practices,
organizational culture, and employee job satisfaction. By focusing on the case of the
higher education sector in North Lebanon, the paper’s findings suggest that a strong and
significant positive relationship between the sustainable talent management practices and
employee’s job satisfaction exists. Organizational culture is proven to have a mediating
effect on these two variables.

The study by Ahmad et al. focuses on work–family conflict (WFC) to suggest that
it is a challenge for organizations in emerging markets, where the position and role of
women gradually changes. This implies that organizations need to devise a set of tools and
practices that would allow a smooth inclusion of women in the formal workforce, while at
the same time mitigating the scope and scale of WFC. By means of engaging in a discussion
on ways of navigating challenges employees and employers face, Muazzam et al. examine
problem-focused coping strategies and their efficiency in addressing work-related strain.
The spotlight in the paper is directed at workplace bullying in higher education institutions
(HEIs). It is argued that workplace bullying and its implications for absenteeism, turnover,
and productivity represents one of the most challenging issues in talent management in
HEIs. For this reason, the centrality and effectiveness of problem-focused coping strategies
should be more broadly debated.

The second part of this Special Issue addresses the complex questions of market entry
strategies under conditions of strain and uncertainty. With reference to Chines household
appliance firms, Wu and Wang examine factors determining sustainable entry strategies.
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The authors argue monopoly firms dominating the new market may not be profitable all the
time; however, appropriate competition can bring about a win-win situation. Kwon et al.
dwell on the moderating effects of the continental factor on the relation between business
strategies (cost advantage strategy and differentiation strategy) of the pharmaceutical
industry and mergers and acquisitions (M&A) performance. As the findings of the paper
suggest, the moderating effect of the continental factor was beneficial only in relation
between the cost advantage strategy and M&A performance. Santos and Dunlap explore
which resources are influential in market entry decisions considering that there are dif-
ferent resource needs between developed (DMNEs) and emerging market multinationals
(EMNEs). The findings suggest that EMNEs seek out regions with a greater abundance of
different resources than DMNEs.

Continuing the discussion on internationalization, resource acquisition, and growth
potential of multinational enterprises, Çela et al. examine the internationalization of large
companies from Central and Eastern Europe (CEE). By focusing explicitly on CEE, this
paper determines the main factors that positively influence firms’ internationalization. The
main findings derived from this study show that firm characteristics, such as age, size,
and corporate performance, have a positive effect on the internationalization process. An
increase in age, size, and firm performance leads to higher levels of internationalization.
Larger and relatively older firms have access to more resources and are more experienced
in dealing with the environmental difficulties characteristic of these countries.

The third group of papers included in this Special Issue offers an insight into current
developments and emerging trends in international business. Malik et al. shed light on
the concepts of the platform and the gig economy to, on the one hand, delineate their
conceptual boundaries and, on the other hand, to critically review the existing literature.
The key findings of this paper reveal that while research on the gig economy proliferates,
the distinction between the “platform” and “gig” economies frequently remains blurred in
the analysis. Moreover, the discussion on gig economy is largely dispersed, and a clearer
research agenda is needed to streamline the discussion to improve its exploratory and
explanatory potential. In what follows, Belascu et al. discuss performance dissimilarities in
European Union (EU) manufacturing by focusing on ownership and technological intensity.
The results of the study show that EU foreign-owned businesses dominate locally owned
ones in terms of size. This gives them an edge in obtaining higher profits, cash flow,
and investments and coping with higher personnel costs. Furthermore, ownership is a
more important differentiator of performance at the industry level than the industry’s
technological level. The notion of performance and competitiveness feature prominently
in the paper by Dziembała , who examines determinants of competitiveness in Central
and Eastern Europe. Competitiveness is explored also by Farinha et al., who discuss
competitiveness as it applies to the tourism industry in the Algarve region in the south of
Portugal. By examining the diverse stakeholders’ perceptions of the issues, the authors
conclude that a convergent perspective regarding sustainability challenges, namely, natural
resources and biodiversity, safety, and supply chains exist. However, hotels and restaurants
do not reflect the same perception regarding sustainability initiatives, e-tourism, or free
Internet access. These divergences are essential results since they indicated which issues
require local authorities’ priority intervention. Hunjra et al. examine the moderating effect
of institutional quality on the financial development and environmental quality. As the
authors argue, there is a lack of knowledge as to how countries can achieve the goal to end
poverty, whilst protecting the planet. The findings of this study suggest that countries in
South Asia have utilized financial development for capitalization, instead of improving
production technology. Institutional quality moderates the negative impact of financial
development on environmental sustainability. Access to finance remains the most salient
topic in research on small- and medium-sized enterprises (SMEs). The specificity of the
challenge, and ways of mitigating it in Pakistan, are explored by Ahmad et al. The Special
Issue closes with the paper by Bodziany et al. that examines the business sector, especially
SMEs’, response to COVID-19.
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Internationalization of Large Companies from Central and
Eastern Europe or the Birth of New Stars

Arjona Çela 1, Eglantina Hysa 1,* , Marian Catalin Voica 2 , Mirela Panait 2,3,* and Otilia Manta 4,5

1 Department of Economics, Epoka University, 1000 Tirana, Albania; acela@epoka.edu.al
2 Department of Cybernetics, Economic Informatics, Finance and Accounting,

Petroleum-Gas University of Ploies, ti, 100680 Ploies, ti, Romania; catalin.voica@upg-ploiesti.ro
3 Institute of National Economy, Romanian Academy, 050711 Bucharest, Romania
4 Department of Research, Romanian-American University, 012101 Bucharest, Romania; otilia.manta@rgic.ro
5 Financial and Monetary Research Center “Victor Slavescu”, Romanian Academy, 050711 Bucharest, Romania
* Correspondence: ehysa@epoka.edu.al (E.H.); mirela.matei@upg-ploiesti.ro (M.P.)

Abstract: With rapid globalization, firm internationalization has become an important corporate

strategy as well as the necessity for the survival and growth of the business. In the last decade, there

has been a growth in literature that studies this field, especially in emerging countries. However, there

exists a gap in the literature in CEE countries. This study aims to fill that gap by conducting an analysis

and providing insight regarding the factors that lead to an increase in firm internationalization in

this region. This research paper studies the main determinants that have an impact on the firm

internationalization of large companies in CEE countries using panel data empirical methods, such as

the random effect model and generalized method of moments (GMM) model for a panel of 50 firms

from 11 CEE countries and a time duration of 14 years. This study determines the main factors that

positively influence firm internationalization in selected countries. These countries have experienced

a radical transition from centrally planned economies to market economies, and although they have

experienced economic growth and a rise in productivity, they are still facing several challenges.

Therefore, it is important to know what facilitates and helps firms to expand in international markets.

The main findings derived from this study show that firm characteristics, such as age, size and

corporate performance, have a positive effect on the internationalization process. An increase in age,

size and firm performance leads to higher levels of internationalization. Larger and relatively older

firms have access to more resources and are more experienced in dealing with the environmental

difficulties characteristic of these countries.

Keywords: firm internationalization; international business; CEE countries; GMM model; random

effect model

1. Introduction

Firm-specific and environmental factors’ impact on company internationalization have
become highly interesting to study, especially in emerging and transition countries where
the institutional and economic context is quite different from developed economies [1,2]. In
these countries, the internationalization of firms provides opportunities, but also challenges,
especially for early internationalizing companies [3–5]. Firm internationalization is a
very broad and complex concept and includes a range of activities, such as importing
and exporting of products, foreign direct investment (FDI) in host countries through
mergers and acquisitions or greenfield investment, outsourcing, marketing, and research
and development [6].

Currently, as the world becomes more globalized and countries become more eco-
nomically integrated with each other, the amount of trade and investment between them
increases. Living in the age of international competition, it has become increasingly im-
portant for firms to adapt to this relatively new environment and expand their operations
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beyond their place of origin [7–15]. CEE countries were considered a “fascinating research
laboratory” by [16] in their study. They are still a testing laboratory, and there are many
unanswered questions related to them. The most important among them is whether their
economies will catch up with Western European countries [17]. Some of them have made
enormous steps, but differences still exist. Sustainable economic growth is the most impor-
tant element that eradicates these differences, and firm internationalization is one factor
that contributes highly to this. Therefore, supporting and motivating business from this
perspective is the right policy to be followed by the government. Sustainable economic
development requires sustainable business growth for large and small enterprises. Inter-
nationalization contributes to sustainable business growth and makes these businesses
more aware and responsible about the local and international environment. Business
organizations, particularly large organizations, are considered very important stakeholders
with large potential to contribute to sustainable development [18]. According to [19], busi-
nesses have large responsibility towards the goal of global sustainability. According to him,
business sustainability requires businesses to continue their activities without damaging
the environment and contributing to the common good through positive value creation.
Currently, an increasing number of businesses have acknowledged their responsibility in
global sustainability and have become aware of their negative impact on the environment
and society.

There is an incredible amount of interest in the activities of firms from emerging and
transition countries expanding abroad [20,21]. As a result of the companies’ efforts to
internationalize their activities, we are witnessing the change of the position occupied
by some countries, which, from net FDI recipients, turn into foreign capital providers,
going through the stages identified by Dunning and exposed in the theory of investment
development path [22–24].

Recently, this trend of firm internationalization has also been facilitated by several factors,
such as the Internet or other sources of technological communication such as digital plat-
forms [25–28]. These factors have changed the way companies conduct business. Companies,
to survive this increased international competition, have searched for ways to expand their
operations and profit from economies of scale in pursuit of competitive advantages.

Internationalization has been studied mostly in advanced economies, and recently,
there has been a growth in the literature in emerging countries [29–32]. However, there
seems to be a gap in the literature regarding emerging and transitioning countries despite
the growing literature [33]. The process of internationalization is seen as a major dimension
for growth and development. In general, Central and Eastern European (CEE) countries
have small domestic markets. Therefore, globalization and internationalization are seen as
options to offer larger opportunities for firms in these countries to grow, and this might
be crucial for them [34]. In this area of globalization, going international is inevitable for
sustainable growth and development [35–37]. Therefore, with increasing globalization, the
process of internationalization has become significant not only for large firms, but also for
small and medium enterprises. The CEE region is less globalized than Western Europe,
which makes it an excellent candidate for study in the area of globalization processes [38].
Central and Eastern European countries are net recipients of FDI, being at an early stage in
the path of investment development proposed by John Dunning [23,39]. In CEE countries,
firms do not record a long history of private markets and internationalization. During the
last decade, they have experienced privatization of state-owned enterprises, restructuring
of these companies to adjust to the market economy and birth of new private entities [40].
During this period, these firms were also struggling with weak institutions and an economic
environment not very suitable for growth. However, they have experienced changes
quite quickly facilitated by membership in World Trade Organization and integration in
European Union [21,41–43]. The EU membership of CEE countries is a factor that favors
the internationalization of companies from this region that thus have access to a regional
market of considerable size on which they can operate in a somewhat easy way given the
existence of European regulations.

6
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Many of the largest companies from CEE countries are subsidiaries of companies
headquartered in other parts of the world [44], and as a result, strategic decisions are made
outside the CEE [45]. In contrast, the share of large companies headquartered in the CEE
with subsidiaries outside the CEE is very small, with only a few [46].

Motives of internationalization of firms from emerging and transition countries differ
from firms of developed economies [47]. Although there is an increasing interest of scholars
in the internationalization of emerging and transition economies, there are only a few
studies concentrating on firms from CEE countries [21]. This work focuses on firm activities
in foreign countries that involve their effort to obtain revenues from their exporting or FDI
investment in these host markets. This study’s aim is to fill the literature gap and develop
more evidence regarding the process of internationalization for firms in CEE countries.
Based on these arguments, it is important to see what the main determinants of large firms’
internationalization are in these countries. Therefore, the main research question is the
identification of the main factors that lead to the higher international performance of large
firms in the CEE region. What is the impact of the main factors, such as firm performance,
age, size foreign ownership, intangible assets, etc., studied largely by the literature in
advanced economies, in the countries of CEE?

2. Literature Review

The emergence and development of multinational companies and foreign direct invest-
ment flows are explained by various theories, such as the theory of monopoly advantage,
product life cycle theory, eclectic theory or internationalization theory [48,49]. The theory
of internalization of production is closely linked to the theory of the firm because the
company and the market are considered to be two alternative ways of organizing the same
transactions [50]. According to [51], multinational corporations replace external markets
with internal flows of factors of production, goods and services when the costs of these
flows are lower than the costs of organizing markets. A firm tends to grow until the cost of
an additional transaction, through it, equals the cost of that transaction through the market
or by another firm. Internalization, seen primarily as a way to create an internal market
for intermediate products, has its own costs related to the increased flow of information,
administrative costs for the organization of the internal market, and costs that must be
lower than additional income obtained by internalization. This theory considers not so
much the internalization of a market as the internalization of externalities by creating
an internal market in case the external market does not exist or is inefficient. This is the
situation for intermediate goods. Activities, such as research, development, staff training
and marketing, are independent activities, but are linked by flows of intermediate products
consisting of knowledge and expertise [48].

Companies’ advantages (in the field of production and marketing) are the basis of
the decision to invest if intrafirm transfers involve lower costs than transactions on the
market. This company-specific advantage is not a good that could be acquired, and it is
not a single patent or invention; it must be seen as a “transfer of the ability to invent”.
Another researcher [52], points out that technology transfer has no or almost zero cost. This
process involves the transfer of models and drawings, but also a cost of transmission and
absorption of knowledge that are not incorporated in the drawings, but that conditions the
correct application of projects.

Williamson [50] believes that FDI and multinational companies’ expansion are not
designed to strengthen the monopoly or oligopoly position but to ensure the most efficient
transfer of knowledge abroad. Compared to the classic option—licensing, under certain
conditions—multinational companies prefer the transfer of technology through FDI. This
is also confirmed by practice—the concentration of FDI in industries with significant
technology transfers is noticed. Rugman [53] considers that all existing theories about FDI
are variants of the theory of internalization, internalization being an answer for any type
of externality (for example: market distortions—tariff and nontariff barriers). This is also
supported by the study of [54].
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The two most important theories in this field of firm internationalization are the
Uppsala theory of incremental internationalization and resource-based view (RBV) the-
ory [55–57]. The Uppsala model of incremental internationalization has its roots in the
Scandinavian school of research in this field, with some of the most cited works from
authors such as [58–61]. These two authors, [62], developed the Uppsala theory, and ac-
cording to this model, the process of internationalization of firms is an incremental process.
In this model, firms tend to increase their internationalization and their commitment to
foreign markets as their experience improves. The international process prescribed by this
theory starts with small steps. In the beginning, firms choose markets that are near in terms
of physical distance.

This theory includes two main stages of internationalization. First, enterprises select
new overseas destinations for expansions based on their physical proximity to the host
country, and later, firms expand farther to more distant markets once they gain experience
in each host country. Therefore, according to this theory, firms start their international
activity by a low commitment in markets that are physically close and gradually increase
their activity. The Uppsala theory of firm internationalization was developed by observing
Swedish firms’ internationalization, and these firms were located in advanced economies. In
addition, the external environment the firms are operating currently is different compared
to the period in which this theory was first born. With facilities such as the internet or other
information technology advantages, this incremental process has developed and shortened.
Therefore, later changes and updates of this theory occurred. Johanson and Vahlne [60]
revised this theory by including networks of relationships.

RBV theory predicts that the success of firms in foreign markets depends on their
ability to develop distinguishing characteristics compared to other firms. According to
this theory, tangible and intangible resources create competitive advantages for a firm [63].
RBV theory highlights that the competitive advantages a firm has can generate profit above
normal [64]. RBV has its roots in strategic management, [63] and specifically in the work
of [64]. According to him, firm resources include “all assets, capabilities, organizational
processes, firm attributes, information, knowledge” that a firm possesses. A firm needs
to have sustainable competitive advantages, which are associated with resources that are
valuable, rare, inimitable or irreplaceable. This theory predicts that internal resources and
characteristics are the real drivers of firm internationalization.

2.1. Firm Performance

The relationship between performance and internationalization is one of the most
discussed topics in this field. In the literature, numerous studies that have explored this
relationship have arrived at contradictory results. There are three different relationships
identified in the literature. Some studies, such as [65,66], have concluded that there exists a
positive relationship between internationalization and performance, while other studies,
such as [67], have concluded that this relationship is negative. Later studies, such as [68,69],
proposed a U-shaped relationship and S-shaped relationship [70,71].

The scientific literature on this topic has been mostly concentrated on multinational
firms from developed countries. The performance of the firm is a very important element,
and the companies need to be profitable enough in the domestic market to be able to
move to international markets. Most of the studies mentioned above study the impact of
internationalization on firm performance. There are only a few papers that analyze the
impact of performance on firm internationalization. Ruigrok et al. [72] explore the impact
of performance on internationalization from a behavioral perspective.

From an RBV perspective, performance has a positive impact on firm international-
ization. A firm with positive performance possesses intangible and tangible resources to
engage in international market activities. Nevertheless, there is also another counterar-
gument that considers that highly profitable companies are less likely to engage in risky
behaviors, such as internationalization. Therefore, the impact of performance on interna-
tionalization might be negative. The literature in this aspect is not in the same line, as
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poor performance might affect the strategic decisions in a company by pushing them to
look for new ways in an international environment to improve their condition. In contrast,
insufficient resources because of poorer performance limits firms to engage in international
markets [73].

The firms operating in emerging and transition countries are considered escape-
oriented types of companies, which are in search of international markets to escape from
their home environment. These types of firms tend to be in their initial stages of the
internationalization process. Companies from CEE countries do not have a long history of
operating in international markets. Therefore, considering these arguments, it is expected
that an increase in performance would provide these firms with more resources to engage
and diversify their risk from home countries in international markets, and an improvement
in performance has a positive effect on their degree of internationalization. Therefore,
based on this argument, the hypothesis tested is:

Hypothesis 1 (H1). Firm performance has a positive and statistically significant effect on the
international performance of large firms in CEE countries.

2.1.1. Foreign Ownership

Foreign ownership can help these firms overcome their liabilities of foreignness
through their relationships and knowledge about foreign markets. Foreign investors
monitor managers’ activity and influence governance and strategic decision making [74].
Through their networks and knowledge of foreign markets, they can also provide these
firms with more resources. Singla et al. [75] find that foreign corporate ownership and
foreign institutional ownership are positively related to internationalization, while family,
domestic corporate and institutional ownership are negatively related to internationalization.

RBV theory predicts that different types of owners can provide access to different
resources for the firm and therefore impact its capability to internationalize [76]. This
theory explains how the motivation of owners, which is also the motivation of the firm, and
capability influence internationalization. The ownership of foreign individuals, corpora-
tions, or institutions has been found to have a positive impact on firm internationalization
in transition countries [77]. Based on these findings, the hypothesis formulated is:

Hypothesis 2 (H2). Foreign ownership has a positive and statistically significant effect on the
international performance of large firms in CEE countries.

2.1.2. Firm Age and Size

According to Uppsala theory, firms follow an incremental process during their inter-
nationalization; therefore, age and size are very important factors to consider. Successful
internationalization is influenced by capabilities and resources [78]. Capabilities and re-
sources are elements that are closely connected to age, with young firms having limited
access to resources and fewer capabilities than older firms [79]. In this aspect, we have
what are called liabilities of newness. According to liabilities of newness, young firms
tend to have higher rates of failure because they possess fewer resources, capabilities and
recognition in the market. Firms from CEE countries do not have a long history of operat-
ing in foreign markets. They are relatively young, with a large number of them coming
into existence after the 1990s. Even for firms that have a longer history, their process of
internationalization started with the fall of the communism system [33]. Therefore, age and
size are expected to positively affect firm internationalization in these countries. In other
words, an increase in the age or size of these firms leads them to have higher international
market performance. Based on this discussion, the following hypotheses are formulated:

Hypothesis 3 (H3). Age has a positive and statistically significant effect on the international
performance of large firms in CEE countries.
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Hypothesis 4 (H4). Size has a positive and statistically significant effect on the international
performance of large firms in CEE countries.

2.1.3. Growth of Intangible Assets

Intangible assets are important elements when considering firm internationalization.
Intangible assets facilitate firm internationalization because they help these firms overcome
liabilities of foreignness [80]. The framework of resource-based view theory states that
firms that have distinguishable capabilities are able to generate more profit and use these
capabilities to expand in foreign markets. In RBV theory, capabilities and knowledge,
such as trademarks, copyrights, goodwill, franchises and secret processes, play a very
important role. They are difficult to imitate and create competitive advantage for firms.
Firms have difficulties surviving in international market competition only by relying on
their own resources and capabilities [81]. In particular, firms from transition and emerging
countries, which face difficulties distinct from these countries, rely upon the networks and
technologies that are absorbed and used from international markets, mostly from developed
markets. The intangible resource growth of these firms displays higher opportunities for
them to expand even more in foreign markets. Therefore, intangible asset growth means
an increase in the competitive advantages of these firms, which motivates them to expand
abroad. With respect to this argument, the growth of intangible assets positively affects
internationalization. Based on the above arguments, the following hypothesis is formulated:

Hypothesis 5 (H5). Intangible resource growth has a positive and statistically significant effect on
the international performance of large firms in CEE countries.

2.1.4. Capital Investment

Firm internationalization is a strategic decision in nature. Vithessonthi [82] argues that
firms with large capital investments, which means that high fixed costs, are more likely
to expand into foreign markets. These companies are looking for ways to internationalize
because they want to diversify their risk and use their assets more efficiently. Therefore, in
this case, capital investments have a positive effect on internationalization. Conversely, if
firms are at risk, they are less likely to expand into foreign markets. In this case, the impact
of capital investments in internationalization is negative or nonexistent [83]. Based on the
literature above, hypothesis six is formulated as follows:

Hypothesis 6 (H6). Capital investment has a positive and statistically significant effect on the
international performance of large firms in CEE countries.

2.1.5. Industry Dummy Variables

The type of industry the firm operates in has an undeniable impact on its internation-
alization. Different industries have different characteristics, and the environment these
industries create for their firms influences a firm’s strategy and approach towards inter-
nationalization. Industry classifies firms based on common activity and characteristics.
Andersson [84] shows that firms operating in different industries have different interna-
tionalization patterns. Javalgi et al. [85] conclude that firm characteristics’ impact and
significance in export propensity varies according to the industry.

Reis [86] argues that external characteristics, mostly represented by industry character-
istics, influence firm behavior and export intensity. Firms are influenced by the exporting
behavior of other firms in the industry and tend to follow them. In addition, other exporting
firms can create information spillover. Firms operating in different industries also have
different product characteristics and therefore different probabilities of engaging in interna-
tional activities. For instance, firms operating in manufacturing are more likely to export
than firms operating in the service sector. Innovation and technology in the industry are
also important factors that differentiate firms [87,88]. Innovation gives firms competitive
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advantages and increases their survival in international markets. Love and Roper [89]
argue that innovative small and medium firms are more likely to export non-innovative
firms. In addition, [90] concluded that firms that operate in sectors with high levels of R&D
expenditure are more likely to export. Following the above literature, the hypothesis is
formulated as follows:

Hypothesis 7 (H7). Operating in the manufacturing industry has a negative and statistically
significant effect on the international performance of large firms in CEE countries.

2.1.6. Leverage

Leverage is another element that has an impact on firm internationalization. It is ex-
pected that the effect of leverage on internationalization will be negative [91,92]. Jung [72]
define it as “potential slack resources” and find a negative impact of them on firm interna-
tionalization. Formally:

Hypothesis 8 (H8). Leverage has a negative and statistically significant effect on the international
performance of large firms in CEE countries.

2.1.7. Domestic Market Growth Rate

Firm internationalization is also influenced by the domestic country market. Firms
located in markets that are growing tend to behave differently than firms that operate in
large and mature markets [93]. Firms in growing markets have fewer motives to expand
internationally if there is a growing demand in the domestic market. Therefore, a growing
domestic market is expected to have a negative impact on firm internationalization. Based
on this the hypothesis formed is:

Hypothesis 9 (H9). The domestic market growth rate has a negative and statistically significant
effect on the international performance of large firms in CEE countries.

3. Materials and Methods

3.1. Sample

The sample for this analysis was constructed by collecting data on firms that generate
revenues outside the country of their origin. Data were collected for 14 years on 50 firms
that had their headquarters in one of the CEE countries and were listed on the stock
exchange. Two databases were used to collect the data, Thomson Reuters Eikon and Bureau
van Dijk Orbis data. On the Eikon database, all the data regarding financial variables and
the dependent variables were collected, while from the Orbis database, we extracted data
regarding ownership structure during the period from 2005 to 2018. With these data, panel
data with 50 firms from 2005 to 2018 were constructed. The firms included in this database
are from 11 countries of CEE, specifically, Poland, Hungary, Slovakia, Romania, Slovenia,
Bulgaria, Lithuania, Croatia, Czech Republic, Serbia, and Latvia.

3.2. Specification of Variables

The dependent variable is the degree of internationalization measured as the percent-
age of foreign revenue to total revenue of the firm, which is also one of the most commonly
used measures [94]. Data on this variable were collected from the Thomson Reuters Eikon
database. Our first intention was to collect data regarding firm foreign exports and foreign
assets separately, but data regarding exports were not reported separately in the Eikon
database, and very few firms had data regarding their foreign assets Therefore, since there
was a large amount of missing data, only data on their foreign revenues were extracted.
Data on foreign revenues were reported according to the firm’s business segments. Data
on revenues belonging to their domestic markets were not taken into consideration when
calculating foreign revenues.
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The graph in Figure 1 provides a graphical representation of both the mean of %
foreign revenue to total revenue and the mean of exports as % of GDP from 2005 to 2018.
From this graphical representation, the increasing trend from 2005 to 2018 in the mean
values of degree internationalization can easily be seen. To see if the data collected for these
companies were a good representation of the firms in this region, macrolevel data, such
as export % of GDP, were collected to make a comparative analysis. Data on exports were
collected from the World Bank World Development Indicator (WDI). Looking closely at the
data also presented in Tables 1 and 2, this sample of the data is a very good representative
of the companies operating in this region. The mean % of foreign revenues to total revenues
follows the same trend as exports % of GDP, and the percentage values are very close. An
explanation of this can also be the fact that the sample is composed of large and very large
firms. These firms’ share in total exports of each country is relatively high and important.
A slight decrease is seen in the amount of foreign revenues to total revenues in 2009, and
this can be attributed to the financial crisis in 2008.

Figure 1. Mean of % of foreign revenue to total revenue and mean of exports as % of GDP. Source:
World Bank.

Table 1. Mean % of foreign revenue to total revenue for the groups of firms in each country.

Year Poland Slovakia Romania Slovenia Bulgaria Hungary Lithuania Latvia Croatia
Czech

Republic
Serbia

2005 16.32 72.56 36.56 49.06 43.16 57.29 87.61 10.31 26.93
2006 18.61 68.00 48.86 33.30 47.97 51.68 89.93 25.55 29.72 4.57
2007 17.64 72.18 59.31 51.45 25.20 51.56 54.60 98.95 24.93 25.68 6.44
2008 21.11 79.39 47.61 54.12 23.15 55.74 56.62 91.21 23.25 21.90 4.71
2009 23.07 78.97 44.13 44.81 24.44 57.44 57.60 92.63 23.98 23.11 12.84
2010 24.05 77.77 44.87 48.22 31.56 59.24 51.29 94.86 26.49 26.87 10.06
2011 23.83 70.35 46.05 49.56 28.31 59.84 51.43 93.16 39.98 25.85 10.60
2012 24.47 72.69 46.31 54.65 31.00 60.22 54.43 87.23 40.83 25.94 10.94
2013 23.38 82.65 47.86 56.27 31.57 60.26 54.33 83.77 40.99 23.99 17.59
2014 24.16 72.51 48.56 57.14 29.93 59.48 51.25 78.71 39.86 26.80 21.50
2015 24.19 62.52 47.63 60.54 29.08 59.03 63.40 67.16 39.60 29.04 21.15
2016 24.30 69.58 47.20 62.64 27.05 44.29 98.88 67.20 38.87 27.10 26.29
2017 24.82 74.91 49.60 61.40 32.10 58.52 98.99 73.15 42.46 29.39 28.95
2018 24.68 75.46 47.74 62.24 35.89 58.29 97.13 79.59 41.52 27.74 26.38

Source World Bank.
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Table 2. Exports of goods and services as % of GDP.

Year Poland Slovakia Romania Slovenia Bulgaria Hungary Lithuania Latvia Croatia
Czech

Republic
Serbia

2005 34.61 72.05 24.71 59.58 42.86 62.55 53.84 43.20 39.36 62.18 27.96
2006 37.86 81.03 26.16 64.70 47.32 73.98 55.62 39.90 39.70 65.19 29.44
2007 38.56 83.28 26.02 67.60 52.38 77.94 50.36 38.45 38.98 66.41 27.29
2008 37.86 80.05 32.40 66.11 52.54 79.29 57.14 39.47 38.47 63.23 28.44
2009 37.18 67.61 37.03 57.24 42.33 74.41 51.94 42.47 34.48 58.68 26.35
2010 40.06 76.34 37.41 64.29 50.18 81.83 65.34 53.57 37.61 66.03 32.26
2011 42.56 85.05 39.87 70.37 59.07 86.75 75.00 57.77 40.30 71.31 33.00
2012 44.44 91.43 41.16 73.12 60.80 86.41 81.62 61.19 41.53 76.17 35.84
2013 46.32 93.82 41.02 74.52 64.89 85.66 84.06 60.26 42.74 76.87 39.85
2014 47.57 91.85 41.19 75.84 64.92 87.67 81.10 61.20 45.27 82.55 42.08
2015 49.50 92.31 41.53 76.94 64.10 88.97 75.82 60.72 48.14 81.05 45.27
2016 52.19 93.50 41.64 77.77 63.98 89.73 74.10 60.40 48.74 79.56 48.62
2017 54.34 96.89 82.88 67.37 88.25 80.90 62.12 51.09 79.73 50.54
2018 55.31 97.25 85.21 64.49 86.53 82.29 61.30 51.23 78.39 50.91

Source World Bank.

CEE countries have increased their presence in international markets in the last two
decades, and this trend has had a steady increase over the years [95]. After the fall of the
communist system in this region, these countries started to integrate into foreign markets,
which also helped from their geographical location in Europe. After the fall of communism,
their increase in presence in international markets was also helped by large foreign direct
investment. The proximity of these countries to other large European markets helped in this
situation. Most of their exports are towards other European countries [42,49,96]. Therefore,
their exports were mostly concentrated in manufacturing goods and the European market.
Table A1 in the Appendix A gives a better view regarding the main destinations of these
countries’ exports in 2018. In this table, it is observed that the top five main export
destinations for these countries belong to European countries. Of course, proximity to
these markets plays an important role in this regard. Table A1 shows that Germany is the
number one destination of exports for most of these countries.

Table 3 gives a summary of the variables, their measurement expected impact and
hypotheses. Firm performance was measured using the variable of return on assets (ROA).
In measuring firm performance, ROA is an accounting-based measure and is the most
widely used measurement type of performance. According to [97], when measuring firm
performance, ROA is the most commonly used measure of performance among account-
based measures, with 46% of researchers using it when studying its relationship with
corporate governance. In this study, we also used ROA as the measure of performance.
Data for this variable were extracted from the firm’s annual financial reports, and the time
series for each firm included in this study were obtained from the Thomson Reuters Eikon
database. ROA in this database represents the return on assets before taxes. It is calculated
as income before tax for the fiscal year divided by the average total assets for the same
period and is expressed as a percentage.

Foreign ownership was measured as the percentage of shares owned directly by
private foreign companies, institutions or individuals. Shares owned directly by foreign
public authorities or foreign governments were not included. Data on this variable were
collected in the Orbis database. Size in this study was measured by the natural logarithm
of the number of permanent employees. The number of permanent employees was also
extracted from the firm’s annual financial reports. It represents the number of full-time
employees and full-time equivalents of part-time employees as reported at the end of the
fiscal year. This number does not include part-time employees if the company differentiates
between these two and reports them separately and seasonal employees unless reported as
full-time by the company. Age was measured as a natural logarithm of the number of years
of operation since the inception of the company. This variable was calculated as the actual
year minus the year of firm inception. Data regarding firm inception and its history were
collected from Orbis and checked in Eikon.

13



Sustainability 2022, 14, 261

Table 3. Measurement of variables.

Variables Description
Expected
Impact

Hypothesis

Degree of
internationalization

Foreign revenue to total revenue

ROA Net profit to total assets + H1

Foreign ownership
% of shared owned directly by foreign

firms, institutions, individuals, etc.
+ H2

Size
Natural logarithm of number of

permanent employees
+ H3

Age
Natural logarithm of the number of
years of operation since inception

± H4

Intangible resources growth
Annual growth rate of

intangible assets
+ H5

Capital investment
Capital expenditure to one period

lagged total assets
± H6

Manufacturing
industry dummy

1 of the firm is affiliated to
manufacturing industry

± H7

Leverage % of total debt to total assets − H8
Domestic market

growth rate
Gross domestic product (GDP) growth − H9

We collected data from Orbis regarding the firm inception year because Orbis gives
a detailed history for each company, especially in case merges and acquisitions occurred
or there was a change in the name of the company. Leverage was measured as a percent-
age of total debt divided by total assets. Intangible resource growth was measured as
the annual growth of intangible assets. Intangible assets consist of patents, copyrights,
franchises, goodwill, trademarks, trade names, secret processes and organization costs.
Capital investment was measured as capital expenditures divided by one period lagged
total assets. Capital expenditures were the purchase of fixed assets, purchase of intangibles
and software development costs. As a proxy for the domestic market growth rate, the real
annual growth of gross domestic production (GDP) of each country in which the firm has
its headquarters was used. Data on this variable were extracted from the WDI of the World
Bank. GDP represents the production capacity of an economy, and its growth means a
growing economy and larger markets.

3.3. Model Specification

Considering that the data are panel data, panel data econometric methods were used.
First, a graphical and statistical analysis was conducted. The fixed-effect approach was
excluded because some of the variables were time-invariant variables, such as industry
dummies that controlled for the effect of industry. Running an OLS model for this type of
data would result in biased estimates because of the likely autocorrelation and heteroscedas-
ticity problems. The random effect model uses a generalized least square estimator (GLS),
which corrects for these serial correlations and heteroscedasticity. Therefore, a random
effect model is used as the first step. In addition, to account for the problem of endogeneity
bias and produce robust results, a generalized method of moments (GMM) is used as the
final step.

4. Results

Summary of Descriptive Statistics and Model Description

Table 4 presents a correlation matrix and descriptive statistics of the variables included
in the model. Observing the results of the table multicollinearity does not appear to be a
problem in this sample. In general, the correlation of the variables is low. To ensure the
problem of multicollinearity in the data, we checked the variance inflation factor (VIF).
The VIF appears to be 1.23, which is smaller than the critical value of 5.0. Therefore,
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it is concluded that there is no problem of multicollinearity that should be taken into
consideration before running the regression.

Table 5 shows the results of the random effect and the GMM models. Model one
is the baseline model with all the main variables (size, age, ROAt-1, foreign ownership,
capital investment, leverage and intangible resource growth) without including the dummy
variables and domestic market growth rate. A one-year lag was applied to ROA since
decisions to enter and expand further in foreign markets require time and are taken based
on the firm’s previous performance.

Table 4. Descriptive statistics and correlation matrix.
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Degree of
internationalization

0.289 0.426 1

Size 1.2 8.634 −0.084 1
Ln age 0.656 3.361 0.316 −0.079 1
ROA 0.073 0.046 0.046 0.033 −0.05 1

Foreign ownership 0.309 0.449 0.033 −0.11 0.15 0.01 1
Capital investment 0.047 0.067 −0.034 0.342 −0.172 0.299 0.058 1
Intangible resources

growth
2.646 0.395 −0.017 0.003 −0.047 0.065 −0.091 0.045 1

Leverage 0.154 0.212 0.164 −0.187 0.07 −0.181 0.008 −0.082 −0.048 1
Baltic GDP growth

rate
0.012 0 0.035 −0.071 −0.002 0.042 −0.021 0.077 0.012 0.095 1

Central GDP growth
rate

0.023 0.024 −0.049 0.024 −0.056 0.013 0.033 −0.014 0.02 −0.166 −0.04 1

Southeast GDP
growth rate

0.012 0.002 0.001 −0.031 0.092 0.013 0.082 0.015 −0.015 0.001 −0.007 −0.178 1

In the second model, we included three interaction variables (Baltic GDP growth rate,
Southeast GDP growth rate and Central GDP growth rate). The whole region of the CEE was
divided into three subregions: the Baltic subregion (Lithuania and Latvia), the southeastern
subregion (Bulgaria, Croatia, Romania and Serbia), and the central subregion (Poland,
Czech Republic, Hungry and Slovakia). Based on these three subregions, three dummies
were created, and the central region was kept as a base category. Variable Baltic takes
value 1 if the country belongs to Baltic subregion and 0 otherwise; variable Southeast takes
value 1 if the country belongs to Southeast subregion and 0 otherwise; and variable Central
take value 1 if the country belongs to Central subregion and 0 otherwise. These dummy
variables are multiplied by the domestic market growth rate or real GDP growth rate, and
Baltic GDP growth rate, Southeast GDP growth rate and Central GDP growth rate variables
are formed. In the second model, we included the Baltic GDP growth rate, Southeast GDP
growth rate and Central GDP growth rate, which represent the domestic market growth
rate for each subregion, and two dummy variables of Baltic and Southeast to control for
the effect of these subregions. We created dummy variables for each industry based on
the broad industry categories of the Standard Industrial Classification (SIC) to control
for industry effects since the firms included in this study belong to different industries.
Differences in technology, innovation, demand, and government regulation influence
differences in industry internationalization [98]. Industry classification for each firm was
made based on the firm’s main activity, and data for these dummy variables were obtained
from the Obis database. Seven industry dummies were created based on the main SIC
division group: (1) manufacturing; (2) mining; (3) transportation, communications, electric,
gas, and sanitary services; (4) construction; (5) services; (6) wholesale trade; and (7) retail
trade. However, in the end, considering that 52% of the firms in the sample belonged
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to manufacturing (see Table 5), only two dummy variables were created, manufacturing,
a dummy variable that takes value 1 if the firm is from manufacturing industry and 0
otherwise; and other industries, a dummy variable that takes value 1 if the firm belongs
to six other industries and 0 otherwise. Other industry variables were kept as the base
category, and manufacturing was included in the third model. Therefore, in the third model,
all variables are included.

Table 5. Results of Random effect and GMM models.

1 2 3 4

Variables
Degree of

International-
ization

Degree of
International-

ization

Degree of
International-

ization

Degree of
International-

ization

Size 0.0592 ** 0.0626 ** 0.0724 ** 0.2422 ***
(−0.0298) (−0.03) (−0.0298) (−0.0872)

Ln age 0.112 ** 0.105 ** 0.0980 ** 0.1155 **
(−0.0452) (−0.0463) (−0.0432) (−0.0559)

ROAt−1 0.153 *** 0.156 *** 0.156 *** 0.4275 *
(−0.0527) (−0.0529) (−0.0525) (−0.2324)

Foreign ownership 0.0550 ** 0.0532 ** 0.0506 ** 0.1071
(−0.0271) (−0.0252) (−0.0248) (−0.1174)

Capital investment −0.172 * −0.160 * −0.161 * 0.1527
(−0.0895) (−0.091) (−0.0926) (−0.2799)

Leverage −0.0452 −0.0331 −0.0364 0.034
(−0.0561) (−0.0565) (−0.0543) (−0.2862)

Intangible resources
growth

0.0016 0.0016 0.00163 0.0021

(−0.00135) (−0.00137) (−0.00135) (−0.0018)
Baltic GDP growth rate −0.355 *** −0.344 *** −0.4467

(−0.0818) (−0.0832) (−0.5798)
Southeast GDP growth rate 0.322 0.363 1.0957

(−0.3) (−0.296) (−1.2045)
Central GDP growth rate 0.206 0.217 −0.0518

(−0.204) (−0.201) (−0.6137)
Baltic 0.326 0.348 0.7347 ***

(−0.337) (−0.218) (−0.2063)
Southeast −0.0579 −0.0854 −0.1556

(−0.112) (−0.087) (−0.1671)
Manufacturing 0.342 *** 0.527 ***

(−0.0659) 0.1291
Constant −0.478 −0.498 −0.733 ** −2.4379 ***

(−0.378) (−0.383) (−0.366) (−0.8185)
Observations 475 475 475 475
Number of id 50 50 50 50
Overall R-sq 0.03 0.07 0.38 -

Hansen - - - 0.26
Method RE RE RE GMM

Robust standard errors in parentheses *** p < 0.01, ** p < 0.05, * p < 0.1.

In the fourth model, a generalized method of moments (GMM) for panel data is
applied. The reason behind this model application is to account for the possible endogeneity
problem and to compare the results with the random effect model. Endogeneity is a
problem that arises when one of the explanatory variables is correlated with the error term
or when the error terms are correlated in structural equations. There are three reasons
for the endogeneity problem: omitted variables, measurement errors and simultaneity.
Simultaneity occurs when one of the explanatory variables is jointly determined with the
dependent variable [99].

What is most important and the reason why researchers pay attention to this problem
is that endogeneity bias causes inconsistency in the estimators, which means that as your
sample of data grows (as n moves towards infinity), your estimation of the parameters
does not approach the true values. Endogeneity can also cause changes in the signs of
the parameters and therefore lead to incorrect interpretation of the results and confusing
conclusions [100]. In this study, we used a two-step system GMM since this type of
estimator is more efficient than a one-step first-differenced transformation. First-differenced
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transformation can cause loss of data. The Stata command used for two-step system GMM
was xtabond2.

5. Discussions

This study performs a random effect and GMM model to examine the impact of several
variables on firms’ degree of internationalization using panel data for 11 CEE countries and
a time duration of 14 years. Companies taken into consideration are large firms. Table 5
outlines the model’s results. Some of the main variables, such as ROAt−1, size, age, and
manufacturing, do not show any changes in the sign and significance level between the
random effect models and GMM. Size has a significant and positive impact in the random
effect models. This significance increases in the GMM model from the 5% to 1% level
of significance. The impact of this variable is as hypothesized in the literature section.
Large firms have the necessary resources to support the cost of internationalization and
overcome liabilities of foreignness and liabilities of newness [101]. Age also has a positive
and significant impact in both models. The significance level of this variable does not
change, and the impact is in line with what was hypothesized in H4. In the random effect
model, we see a high impact of ROAt−1 on the degree of internationalization [102]. This
variable impact is positive and significant, as hypothesized. Considering that international
sales are part of total firm sales, does this means that successful firms in the region are the
ones who are at least as successful in foreign markets, as they are on the domestic market?
This is interesting, because this implies the key to their success of their internationalization.
However, this variable becomes less significant in the GMM model, but the sign remains
positive, as predicted in the literature. Foreign ownership also has a positive sign, but
this variable becomes statistically insignificant in the GMM model. The signing of this
variable is as hypothesized; however, it was expected that its impact would be highly
significant. The impact of capital investment, leverage and intangible resource growth
rate variables appears to be almost insignificant in all three models. In other words, our
empirical results do not show any significant impact of these three variables on the degree
of internationalization. The GDP growth rate or the domestic market growth rate of
Baltic countries show a negative and highly significant impact in the random effect model;
however, this variable becomes insignificant in the GMM model. We see the opposite
effect for the Baltic dummy variable. Being in one of the Baltic countries appears to
positively affect the degree of internationalization. This positive effect is also seen in the
case of the manufacturing dummy variable. Operating in the manufacturing sector appears
to have a positive effect on internationalization. This effect in the same as hypothesis
H7. Therefore, based on these results, it is concluded that factors, such as size, age, firm
performance, foreign ownership or industry, are very important factors in the degree
of internationalization, but capital investment, leverage, intangible resource growth and
domestic market growth rate do not have a statistically significant effect on the degree of
internationalization. In addition, based on the results of GMM, we fail to reject the null
hypotheses H1, H3, H4 and H7. In other words, we fail to reject the null hypothesis for
variables size, age and ROAt−1 since these variables are statistically significant and have a
positive impact as hypothesized. However, we reject null hypotheses H2, H5, H6, H8 and
H9. For variables of capital investment, foreign ownership, intangible resource growth rate,
leverage and domestic market growth rate, the results of GMM show their impact to be
statistically insignificant.

One important contribution of the results of this paper is the identification of the
problem of endogeneity and usage of the GMM model. The impact of endogeneity on the
results appears in the discrepancies between the test results of GLS and GMM estimators.
Variables of capital investment and leverage appear to be the source of endogeneity. Their
sign changes from a random effect model to a GMM model. Vithessonthi [82] also identifies
the problem of endogeneity of capital investment and uses the IV method to account for it.
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6. Conclusions

Using panel data of 14 years and 50 firms from CEE countries, this study’s objective
was to investigate determinants of firm internationalization in CEE countries. This study
contributes to the literature by extending it and adding more research and insight into firm
internationalization topics in CEE countries. The literature for the CEE countries has started
to grow only recently. However, most of this literature studies the internationalization
of firms from only one country, such as the firm internationalization in Poland, Slovenia,
Hungary, Estonia and Czech Republic, countries that are the most researched in this field.
However, other countries of the region remain under-researched. Therefore, there is a lack
of more comprehensive studies that include all countries and analyze the whole region.
Adding research for firm internationalization in the context of these countries helps to
better understand the foreign expansion of firms’ from transition countries.

Despite the limitations, it is believed that this study offers the same insightful con-
tributions. First, firm-level characteristics, such as performance, age, size and industry,
are important for firm expansion in international markets. They have a positive effect;
the better the previous performance of the firm is, the more motivated these firms are to
engage in costly processes of internationalization. This is very insightful as it provides
evidence that firms need to experience growth in their domestic markets and their suc-
cess in domestic markets contribute to their success in international markets. Therefore,
there is an important theoretical contribution of this paper in this regard, which needs
to be highlighted and that is the importance of pre-entry performance improvement of
firms in their domestic markets. Pre-entry period of firms in international markets is very
under-researched in the literature and this paper highlights the importance of pre-entry
and continues success in domestic performance of firms. Based on this future research
need to be channeled in this direction. Expansion in foreign markets is costly and requires
resources and capabilities and financial and managerial resources to support it to overcome
the liabilities of foreignness and newness. That is why large and relatively experienced
firms perform better. These large and experienced firms, in addition to financial and man-
agerial resources, have constructed relationships and networks that help them to explore
new opportunities or gain additional resources that cannot be accessed in domestic markets.
Firms in CEE countries face a more difficult domestic environment than those in advanced
economies; there are weak legal institutions and a high level of corruption in the public
sector. Therefore, we believe this might be a reason why size and age are highly significant,
large and relatively old firms are more experienced dealing with this environment and these
kinds of issues. They know the environment better, and they have informal networks [103]
and financial resources to deal with problems faster than small new ventures.

Another result that supports this argument is the Baltic dummy, which takes a value
of 1 for firms that have their headquarters in Latvia or Lithuania and has a positive sign.
These two countries are very geographically close to advanced economies, such as Sweden
and Finland, and they are influenced by these countries. Estonia, Lithuania, and Latvia,
for instance, are considered by the World Bank to be the top countries by ease of doing
business, on the 16th, 14th and 19th, respectively [104]. They are small open economies and
quite exposed to international development.

The internationalization capacity of companies in Central and Eastern Europe was
fueled by the liberalization of capital movements after the fall of communism. Extensive
flows of foreign direct investment, especially through the privatization process, have led to
the emergence of externalities, such as technology transfer, know-how and expertise that
have benefited by local companies. The intensification of the competition in these countries
as a result of the pressure generated by the presence of the companies with foreign capital,
but also the accession of the former communist countries to the EU generated (for the
domestic companies) the necessity but also the possibility of regional expansion. Access to
an unrestricted regional market that affects financial and material flows has accelerated
the process of internationalization of companies in this region. The migration process
that dramatically affected these countries has also contributed to the intensification of the
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internationalization process of some local companies that have benefited not only from
financial capital, but also from the expertise of former migrants.

Multinational companies in the CEE often have regional involvement in the sense
that they have invested in countries in the area, fueled by geographical proximity, the
tradition of economic relations since the communist period and the existence of similar
economic, social and political systems. The existence of companies with the majority foreign
capital in these countries appeared, most of the time as a result of the privatization process,
considerably fuels the internationalization process in the region, the companies having
the main assets to ensure the success of such a complex process. State-owned companies
from certain countries, such as Poland, Slovenia or Croatia, are also important players in
the regional landscape, thus joining the global trend regarding state involvement in the
phenomenon of internationalization of companies. In the end, it is concluded that firm
characteristics, such as age, size and performance, are important contributors to the higher
international performance of large firms from CEE countries. However, more research
is required with regard to other factors, such as foreign ownership, capital investment,
leverage, intangible resource growth and domestic market growth rate.

7. Limitations

Several limitations of this study are acknowledged. Although there is a large dimen-
sion of time in the data, there is a small number of firms included in the sample. In addition,
not all CEE countries are included. This limitation comes due to the lack of panel data for a
large number of firms in this region. Second, we measured firm internationalization as the
amount of foreign revenue to total revenue, excluding in this way other dimensions of it
such as breadth, depth and speed, which are very important to gain a better view of this
phenomenon in CEE countries. Internationalization is a very dimensional phenomenon,
and measuring other aspects gives a clearer picture and robust results. However, this
limitation of this study is linked with the lack of data. Moreover, there is also a lack of
comparison of experienced large firms with rapidly internationalizing small new ventures,
which are gaining much attention in the recent literature due to their small size and early
internationalization. As future research directions, we will consider a study aimed at the
phenomenon of internationalization of companies from CEE countries that are part of the
non-Euro area given the common characteristics of these companies, namely, belonging to
the former communist bloc, EU membership and the efforts made to meet the convergence
criteria that give a certain specificity. Additionally, as a future research direction, we will
consider the analysis of the internationalization–sustainability relationship for the countries
of Central and Eastern Europe, considering the involvement of transnational companies in
promoting the principles of sustainable development through various mechanisms and
tools, such as corporate social responsibility programs. An increasing number of companies
are pursuing the improvement of nonfinancial performance considering the interest of
stakeholders in the social and environmental impact of corporations.
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Appendix A

Table A1. Main export destination for CEE countries.

Country 5 Top Partners of Exports for Each Country in 2018

1 Estonia Finland, Sweden, Russian Federation, Latvia, USA
2 Latvia Lithuania, Estonia, Russian Federation, Sweden, Germany
3 Lithuania Russian Federation, Latvia, Poland, Germany, USA
4 Poland Germany, Czech Republic, United Kingdom, France, Italy
5 Czech Republic Germany, Slovakia, Poland, France, United Kingdom
6 Slovakia Germany, Czech Republic, Poland, France, Italy
7 Hungry Germany, Slovakia, Italy, Romania, Austria
8 Romania Germany, Italy, France, Hungary, United Kingdom
9 Bulgaria Germany, Italy, Romania, Turkey, Greece
10 Slovenia Germany, Italy, Croatia, Austria, France
11 Croatia Italy, Germany, Slovenia, Bosnia and Herzegovina, Austria,
12 Albania Italy, Spain, Greece, Serbia, Germany
13 Montenegro Serbia, Hungary, Bosnia and Herzegovina, Slovenia, Poland,
14 Serbia Italy, Germany, Bosnia and Herzegovina, Romania, Russian Federation
15 North Macedonia Germany, Serbia, Bulgaria, Belgium, Greece

16
Bosnia

and Herzegovina
Germany, Croatia, Italy Slovenia, Serbia

Source: UNCTADSTAT.
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44. Śleszyński, P. Economic control functions in Poland in 2013. Geogr. Pol. 2015, 88, 107–108. [CrossRef]
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Abstract: Firms routinely face the challenging decision of whether and how to enter a new market.

Inspired by the practice of Chinese household appliance firms sustainably entering the rural market

from the urban market, Tesla and Topshop entered the Chinese market from their own. We model a

supply chain system composed of a manufacturer and a retailer to investigate entry strategies for

facing a new market. These sustainable entry processes can help enterprises better achieve their

own promotion and increase profits. The equilibrium solutions indicate that (1) the manufacturer’s

exclusive entry mode is “market development” entry, while the retailer’s exclusive entry or joint entry

mode can achieve “dual benefit” entry under certain conditions; and (2) both the manufacturer and

the retailer prefer the joint entry mode. It is the only Nash equilibrium. Monopoly firms dominating

the new market may not be profitable all the time. Appropriate competition can bring about a

win-win situation. These results provide theoretical proof for the preference and rationality of the

rural market entry mode in the Chinese household appliance industry and of the overseas market

entry mode for international enterprises.

Keywords: supply chain; market entry; entry mode; exclusive entry; joint entry

1. Introduction

COVID-19 has swept the world in 2020, and trade friction between China and the
United States is constantly escalating. Whether it is the Chinese mainland market or
the overall international market, both are full of many uncertain factors and developing
rapidly. In such a dynamic and increasingly complex business environment all around
the world, more and more enterprises are constantly seeking innovation and change to
adapt to new markets. Market entry has become an important step for enterprises to
explore new strategic development, and the huge opportunity it contains has become
an important breakthrough for domestic and foreign enterprises to improve their supply
chain value. Many enterprises achieve new market entry through technological innovation,
productivity improvement, product diversity, channel optimization, and geographical
expansion. However, when enterprises enter the market, what kind of marketing strategy
to choose has also become a key factor to determine their survival and development.
Therefore, an accurate market entry decision has become one of the key factors for the
stability and creation of enterprises. The entry strategy may also be important to the
protection of market prosperity and the interests of whole related industries. The object of
this paper is to solve the problem of how to choose an entry strategy when an enterprise
faces a new market entry. Considering such a complex environment and the sustainable
development of the enterprise, how should the entry strategy be deployed? Enterprises
will also continue to improve with such a sustainable market entry strategy.

The household appliance industry, as an important pillar industry in the Chinese
national economy, has gradually matured with the channel layout in the domestic urban
market. Considering the above phenomenon, the large household appliance manufacturers
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and electronic retailers have begun to enter the rural market in China. For the rural market,
household appliance manufacturers and large retailers have been racing around the field.
Haier focuses on building a sales platform for the rural market through its household
appliance supermarket chain brand “Gooday”. Household appliance retail giants Suning
and Gome also focus on the rural market layout. In 2015, Gome began to increase its
number of stores on a large scale, especially in the rural market. In the first three years
after its entry into the rural market, the number of stores increased by 416, a number which
is still rising. Suning is also expanding and exploring ways to enter the rural market.
Through its own Suning shopping station, it extends to the lower market, carries out its
rural market business in the form of service stations, and penetrates into all levels of the
national market.

Looking at the world, the new American electric car Tesla was initially sold in the
North American market through the direct sales mode and achieved quite good results.
In 2012, Tesla officially entered the Chinese market, continuing its direct sales mode as
in the North American market. Users can place orders on the Tesla website and then
go to the pickup center to get the car. Different from the traditional way of selling cars
through 4S stores and other dealers, Tesla has adopted this direct selling mode in both
the original market and the newly entered Chinese market. In addition, its marketing
focuses on the construction of support services for new energy vehicles. Car consumers
can bundle exclusive charging piles for installation and invest in the construction of free
super-fast charging stations in a wide range. In the past few years since entering China,
the sales volume of Tesla cars has continuously doubled, and the construction of the
Technology Innovation Center and the Tesla Gigafactory has begun. In the era of global
promotion of new energy vehicles, the timing, mode, and marketing strategy of Tesla’s
entry into the Chinese market have laid a solid foundation for its rapid development of
new market business.

Now let’s take a look at a fast fashion brand that also entered the Chinese market in
2012. Topshop is a fast fashion brand belonging to the UK’s largest clothing retail group,
which has a number of followers in the UK, European, and North American markets. As a
brand that has been selling well in foreign markets for several years and is familiar to the
vast majority of consumers, Topshop faces a bumpy road in entering the Chinese market.
It opened its first store in China in 2012 and signed a contract with a third-party retailer,
Shangpin.com, in 2014 to begin its expansion in the Chinese market. On its website, the
brand sells clothes of the same design and style as those in the U.S. and Europe, with
few customizations and matching guidelines for the Chinese market. After less than four
years, in December 2018, Topshop announced a complete liquidation sale and exited the
Chinese market.

Through the review of different types of enterprises, we find that different enterprises
consider different opportunities in the process of market entry, enter in different ways, and
adopt different marketing strategies. In view of the channel structure, which is different
from that of the urban market, various major appliance manufacturers and electronic
retailers penetrate the rural market through the combination of physical retail stores and
online outlet stores in the Chinese household appliance industry. When Tesla entered the
Chinese market, it continued the same direct store mode as in Europe and the United
States for the sales of its main cars. Topshop chose to develop its business in China
through a third-party retailer, copying its marketing strategy in Europe and the United
States. These different entry modes and marketing strategies are also the root causes of the
different results.

1.1. Research Objective and Overview of Results

Given the above observations and discussion from industry practice, our main research
objective is to study the entry strategies that an enterprise may adopt when accessing a
new market. That motivated us to explore questions such as the following: Faced with the
development of a new market, how should an entry decision be made? Should either the
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manufacturer or the retailer be the exclusive one to enter the new market, or might the
joint entry of both be a good choice? Facing the huge temptation of a new market, what
is the most important factor when choosing which way to enter the new market? What
impact will different entry strategies have on the entire market environment?

To answer the questions above, we build a supply chain system consisting of one
manufacturer and one retailer, in which the manufacturer chooses to sell the product
through the retailer in the original market. In the face of new markets, we study three
entry modes for entering new markets (exclusive entry for the manufacturer, exclusive
entry for the retailer, and joint entry), focusing on the analysis of their preferences for new
market entry modes. Our analysis yields some interesting theoretical results that are in
line with our real-world observations. We first show that the manufacturer and the retailer
may prefer different choices when facing a new market under certain conditions. Second,
contrary to conventional wisdom, we find that it is not always the optimal choice for a
monopoly to enter a market exclusively and control the whole new market. Third, we find
that the manufacturer always prefers “market development” exclusive entry, while the
retailer can get “dual benefit” entry through joint entry. Finally, we show that all of our
findings can be combined with the above Chinese appliance industry practices, Topshop’s
entry into the Chinese mainland market, and the Tesla’s practices.

The remainder of this paper is organized as followed. The next section gives a related
literature review. Section 3 constructs a game theory model consists with a manufacturer
and a retailer. Section 4 presents the optimal mode of entering the market. Section 5 gives
a preference analysis to illustrate our result more intuitively. Section 6 considers the case
of price discrimination. Section 7 presents concluding remarks and directions for future
research. All proofs are relegated to Appendix A.

2. Literature Review

In this section, we provide a brief review of literature related to our work. This paper
involves three streams of research: competitive strategies in market entry, new technology
industry entry, and the integration of market entry strategies with a sustainable supply
chain environment.

Several market entry studies have focused on the relationship between market entry
participants, emphasizing who will enter the new market. Scholars have investigated the
competitive strategies of incumbents and entrants in the same market [1–7]. Shen and
Villas-Boas [1] investigated a model of increasing demand to decide whether and when
to enter the market. Considered the potential entrants, the strategic behavior will have
effects on future entry. Kocak and Ozcan [2] explored how the presence of rivals affects
firms’ entry decisions, looking at economic and sociological explanations. The research’s
conclusion shows that the presence of rivals is seen as a signal that a particular market is
suitable for entry. Narasimhan and Zhang [3] discussed whether an incumbent brick-and
mortar retailer can deter the online entry of a pure-play e-tailer by strategically refraining
from entering online. Tyagi [4] studied the effects of a new downstream retailer entry
on consumer price and upstream suppliers’ wholesale price. The relative strengths of
the competition effect and the input cost effect may cause the profits of each incumbent
downstream firm to change. On the other hand, Hauser et al. [5], Seade [6], and Amir [7]
have all focused on the potential entrants’ entry time, pricing, and innovation strategies
under competition from existing firms. Entry into an oligopolistic industry may have some
differences compared to competitive entry. In relation to that literature, this paper considers
the entrants as the manufacturer and the retailer. Differing from what they mainly consider
about the competition, we pay more attention to the entry decision-making of each of the
two separately.

This paper can also be related to the literature on new technology industries’ entry [8–27].
Yoo and Lee [8], when facing the Internet channel as a strategic choice for enterprises to
enter the market, discussed how Internet channels affect the income of other channels,
and analyzed the factors that influence Internet channels when entering new markets.
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Faced with the entry of a pure online retailer, Liu [9] analyzed whether existing traditional
retailers increased online retail channels. These documents focus on the market entry
competition strategies and strategic influences of different companies offering same-sex
products (laterally competitive companies). Cawley et al. [10] discussed the mode of emerg-
ing renewable energy companies based on their time of entry. Makarevich and Kim [11]
considered the impact of different contracts on firms’ entry decisions under the uncertain
factors of an enterprise focusing on a new market. Ozalp and Kretschmer [12] focused on
the US recording industry and analyzed the interactive impact of the industry’s most pop-
ular revenue-sharing contract on incumbents and competitors. Lee et al. [13] studied the
software system industry and analyzed the risks and opportunities faced by complemen-
tary products in market entry. Chen et al. [14], by observing an interesting phenomenon
emerging with Internet service, did research on price discrimination. The analysis showed
that referral infomediaries prefer market entry with geographical exclusivity to joining
retailers. Ghose et al. [15] considered the Internet’s impact on optimal contracts for different
entities in the supply chain. Checking whether the contracts change will impact the entry
of independent and referral services. Chintakananda and Mcintyre [17] took the same
approach, paying attention to the network effect on market entry. Dunning [18], Ener [19],
and Gawer [21] all set the product as the market entry key point. Simonsohn [22] observed
eBay, discussing whether firms have neglected competition when making entry decisions.
In relation to these literatures, the home appliance industry has a close relationship with
all these new technologies. Such entry strategies [21–27] may shed light on what we are
focused on.

Our paper considers the integration of market entry strategies with a sustainable
supply chain environment. A few examples from the literature have considered this
interaction before. Lieberman et al. [28] studied entry and exit through the whole marketing
environment. Markman and Waldron [29] compared the size of entrant and incumbent,
building a framework for micro-entry. Pierce [30] focused on ecosystem niches, considering
the big losses driven by core firm decisions. Slade et al. [31] considered stigmatized
markets as the environment to be entered. Stremersch et al. [32] discussed the indirect
network effect on market entry.Regional logic was said to be an influencing factor in Vedula
and Corbett’s [33] study. Joshi et al. [34] checked the interaction between optimal entry
timing in markets and social influence. The results show that leverage, backlash, and
patience are three factors for the optimal strategy predicted. Caldieraro [35] investigated
horizontally different brands and vertically different products. Findings revealed that
the entrant’s profits interact with the incumbent, and such a competitive supply chain
environment may have a strategic effect. Zachary et al. [36] empirically studied firm-
level and product-level entry timing under a supply chain environment. Further, there is
research on international market entry, how the political will impact strategies of entry,
and how enduring lessons impact entry timing [32–40]. These issues, although mentioned
little in relation to the supply chain environment and market entry strategies, are relevant,
as our research focuses on the entire sustainable supply chain environment and market
entry together. Aldieri et al. [41] and Wang et al. [42] provided a good description of the
sustainable natural environment, which can be extended to the sustainable market entry
environment. As we can see above, this is the first time that we have studied market
entry issues under a supply chain environment interacting with the overall sustainable
marketing environment.

This era has endowed the whole market with richer colors, and the whole business
environment has undergone unprecedented changes. Internet services, unilateral and
bilateral platforms, smart home products, and other innovative elements have begun to
occupy a place in the market, and these innovative elements in life are also constantly
emerging. The shopping platforms for new products, the trading platforms for second-hand
goods, the social platforms for sharing daily details, and the newly developed platforms
for live broadcasting and delivering goods have occupied our lives. The development and
integration of AI technology and the Internet also allow smart home products to gradually
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penetrate. It is precisely these that scholars should pay attention to, and they should begin
to pay more attention to the impact of these innovative elements on market entry. Platform
entry, Internet service, complementary hardware product access, smart home product
research, and development have also become hot and difficult research fields in market
entry at the present stage. Existing research also fully proves that these innovation factors
not only have an impact on the market entry decision, but also determine the market
entry decision-making to a large extent, which is also the research objective and focus of
this paper.

Gideon et al. [43] provided a good overview of the entire market entry research field,
giving a summary of the who, where, what, how, and when of market entry. Following the
basic concepts and models above, we have our innovative problem of determining what is
a sustainable market entry strategy under a supply chain environment.

3. The Models

We built a supply chain system composed of a manufacturer and a retailer, assuming
both parties are risk-neutral, and considering that the manufacturer may sell products
through the retailer in the original market. Facing new market opportunities, this article
studies the entry mode for the new market. In this paper, the basic demand function is
derived from the standard economic model. On this basis, we extend part of the problem
discussed in this paper, and then get our game theory model, which is different from the
original market and the new market.

We assume that both the original market and the new market demand are independent.
The demand function of the original market can be expressed as

Do = αo − pr (1)

where Do is the demand realized by the manufacturer and the retailer in the original market.
αo represents the largest potential market share in the original market. The retailer sells its
products at price pr. Alternatives between the two channels are denoted by θ(0 ≤ θ < 1).
Mcguire and Staelin [44] specifically set θ(0 ≤ θ < 1), indicating the substitutability of the
two channels in terms of changes in price. When we built the model of the original market
and the new market, the current structure and game order are also obtained according to
such considerations as the channel substitution rate.

Facing the new market, the manufacturer may enter exclusively, and so may the
retailer. At this point, the demand realized by the manufacturer or the retailer in the new
market is

Dni = αn − pni, Dnj = 0, i, j = m, r, i �= j (2)

It is also possible that the manufacturer and the retailer may enter the new market
together, and then the demands are

Dni = αn − pni + θpnj, i, j = m, r, i �= j (3)

As mentioned above, Dnm and Dnr are demands realized by the manufacturer and
the retailer in the new market. αn represents the largest potential market share in the new
market. The manufacturer and the retailer sell their products at price pni, i = m, r. Note
that it is often assumed in the literature (e.g., Chen et al. [14], Ghose et al. [15]) that to
avoid channel conflicts, more retailers will execute the same retail price pni = pi, i = m, r
in different markets. Therefore, we assume that the retailer has the same retail price in
different markets.

In the retailer channel, the wholesale price from the manufacturer is equal in both
markets—that is, wo = wn = w. Note that for analytical convenience, we also suppose
there is no production cost for the manufacturer, which expressed as c = 0.

We study three types of market entry modes. MN indicates that the manufacturer
enters the new market exclusively; RN indicates that the retailer enters the new market
exclusively; and NN indicates that the manufacturer and the retailer enter the new market
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together. At the same time, in order to examine the type of new market entry, we study a no
entering benchmark situation, denoted as OO. Under various modes, the decision-making,
decision sequence, and decision-making goals of the manufacturer and the retailer are
as follows:

Scenario OO. The manufacturer only sells products through the retailer in the original
market. The decision sequence and objective function are as follows:

stage1 : max
w

πOO
m = wDo

stage2 : max
pr

πOO
r = (pr − w)(Do)

(OO)

Scenario MN. The manufacturer sells products through the retailer in the original
market and has exclusive access to the new market. The decision sequence and objective
function are as follows:

stage1 : max
w

πMN
m = wDo + pmDnm

stage2 :

⎧⎨
⎩

max
pr

πMN
r = (pr − w)(Do)

max
pm

πMN
m = wDo + pmDnm

(MN)

Scenario RN. The manufacturer sells products through the retailer in the original
market and the retailer enters the new market exclusively. The decision sequence and
objective function are as follows:

stage1 : max
w

πRN
m = w(Do + Dnr)

stage2 : max
pr

πRN
r = (pr − w)(Do + Dnr)

(RN)

Scenario NN. The manufacturer sells products through the retailer in the original
market and enters the new market together with the retailer. The decision sequence and
objective function are as follows:

stage1 : max
w

πNN
m w(Do + Dnr) + (pm)(Dnm)

stage2 :

⎧⎨
⎩

max
pm

πNN
m = w(Dor + Dnr) + (pm)(Dnm)

max
pr

πNN
r = (pr − w)(Dor + Dnr)

(NN)

Solving the games by backward induction and optimization conditions, we can get
the equilibrium decision under various modes, and then get the equilibrium demand and
profit. We take the model NN as an example to illustrate its derivation process. Under

scenario NN, we have ∂2πNN
r

∂p2
r

= −4 and ∂2πNN
m

∂p2
m

= −2. It is obvious that πNN
m and πNN

r are

concave functions about pm and pr. For any given w by the manufacturer, we can obtain

the optimal retail price decision from the first order condition pNN
r = (4+θ2)ω+(2+θ2)αn+2α0

8−θ2

and pNN
m = 6θω+(4+θ)αn+θαo

8−θ2 . Therefore, it can be concluded that the first stage problem of
the manufacturer is

π
NN
m (w) =

−2w2(32− 14θ2 − θ4) + w(32 + θ4)αt + (ω(32 + 32θ + 2θ3 + θ4) + 2θ(4 + θ)αt)αn + θ2α2
t + (4 + θ)2

α2
n

(8− θ2)2

As ∂2πn
m

∂w2 = −4(32−14θ2−θ4)

(8−θ2)
2 < 0, so the profit function of the manufacturer πn

m(w) is

a concave function about w. The manufacturer’s optimal wholesale price is: wNN =
(32+32θ+2θ3+θ4)αn+(32+θ4)αo

4(32−14θ2−θ4)
. In turn, the optimal retail prices for the manufacturer, pNN

r =

(48+32θ−4θ2+2θ3−θ4)αn+(48−4θ2−θ4)αo
4(32−14θ2−θ4)

, and the retailer, pNN
m = (32+20θ+2θ2−θ3)αn+θ(20−θ2)αo

2(32−14θ2−θ4)
,

can be obtained. To ensure that all the members of the supply chain obtain positive profits
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in different markets, it is required that Do > 0, Dnm > 0, and Dnr > 0. The above is

equivalent to 48+32θ−4θ2+2θ3−θ4

80−52θ2−3θ4 <
αo
αn

<
80+32θ−12θ2+2θ3−5θ4

48−44θ2+θ4 .
The profit of the manufacturer and the retailer can be obtained (see the NN column

in Table 1). In RN mode, we need to meet the conditions 3
5 <

αo
αn

<
5
3 to make the profits

of supply chain members in different markets positive. Further, in order to ensure that
the demand of the original market and the new market is non-negative, it is necessary

to meet 48+32θ−4θ2+2θ3−θ4

80−52θ2−3θ4 <
αo
αn

<
5
3 and 0 < θ < 0.823. This means that the new market

share is neither too large nor too small compared with the original market. In addition,
because the manufacturer and the retailer both have their own advantages, the intensity
of channel competition is within a certain range. These assumptions are in line with
corporate practices.

Table 1. Equilibrium outcomes under the scenarios OO, MN, RN, and NN.

Notation OO MN RN NN

w α0
2

α0
2

α0+αn
4

(32+32θ+2θ3+θ4)αn+(32+θ4)αo
4(2−θ2)(16+θ2)

pr = pnr
3α0
4

3α0
4

3(α0+αn)
8

(48+32θ−4θ2+2θ3−θ4)αn+(48−4θ2−θ4)αo
4(2−θ2)(16+θ2)

pm = pnm
αn
2

(32+20θ+2θ2−θ3)αn+θ(20−θ2)αo
2(2−θ2)(16+θ2)

πom
α2

0
8

α2
0

8
(α0+αn)(5α0−3αn)

32

(−1536−2560θ−896θ2−32θ3−144θ4+8θ5+θ8)αn
2

16(2−θ2)2(16+θ2)2

+ 2(512+768θ−768θ2−783θ3−16θ4−116θ5−24θ6−4θ7−θ8)αnαo

16(2−θ2)2(16+θ2)2

+
(32+ θ4)(80−52 θ2−3θ4)α2

o

16(2−θ2)2(16+θ2)2

πom
α2

0
16

α2
0

16
(α0+αn)(5α0−3αn)

64
(4+θ2)(αn+αo)((80−52θ2−3θ4)αo−(48+32θ−4θ2+2θ3−θ4)αn)

8(2−θ2)(16+θ2)2

πm
α2

0
8

2α2
n+α2

0
8

(α0+αn)
2

16
(80+64θ+12θ2+4θ3+θ4)α2

n+2(16+32θ+8θ2+2θ3+θ4)αnαo+(4+θ2)
2
α2

o
8(2−θ2)(16+θ2)

πr
α2

0
16

α2
0

16
(α0+αn)

2

32
(4+θ2)

2
(αn+αo)

2

2(16+θ2)2

4. The Optimal Mode of Market Entry

First, we compare the profits of the manufacturer and the retailer under various entry
modes with the scenario of not entering a new market. The purpose is to answer whether
entering a new market is necessarily beneficial.

Proposition 1.

1. πMN
m > πOO

m , πMN
r = πOO

r .
2. πt

m > πOO
m and πt

r > πOO
r , t = RN, NN.

When the manufacturer enters the new market exclusively, compared with not enter-
ing the new market, the manufacturer will get more profits, and the retailer’s profit will
remain unchanged. This is mainly because the manufacturer will obtain monopoly profits
in the new market while maintaining profits in the original market, while the retailer still
only obtain profits in the original market. When the retailer enters the new market exclu-
sively, the manufacturer and the retailer both get more profits compared to not entering

the new market. As the calculation results shown in Table 1, ∂pOO
r

∂α0
= 3

4 >
∂ωOO

∂α0
= 1

2 and
∂pRN

r
∂α0(αn)

= 3
8 >

∂ωRN

∂α0(αn)
= 1

4 . In other words, when the retailer enters the new market on its
own, the “double marginal effect problem” can be reduced. At the same time, the entry into
the new market will increase demand. Therefore, both the manufacturer and the retailer
will get more benefits. When the manufacturer and the retailer enter the new market
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together, they both gain more profits. From Table 1, we have ∂pOO
r

∂α0
− ∂ωNN

∂α0
= 4+θ2

2(16+θ2)
and

∂pOO
r

∂αn
− ∂ωNN

∂αn
= 20+16θ−θ2+θ3

(2−θ2)(16+θ2)
. Therefore, the double marginal effect becomes more serious

as the market increases. At the same time, because 20+16θ−θ2+θ3

(2−θ2)(16+θ2)
and 4+θ2

2(16+θ2)
increase

with the increase of θ, the intensification of channel competition will aggravate the double
marginal effect. Entering the new market together may exacerbate the double marginal
effect, but the existence of channel competition enables the manufacturer and the retailer
to set lower prices in order to increase demand and obtain higher profits.

From the above Proposition 1, exclusive entry of the manufacturer, exclusive entry of
the retailer, and the joint entry all enable the manufacturer and the retailer to obtain higher
profits. Next, we divide them into two types of entry based on the differences in the profits
made by the manufacturer and the retailer in the original market.

Lemma 1. Under the circumstances πt
oi > πOO

oi and πt
i ≥ πOO

i , i ∈ {m, r}, t ∈ {MN, RN, NN},
after entering the new market, both the manufacturer and the retailer will obtain positive
profits in the new market. However, their profits in the original market will remain
unchanged or decline; that is, the profits gained after entering the new market will be
sufficient for making up for the loss of its original market. The entry under this situation is
called the “market development” entry mode.

Lemma 2. Under the circumstances π
j
oi > πOO

oi and π
j
i > πOO

i , i ∈ {m, r}, j ∈ {MN, RN, NN},
after entering the new market, the profits will increase in both the original market and the
new market for the manufacturer and the retailer. The entry under this situation is called
the “dual benefit” entry mode.

Proposition 2. When the original market is direct channel:

1. The manufacturer entering the new market exclusively may see it as a “market
development” entry mode.

2. The retailer enters the new markets exclusively. When αo
αn

> 1, it was a “dual benefit”
entry mode. On the contrary, it is now a “market development” entry mode.

3. The manufacturer and the retailer enter the new market together. When 0.564 < θ

< 0.823 or 0 < θ < 0.384, and αo
αn
≤ αo

αn

∗∗, it is a “market development” entry mode;
when 0 < θ < 0.384, and when αo

αn
>

αo
αn

∗, it is a “dual benefit” entry mode. We

set αo
αn

∗ = 2(4+θ2)(16θ−16+24θ2+θ3+θ4)+(16+θ2)
√

2(4+θ2)(32−32θ2+12θ3−6θ5+7θ6)

(8+5θ2)(16−18θ2+θ4)
and αo

αn

∗∗ =
−(512+768θ−768θ2−783θ3−16θ4−116θ5−24θ6−4θ7−θ8)

(8+5θ2)(64−24θ2−20θ4−θ6)
+

(2−θ2)(16+θ2)−
√

2(512+1024θ+672θ2+96θ3+96θ4+120θ5+2θ6+4θ7+3θ8)

(8+5θ2)(64−24θ2−20θ4−θ6)

From Proposition 2, both the retailer’s exclusive entry and the two firms’ joint entry
into the new market mode can achieve “dual benefit” entry. The manufacturer’s exclusive
entry can only achieve “market development” entry. Compared with the manufacturer’s
exclusive entry, the retailer’s exclusive entry and the joint entry of both firms have more
advantages. Specifically, when the original market is larger than the potential share of the
new market, the retailer’s exclusive entry is a “dual benefit” entry mode, and vice versa is a
“market development” entry mode. When the manufacturer and the retailer enter together,
the channel competition is not fierce. When the potential market share is small, it is the
“dual benefit” entry mode (see Figures 1 and 2). If the potential market share of the new
market is large, it is the “market development” entry mode; if the channel competition
is fierce, regardless of the new potential market share, it is a “market development type”
entry mode.
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Figure 1. The retailer’s profit dominance region for the NN model in the original market: πNN
or > πOO

or

(the shaded area).

Figure 2. The manufacturer’s profit dominance region for the NN model in the original market:
πNN

om > πOO
om (the shaded area).

5. Preference Analysis of New Market Entry Modes

In this section, we answer the following questions based on the above conclusions:
(1) In which mode does the manufacturer prefer to enter the new market? (2) In which
mode does the retailer prefer to enter the new market? (3) Which entry mode is market
equilibrium? We compare the profits of the manufacturer and the retailer under different
modes, then get the following propositions.

Proposition 3.

1. πNN
m > πMN

m > πRN
m

2. πNN
r > πRN

r > πMN
r

Whether the manufacturer or the retailer enter new markets exclusively or jointly, they
will increase demand. Different entry modes bring different increases in demand. Generally
speaking, the joint entry mode should bring more demand increase than exclusive entry,
because consumers in the new market may have more choices. At the same time, channel
competition will intensify the double marginal effect of the joint entry mode. Therefore,
the manufacturer and the retailer have to weigh the impact of increased demand and the
double marginal effect on profits. When only considering the exclusive entry mode, it can
be seen from Proposition 3 that both the manufacturer and the retailer are willing to enter
the new market just by themselves. This is because any party that enters alone may enjoy
the monopoly profits of the new market. When considering the joint entry mode, both the
manufacturer and the retailer are willing to choose joint entry.

This conclusion is counter-intuitive, because one might think that any firm wants to
dominate the market and obtain monopoly profits. The above proposition tells us that both
the manufacturer and the retailer are willing to compete in the new market. The reason
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is that when entering a new market together, competition will bring about a decrease in
prices, which in turn will increase demand. The advantage of high demand versus the
disadvantage of double marginal effect will increase profits.

Proposition 3 analyzes preference for entry mode from the perspective of the manufac-
turer and the retailer. What kind of entry mode will become the market entry equilibrium?
We will conclude on this issue in the following proposition. To study the entry equilibrium,
we study the following market entry decision game, as shown in Table 2. In this game the
manufacturer and the retailer simultaneously decide whether to enter a new market.

Table 2. The market entry game.

Notation M M

R (πOO
m , πOO

r ) (πMN
m , πMN

r )
R (πRN

m , πRN
r ) (πNN

m , πNN
r )

Proposition 4. The joint entry mode (NN) is the only Nash equilibrium.

Propositions 3 and 4 show that entering a new market together is the only Nash equi-
librium strategy. This conclusion is consistent with the practice of the Chinese household
appliance industry in developing the rural market. Surrounding the competition in the
rural markets, household appliance companies and large channel retailers are racing to
occupy the rural market.

Whether an enterprise chooses to enter a new market alone or together with other
participants according to its own conditions, or through opening up new channels to enter
a new market, or through different product strategies to enter a new market, these are all
strategies and methods to consider entering the market. Usually, we think that retailers or
manufacturers can be selected to enter a new market independently, so as to maximize the
profits and advantages brought by the monopoly market. Will such one-party dominance
bring the greatest benefit to the enterprise? From the results of the calculation, we can see
different results. On the other hand, when some competitors enter a new market together,
and when manufacturers and retailers enter a new market together, the double competition
will lead to a certain degree of price decline, improve the quality of products and services,
and increase the desire of consumers to purchase. The resulting increased sales will bring
greater benefits to both sides of the business. Uniqlo, a Japanese fast fashion brand, has
penetrated into the Chinese market by setting up a large number of direct-sale stores, and
has meanwhile opened an official flagship store on a large e-commerce website. The stores
are operated and managed by the brand itself; the initiative is better in its own hands.
Uniqlo has become the main force in China’s fast garment consumption industry, and
its rapid penetration with the joint entry strategy and expansion also provide a certain
reference for other brands to enter. By contrast, as mentioned above, the British fast fashion
brand Topshop chose to enter the Chinese market through a completely unknown third-
party retail platform, Shangpin.com. Instead of joint entry, setting up a large number of its
own direct stores, it left the brand management and operation exclusively to the third-party
retail platform. In this way, they lost the understanding and management of the market to a
certain extent, and such an entry strategy also led to their failure to exit the Chinese market
in the end. Only by choosing appropriate entry strategies suitable for the development of
enterprises can they better adapt to and profit from a new market.

6. Extensions: Discriminatory Pricing

In the basic model, we assume that the manufacturer and the retailer cannot set
discriminatory prices—that is, wholesale prices and retail prices are the same in different
markets. In this section, we relax this assumption and allow the manufacturer and the
retailer to discriminate in pricing. This section examines the impact of discriminatory
prices on the above conclusions. Discriminating pricing in different markets will affect
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the retailer’s exclusive entry and joint entry mode in the basic model. The calculated
equilibrium price and profit are shown in Table 3.

Table 3. The optimal decisions and profits in RN and NN under discriminatory pricing.

Notation RN NN

wo
α0
2

α0
2

wn
αn
2

(8+θ3)αn
2(1−θ)(8+θ2)

pr
3α0
4

3α0
4

prn
3αn

4
(12−4θ+2θ2−θ3)αn

2(1−θ)(8+θ2)

pm
(4−θ)(2+θ)αn
2(1−θ)(8+θ2)

πom
α2

0
8

α2
0

8

πor
α2

0
16

α2
0

16

πm = pnm
α2

0+α2
n

8
2(12+4θ+θ2+θ3)α2

n+(1−θ)(8+θ2)α2
o

8(1−θ)(8+θ2)

πr
α2

0+α2
n

16
16(2+θ2)

2
α2

n+(8+θ2)
2
α2

o

16(8+θ2)2

Proposition 5. When the original market is dual channel, DEE is the best mode for choosing
to enter the new market together for both the manufacturer and the retailer.

1. πt
m > πOO

m , πt
r > πOO

r ; πt
om = πOO

om , πt
or = πOO

or .t ∈ {RN, NN}
2. πNN

m > πMN
m > πRN

m , πNN
r > πRN

r > πMN
r . The joint entry mode (NN) is the only

Nash equilibrium.

Results from Proposition 5 show that when the manufacturer and the retailer can
implement discriminatory pricing strategies, all entry modes are “market development”
entry. The remaining conclusions remain unchanged.

7. Conclusions

Technological innovation and the growing complexity of globalization mean the whole
business environment is constantly in a state of dynamic change. Even the problem of
market entry is getting more and more attention from all kinds of enterprises around the
world. Sustainable market entry has also received a lot of attention from researchers in
a number of areas, especially regarding the supply chain environment. In this study, by
analyzing a game-theoretic model that explicitly captures the differences under the supply
chain environment, we have investigated the choice of new market entry. We plan an
entire sustainable business path for companies by discussing their entry strategies for new
markets. The conclusions of this paper are instructive for different types of enterprises to
choose strategies in new market entry. Next, we will summarize the main conclusions and
management insights of this article.

We first investigate the entry mode and entry type of new market, and by comparing
the profits of supply chain members under various entry modes and non-entry scenarios,
we conclude that any entry mode will increase the profits of supply chain members.
However, the retailer entering alone or both parties entering together can achieve “dual
benefit” entry, while the manufacturer entering alone can only be “market development”
entry. Next, we examine the preference of supply chain members to choose an entry mode
with market entry equilibrium. We conclude that both the manufacturer and the retailer
are willing to choose joint entry, and their mode is the only market entry equilibrium. The
important management insight is this: the monopoly profit obtained by the enterprise
monopolizing the market is not necessarily profit; proper competition can bring about
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a win-win situation. As a result, home appliance manufacturers and retailers are racing
to open up the rural market. These enterprises are also constantly realizing their own
sustainable development through the method of market entry.

In our model, we consider that in the original market, the manufacturer sells through
the retailer. In the practice of the firm, the original market may be sold directly by the
manufacturer, or the manufacturer not only sells directly, but also sells through the retailer.
It can be further extended to the latter two scenarios, which we will analyze in detail in
another article. At the same time, we assume that the demands of the new market and the
old market are independent, so we can further analyze the market entry decision when
the old market affects the new market. In addition, this paper studies certain market
demand, which can be further extended to random demand. The research object of this
paper is a supply chain system composed of a manufacturer and a retailer. In a competitive
environment, such as manufacturer competition or retailer competition and supply chain
competition, studying this problem will lead in a meaningful direction.
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Appendix A.

Appendix A.1. Proof of Proposition 1

(1) From Table 1, we can clearly get the following conclusions: πNN
m > πOO

m and
πMN

r = πOO
r .

(2) Continue to obtain the data in Table 1 that if πRN
m > πOO

m , if and only if√
πRN

m −
√

πOO
m =

√
2αn+(

√
2−2)αo

4
√

2
> 0 ⇔ αo

αn
<

√
2 + 1. Same goes for if πRN

r > πOO
r , if and

only if
√

πRN
r −

√
πOO

r = αn+(1−√2)αo

4
√

2
> 0 ⇔ αo

αn
<

√
2 + 1. As αo

αn
<

5
3 <

√
2 + 1, so the

condition αo
αn

<

√
2 + 1 is satisfied. It can also be obtained from Table 1 that if πNN

r > πOO
r , if and

only if
√

πNN
r −

√
πOO

r = 4(4+θ2)αn−(
√

2(16+θ2)−4(4+θ2))αo

4
√

2(16+θ2)
> 0 ⇔ αo

αn
<

4(4+θ2)

4
√

2(16+θ2)−4(4+θ2)
.

It is also because 4(4+θ2)

4
√

2(16+θ2)−4(4+θ2)
− 5

3 > 0, so πNN
r > πOO

r . When πNN
m > πOO

m , if

and only if πNN
m − πOO

m =
f1(

αo
αn )

8(2−θ2)(16+θ2)
> 0. Among them, f1(

αo
αn
) = (80 + 64θ + 12θ2 +

4θ3 + θ4) + 2(16+ 32θ + 8θ2 + 2θ3 + θ4) αo
αn
− 2(8− 11θ2− θ4)( αo

αn
)2. There is no solution on

the interval 48+32θ−4θ2+2θ3−θ4

80−52θ2−3θ4 <
αo
αn

<
5
3 and 0 < θ < 0.823. According to the nature of the

quadratic equation in one unknown, if 8− 11θ2 − θ4
> 0, f1(

αo
αn
) > 0 otherwise f1(

αo
αn
) < 0.

That is when 0 < θ < 0.827, we have πNN
m > πOO

m , otherwise πNN
m < πOO

m . We also have
0 < θ < 0.823 < 0.827, so we got the proof πNN

m > πOO
m . This completes the proof.

Appendix A.2. Proof of Proposition 2

We can obtain from Table 1 that πMN
oi = πOO

oi , i ∈ {m, r}., πMN
m > πOO

m , and πMN
r =

πOO
r . Thus, the result is obvious.

Continue to obtain the data in Table 1, and we have πMN
oi > πOO

oi , i ∈ {m, r}. The
result can also be conducted form Proposition 1 that πRN

i > πOO
i , i ∈ {m, r}.
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From Proposition 1, we got πMN
r > πOO

r and πMN
m = πOO

m . Now we need to consider
the changes in profits in the original market after the manufacturer and the retailer enter
the new market together. Let us first analyze the changes in retailers’ profits in the old

market. It is obvious from Table 1, πNN
or − πOO

or =
f2(

αo
αn )

16(2−θ2)(16+θ2)
. Among them f2(

αo
αn
) =

4(64− 64θ − 80θ2 − 20θ3 − 28θ4 − θ5 − θ6) αo
αn

+ (128− 64θ2 − 98θ4 − 5θ6)( αo
αn
)2−(384 +

256θ + 64θ2 + 80θ3− 16θ4 + 4θ5− 2θ6). When θ > 0.384, f2(
αo
αn
) has no solution. According

to the nature of the quadratic equation in one unknown, if 128− 64θ2 − 98θ4 − 5θ6
> 0

that is 0 < θ < 0.921, f2(
αo
αn
) < 0. If 128− 64θ2 − 98θ4 − 5θ6

< 0 that is 0.921 < θ < 1,
f2(

αo
αn
) > 0. It also as 0 < θ < 0.823 that we got when 0.384 < θ < 823, f2(

αo
αn
) < 0.

When 0 < θ < 0.384, 128− 128θ − 168θ2 − 88θ3 − 36θ4 − 12θ5 − θ6 − θ7
> 0, f2(

αo
αn
) has

one root αo
αn

∗ = 2(4+θ2)(16θ−16+24θ2+θ3+θ4)+(16+θ2)
√

2(4+θ2)(32−32θ2+12θ3−6θ5+7θ6)

(8+5θ2)(16−18θ2+θ4)
. According

to the nature of the quadratic equation in one unknown, if 0 < θ < 0.384 and αo
αn

<
αo
αn

∗,
f2(

αo
αn
) < 0. Thus if 0.384 < θ < 823 or 0 < θ < 0.823 and when αo

αn
<

αo
αn

∗, πNN
or < πOO

or ;

if 0 < θ < 0.384 and when αo
αn
≥ αo

αn

∗, πNN
or > πOO

or . We can also get, πNN
om − πOO

om =
f3(

αo
αn )

(2−θ2)
2
(16+θ2)

2 . Among it,

f3(
αo
αn
) = 2(512 + 768θ − 768θ2 − 784θ3 − 16θ4 − 116θ5 − 24θ6 − 4θ7 − θ8) αo

αn
+

(512 + 128θ2 − 280θ4 − 108θ6 − 5θ8)( αo
αn
)2

−(1536+ 256θ + 896θ2 + 32θ3 + 144θ4− 8θ5− θ8). When θ > 0.564, f3(
αo
αn
) has no solu-

tion. According to the nature of the quadratic equation in one unknown, f3(
αo
αn
) < 0; when

0 < θ < 0.564, f3(
αo
αn
) has only one root αo

αn

∗∗ = −(512+768θ−768θ2−783θ3−16θ4−116θ5−24θ6−4θ7−θ8)
(8+5θ2)(64−24θ2−20θ4−θ6)

+
(2−θ2)(16+θ2)−

√
2(512+1024θ+672θ2+96θ3+96θ4+120θ5+2θ6+4θ7+3θ8)

(8+5θ2)(64−24θ2−20θ4−θ6)
. According to the nature of

the quadratic equation in one unknown, if 0.564 < θ < 0.823 and αo
αn

<
αo
αn

∗∗, f3(
αo
αn
) < 0.

Thus if 0.564 < θ < 0.823 or 0 < θ < 0.564 and when αo
αn

<
αo
αn

∗∗, πNN
om < πOO

om and

πNN
m > πOO

m . When 0 < θ < 0.564 and when αo
αn
≥ αo

αn

∗∗, πNN
or > πOO

or and πNN
m > πOO

m .

Appendix A.3. Proof of Proposition 3

(1) It can be obtained from Table 1 that πMN
m − πRN

m = 2α2
n+(αn−αo)

2

16 > 0. The same

goes for that when πNN
m > πNN

m , if and only if πNN
m − πMN

m =
f4(

αo
αn )

8(2−θ2)(16+θ2)
> 0. Among

them, f4(
αo
αn
) = (16 + 64θ + 40θ2 + 4θ3 + 3θ4) + 2(16 + 32θ + 8θ2 + 2θ3 + θ4) αo

αn
− 2(8−

11θ2 − θ4) αo
αn

2. Thus, there is no solution on the interval 48+32θ−4θ2+2θ3−θ4

80−52θ2−3θ4 <
αo
αn

<
5
3 .

According to the nature of the quadratic equation in one unknown, if 0 < θ < 0.827 and
8− 11θ2 − θ4

> 0, f4(
αo
αn
) > 0. It is obvious that πNN

m > πMN
m .

(2) From Table 1, we have πRN
r −πMN

r = πRN
r −πOO

r . The result can also be conducted
form Proposition 1 that πRN

r − πMN
r > 0; therefore, we got the proof. At the same time,

when πNN
r > πRN

r , if and only if
√

πNN
r −√

πRN
r = 3θ2(αo+αo)

4
√

2(16+θ2)
> 0, so we have πNN

r >

πRN
r . This completes the proof.

Appendix A.4. Proof of Proposition 4

We obtain from Proposition 3 that πNN
r > πMN

r . After calculation from Table 1

we have πNN
m − πRN

m = (128+128θ+38θ2+8θ3+3θ4)α2
n+2θ(64+30θ+4θ2+3θ3)αnαo+3θ3(10+θ2)α2

o
16(2−θ2)(16+θ2)

> 0.

Theereefore, we have πNN
m > πRN

m . The joint entry mode (NN) is the only Nash equilibrium.
This completes the proof.
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Appendix A.5. Proof of Proposition 5

We obtain from Tables 1 and 3, πMN
m −πRN

m = α2
n

4 > 0, πNN
m −πMN

m = 2+6θ+θ3

2(1−θ)(8+θ2)
> 0.

Therefore, we have πNN
m > πMN

m > πRN
m . Still from Tables 1 and 3, πRN

r − πMN
r = α2

n
16 > 0,

πNN
r − πRN

r = 3θ2(16+5θ2)α2
n

16(8+θ2)
2 > 0. We got πNN

r > πRN
r > πMN

r .

Above all, we have πNN
r > πMN

r and πNN
m > πRN

m .The joint entry mode (NN) is the
only Nash equilibrium.
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Abstract: This research analyzed the moderating effects of the continental factor on the relation
between the business strategies (cost advantage strategy and differentiation strategy) of the
pharmaceutical industry and mergers and acquisitions (M&A) performance. A total of 1303 M&A
cases were collected from the Bloomberg database between 1995 and 2016 for the sake of empirical
analyses. The independent variables were represented by the cost advantage strategy and the
differentiation strategy. The dependent variable was for the M&A performance, which was measured
for the changes in ROA (return on assets). The results showed that the cost advantage strategy was
advantageous when an Asian firm acquired one in either Asia or Europe. In contrast, when a European
company received one in either Europe or Asia, M&A performance also was higher, although the
cost was higher. On the other hand, the differentiation strategy was valid only when a European
firm acquired one in Asia. The moderating effect of the continental factor was beneficial only in
the relation between the cost advantage strategy and M&A performance. These results could help
companies make decisions that maximize M&A performance based on continental factors from the
perspective of the sustainable international business strategy establishment.

Keywords: pharmaceutical industry; cost advantage strategy; differentiation strategy; M&A performance;
continental factors; sustainability in international business

1. Introduction

Since the mid-90s, mergers and acquisitions (M&A) in the pharmaceutical industry have been
used as a way to transform multinational corporations into large companies with economies of scale
and substantial synergies by combining the characteristics and strengths of each company in order to
secure business sustainability in the international market [1–6]. The expansion has been primarily in
the US, Europe, and Japan [7–11].

The finance and strategy literature took an early interest in identifying firm motives concerning
M&A, such as increased scale and scope, efficiency, and increased market power [12–15]. Other goals
were to identify managerial self-interest for free cash flow and diversification related or unrelated
through acquisition and corresponding capital market outcomes of M&A activity [16–22]. Further,
research in management has focused to a greater extent on whether an international acquisition is
a strategy that increases or decreases value [23–25]. However, the findings from this work have been

41



Sustainability 2020, 12, 4985

equivocal [26,27], in that some researchers have found that the market values of the acquiring firms
have increased [28], while others have spotted firms’ lost market value [29–32].

Researchers have proposed several ideas of success factors for sustainability in diverse business
settings, such as shared services, human resources, platform types, operational skills, and supply
chains [33–37]. Meanwhile, Porter [38] suggested that cost leadership and differentiation strategy were
the main strategies needed to secure a competitive advantage in the market, as shown in Figure 1.
Previous studies have shown that the relation between strategy and performance can allow firms to
achieve a competitive advantage and sustainable production for the profit and cash flow by executing
the cost advantage strategy or differentiation strategy [39–42]. We argued that the choice between
a cost advantage and differentiation strategy as a business level strategy could be a critical strategic
choice that would influence post-M&A performance strongly.

Figure 1. Source of competitive advantage [39].

However, there might also be some factors that could moderate the relationship between cost
advantage/differentiation advantage and competitive advantage in the context of M&A. Likewise,
researchers in the field of M&A study have argued that factors are affecting M&A. For example,
Ahammad et al. [43] suggested that communication had a positive moderating impact on the
cross-border M&A, while national cultural distance and organizational cultural difference negatively
moderated it. Besides, Uzelac et al. [44] proposed that decision-making preferences had a significant
moderating influence on M&A integration speed and performance. In addition, Gomes et al. [45]
revealed the moderating effect of dynamic relationships between different perspectives on M&A. Other
researchers have also conducted studies on the impact of geographical and location factors, such as
continental and nation-specific differences. Mateev [46] compared Europe and the UK, while Bertrand
and Madariaga [47] did inside and outside of the UK continent in the context of M&A. However, there
is no research that reveals the moderating effect of factors across the continent, such as Asia versus
Europe. Therefore, in this study, we focused on the continental element as a moderator to explain
the mixed findings of business strategy, such as relationship cost advantage, differentiation strategy,
such as R&D expenditures, and M&A performance with the moderating effect of the continental
factors. By revealing the topic, this research aimed to fill the gap caused by the limitations from prior
research that was unsuccessful in demonstrating consequences in the relations among cost advantage,
differentiation advantage, and competitive advantage in the theory of Porter [38], using the continental
factor as a moderator. In addition, this study would contribute to providing practical implications to
the managers in the field of M&A for them to derive better M&A performance from the perspective of
a sustainable international business strategy establishment.

The rest of this paper is formulated in the following way. First, we reviewed relevant literature
and developed the research questions in the following section. Next, we provided the data sample
used in this research, as well as the methodological approach we used for this research in the third
section. In the fourth section, we presented the results from the analyses. The last chapter provides and
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suggests academic/practical implications, limitations, and future research topics from the perspective
of sustainability in international business.

2. Literature Review and Research Questions

A central issue in the M&A literature is whether acquisitions increase value for acquiring firms’
shareholders and, if so, how [17,23,48]. The findings to date are mixed in both domestic [12,49] and
international settings [27]. Some studies have shown that most international acquisitions decrease,
rather than increase, a shareholder’s value [50,51], while others have shown that certain such assets do
increase the value [26,27]. However, previous studies have not examined continental differences as
a moderating factor, which may help provide additional insight into the vital question of M&A value.

Therefore, as the conceptual diagram in Figure 2 shows, the research questions (RQs) proposed in
this are pertinent to whether the cost advantage and differentiation strategy as a business-level strategy
affect ROA (return on assets) as M&A performance. Accordingly, we examined whether there were
differences between continents.

Figure 2. A conceptual framework for studying.

2.1. Cost Leadership Strategy and Differentiation Strategy in M&A Performance

Porter [38] proposed that the cost advantage and differentiation strategies were designed to
maintain a competitive position in the industry in the long term. A cost advantage strategy is a method
that secures a benefit by achieving a low cost with the underlying assumption of an experience curve
that would strongly influence the sustainable business strategy of firms [42,52–55]. It is necessary to
ensure a facility with an appropriate scale to realize economies of scale and strict cost control for R&D,
service, and advertising [56]. According to the empirical evidence [39–57], firms that have implemented
a cost advantage or a differentiation strategy have higher performance indicators, such as return on
investment (ROI) or revenue.

A company’s differentiation strategy is expressed as R&D cost, which is an investment that creates
technical ability to increase the company’s potential competitiveness that could also be directly aligned
with the sustainability of the firms [58–60]. Generally, companies with a high proportion of R&D
expenditures have been noted to have superior long-term management performance. When a company
with a high investment in R&D acquires a foreign company, the stock market will be environmentally
friendly. Companies with high R&D costs tend to be ahead of foreign companies in their technical skills,
and the international M&A of such companies will increase the value of the company when the technical
ability can be applied in the broader market [61,62]. Thus, we proposed the first research question:

RQ1. How do the cost leadership strategy and differentiation strategy affect firm performance in
M&A in the pharmaceutical industry from the perspective of sustainability in international business?
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2.2. Moderating Effect of the Continental Factor in International Business Strategy Success

If the continental factor moderates between business strategy and M&A performance, there will
be differences in the relationship between business strategy and M&A performance by continents from
the perspective of sustainability in international business. We used a moderation regression analysis to
confirm this effect.

In the case of international M&A, cultural differences between countries/continents affect M&A
performance significantly. Because cultural differences refer to a particular country’s unique norms
and values [28,63], these cultural differences impose costs on enterprises and organizational operations.
Besides, because international M&As must integrate not only the national but the corporate culture as
well, cultural differences have a significant influence on global M&A performance, and they are said to
be significant factors in its failure [64,65].

Cultural differences have a negative effect on M&As [66–68] and result in cultural conflicts and
increased integration costs. Thus, to achieve successful M&A, cultural differences must be effectively
managed because they affect performance in the M&A process overall [28].

The higher the cultural difference, the more difficult it is to coordinate and integrate the two
companies’ operations, and the higher is the cost [63]. Employees also are stressed because of their
different views and values attributable to cultural differences in mutual exchange and communication,
which compromises employee loyalty, cooperation, satisfaction, and productivity. Thus, cultural
differences in the international business setting between the acquiring and target companies have
a negative effect on intercontinental M&As for the sustainable global business. Hence, we proposed
the second research question:

RQ2: How does the continental factor moderate business strategy succeed in the context of the
sustainable international business strategy establishment?

3. Method

3.1. Sampling and Data Collection

According to the literature, the duration of M&A long-term performance varies from 0 to 7 years,
from –3 years to 3 years, from 0 to 5 years, from –5 years to 5 years, and from 1 year to 3 years,
as Figure 3 shows [69,70]. In this study, to determine which event window appeared in the main
findings, the numbers of all cases that could be considered five years after the completion of M&A
were analyzed. Thus, we analyzed the timeline as −1 + 1, −1 + 2, −1 +3, −1 + 4, and −1 + 5.

Figure 3. Merger timeline.

The M&A industry target was limited to the pharmaceutical industry because M&A performance
varies by industry. For example, a study of 121 industrial and 108 non-industrial acquisitions has
demonstrated a significant positive effect on ROA in industrial assets [71].

3.2. Data Collection and Descriptive Statistics

International acquisition data were collected from the Bloomberg database, the records in which
provide not only real-time financial market data but also an extensive selection of M&A activities
worldwide. We focused on acquiring firms listed publicly because their financial information is
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accessible. Mergers, with announced acquisition dates between 1 January 1995 and 31 December
2016, were used, as, during this period, the number of international acquisitions in the pharmaceutical
industry increased significantly.

We collected the acquiring firm’s yearly company financials from COMPUSTAT (http://www.
compustat.com), a database of financial, statistical, and market information on active and inactive
companies throughout the world. Revenue, cost, R&D expenditure, and ROA data were collected.
We consolidated the M&A deal list with the company financials, and the total sample comprised of
1303 deals. The technical statistics of the data collected are as follows in Table 1.

Table 1. Description statistic analysis of collected data.

Completion/Termination Date A-A A-E E-A E-E Total

1995−1999 2 - - 5 7
2000−2004 105 13 6 77 201
2005−2009 231 41 13 170 455
2010−2014 318 24 10 92 444
2015−2016 144 19 5 28 196

Total 800 97 34 372 1303

Note: A is Asia, E is Europe.

3.3. Methods

Multiple regression analysis was performed to examine the effects of the cost advantage and
differentiation strategies on M&A performance [72]. In order to check multicollinearity between
variables, the VIF (variable inflation factor) was calculated for each variable. In a previous study [73],
there was no multicollinearity problem between the variables, and the hypothesis was tested when the
VIF value was less than 10. The regression equation used in the analysis was as follows:

�EBIT = β_0 + β_1 (cost ratio) + β_2 (R&D expenditure ratio) (1)

�ROCE = β_0 + β_1 (cost ratio) + β_2 (R&D expenditure ratio) (2)

�ROA = β_0 + β_1 (cost ratio) + β_2 (R&D expenditure ratio) (3)

�ROC = β_0 + β_1 (cost ratio) + β_2 (R&D expenditure ratio) (4)

To determine whether the effect of the business strategy (independent variable) on M&A
performance (dependent variable) differs depending on the continental factor, the moderating factor,
a regression analysis was performed to analyze the R2 and F variation. Regression analysis is a method
used to verify whether the newly-introduced regulatory variable term is statistically significant after
applying the regression equation to the new multiplication term of the variables used as the independent
variable and the moderating variable in the regression analysis [73].

3.4. Dependent Variable

The dependent variable is ROA, expressed as profitability ratios. ROA represents actual company
performance measured by its assets and has been adopted as a measure of corporate performance in
many studies because it is an excellent way to measure operational performance [74]. The formula
used to evaluate the percentage change in performance divides the difference between the performance
after M&A and the performance before M&A by the performance before M&A and is used in many
studies. It is used not only for M&A but also as a measure of a firm’s performance before and after the
introduction of an ERP (enterprise resource planning) system [74,75]. The dependent variable was
calculated as follows:

�ROA = (ROA_post-ROA_pre)/(ROA_pre ) (5)
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For example, when analyzing one year to four years later, the following calculation was performed:

�ROA = (ROA_(t + 4)-ROA_(t-1))/(ROA_(t-1) ) (6)

3.5. Independent Variable

3.5.1. Background of Independent Variable Selection

Porter’s generic strategies describe how a company pursues competitive advantage across its
chosen market scope. There are three/four generic strategies, either lower cost, differentiated, or focused.
Porter claimed that a company must choose only one of the three, or risk wasting the business’ valuable
resources [38,76]. Porter [38] stressed the idea that a firm should adopt only one strategy, and failure
to do so will result in the “stuck in the middle” scenario. He indicated that practicing more than
one approach would lose the entire focus of the organization, and hence, a clear direction of the
future trajectory could not be established. The argument is based on the fundamental principle that
differentiation will incur costs, which clearly contradicts the basis of the low-cost strategy; on the other
hand, relatively standardized products with features acceptable to many customers will not carry
any differentiation. Hence, the cost leadership and differentiation strategy will be mutually exclusive.
However, several commentators have questioned the use of generic strategies, claiming that they are
limited and lack specificity and flexibility.

3.5.2. Cost Leadership

The cost advantage strategy measures a firm’s cost divided by total sales [76–80].
Cost competitiveness as an independent variable was calculated as follows. The lower the value,
the stronger the cost leadership, while the higher the value, the less the cost leadership:

Cost Leadership = (Cost of Revenue) / Revenue (7)

3.5.3. Product Differentiation

The differentiation strategy measures corporate R&D costs divided by total sales [77–80]. Product
differentiation is a business strategy that enables a firm to gain a competitive advantage when its
customers are willing to pay more for its products or services. Product differentiation is a strategy
that increases value by setting the cost of a product or service above the enterprise’s average price.
Companies that implement this strategy successfully are able to reduce environmental threats and
capture various ecological opportunities. However, to secure a sustainable competitive advantage, it is
necessary to increase values that are difficult to imitate [76]. Product differentiation, as an independent
variable, was calculated as follows:

Differentiation Strategy = (R&D Cost)/Revenue (8)

3.6. Moderators

Chikhouni et al. [81] used direction (emerging to emerging, emerging to developed, developed
to emerging, developed to developed) as a moderator to determine the way in which the “direction”
mitigated the relation between psychic distance and the choice of equity control in an international
acquisition. Further, Malhotra [82] used geographic range as a moderator to determine how geographic
distance moderated the relation between cultural distance and the choice of equity control in
international acquisitions. However, the continental factor as a moderator has not yet been studied.
The continental factor data as categorical data of international acquisition were collected from the
Bloomberg database. We studied four sub-group moderators—Europe-Europe, Europe-Asia, Asia-Asia,
and Asia-Europe.
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3.7. Control Variables

As a control variable, the M&A industry target was limited to the pharmaceutical industry.
In the case of international M&As, additional costs are incurred because of institutional and cultural
differences in the industry by comparison to domestic M&As’ transactions. Thus, some systems and
cultures apply to each sector in each country, and this difference can be minimized if the acquiring
firm and target company have high industrial similarity, in that it is possible to reduce the costs
incurred in the integration process because the understanding of the industry is high. However,
in the case of international M&As, if the acquiring and target firms are less similar, it is difficult to
find commonalities between the two industries, and institutional and cultural differences are more
significant. Therefore, the higher the similarity between acquiring and target companies, the greater
the company’s performance after M&A [71–83]. Thus, this study addressed only M&A transactions in
the pharmaceutical industry.

4. Results

To analyze how the continental factor affects the relationship between business strategy and M&A
performance, we assessed four subsamples: Europe-Europe, Europe-Asia, Asia-Asia, and Asia-Europe.
The results showed that M&A performance responded differently, depending on the different business
strategies as well as the continental factor.

RQ1 is about how the cost leadership strategy and differentiation strategy affect firm performance
in M&A in the pharmaceutical industry from the perspective of sustainability in international business.
Table 2 explains RQ1 by showing the correlations between business strategy and M&A performance
for each subsample and the results of the multiple regression analysis.

Table 2. Multiple regression analysis results between business strategy and M&A performance in the 4
continent groups.

MV IV
�ROA (−1,1) �ROA (−1,2) �ROA (−1,3) �ROA (−1,4) �ROA (−1,5)
Beta Sig. Beta Sig. Beta Sig. Beta Sig. Beta Sig.

A−A
CR −0.008 0.829 −0.113 ** 0.007 −0.127 ** 0.004 −0.134 ** 0.004 −0.206 *** 0

R&D 0.005 0.897 −0.029 0.490 −0.036 0.409 −0.040 0.386 −0.052 0.287

A-E
CR −0.208 † 0.073 −0.211 † 0.086 −0.218 † 0.088 0.162 0.224 −0.248 † 0.070

R&D −0.070 0.540 −0.065 0.593 −0.061 0.629 0.050 0.708 −0.095 0.485

E-E
CR 0.025 0.680 0.027 0.675 0.642 *** 0.000 0.129 † 0.066 0.091 0.226

R&D −0.039 0.527 −0.040 0.524 −0.013 0.791 −0.014 0.837 −0.065 0.389

E-A
CR 0.421 * 0.039 0.463 * 0.029 0.270 0.190 0.086 0.685 0.367 † 0.090

R&D 0.638 ** 0.003 0.548 * 0.011 0.566 ** 0.009 0.419 † 0.055 0.475 * 0.030

Note: A is Asia; E is Europe; MV is moderation variable; IV is independent variable; CR is cost ratio; R&D is R&D
expenditure ratio; † p < 0.10; * p < 0.05; ** p < 0.01; *** p < 0.001.

As shown in the cost ratio of Asia-Asia, Asia-Europe, the beta of �ROA(−1,2), �ROA(−1,3),
�ROA(−1,5) was negative and significant (p < 0.05 or 0.10). However, when a European company
acquired another in Europe, the beta of �ROA(−1,3), �ROA(−1,4) was positive and significant (p < 0.05
or 0.10). Further, when a European company acquired an Asian company, the beta of �ROA(−1,1),
�ROA(−1,2) was positive and significant (p < 0.05 or 0.10). On the other hand, as shown in the R&D
expenditure ratio of Europe-Asia, the beta of �ROA(−1,1), �ROA(−1,2), �ROA(−1,3), �ROA(−1,4),
�ROA(−1,5) was positive and significant (p < 0.05 or 0.10).

As Table 2 shows, when an Asian company acquired another in Asia or one in Europe,
the relationship between the cost ratio and M&A performance was negative. In contrast,
when a European company received one in Europe or Asia, the relationship between cost ratio
and M&A performance was positive.

However, when an Asian firm acquired one in Europe and Europe acquired one in Asia, there was
no relationship between R&D ratio and M&A performance. Only when a European company acquired
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one in Asia, the R&D expenditure’s beta of �ROA(−1,1), �ROA(−1,2), �ROA(−1,3), �ROA(−1,4),
� ROA(−1,5) was positive and significant (p < 0.05 or 0.10).

RQ2 is about how the continental factor moderates business strategy success in the context
of the sustainable international business strategy establishment. Table 3 explains RQ2 by showing
the moderation regression analysis results that evaluated the significance of the continental factor’s
moderating effect on the relationship between business strategy and M&A performance. As the
table indicates, the impact of the cost ratio on �ROA (−1,5) was significant. The variation in
the probability that F was less than 0.05 in models 2 and 3 indicated that there was a significant
intercontinental difference.

Table 3. Moderation regression analysis results.

Statistics
Cost Ratio R&D Expenditure Ratio

1 2 3 1 2 3

R 0.027 0.086 0.142 0.072 0.091 0.101
R-square 0.001 0.007 0.020 0.005 0.008 0.010

Adjusted R-square −0.001 0.005 0.016 0.004 0.005 0.006
Std. error of the estimate 21.217 21.162 21.039 21.171 21.152 21.147

Change statistics

R-square change 0.001 0.007 0.013 0.005 0.003 0.002
F change 0.518 4.656 9.206 3.611 2.224 1.335

df1 1 1 1 1 1 1
df2 700 699 698 700 699 698

Sig. F change 0.472 0.031 * 0.003 ** 0.058 † 0.136 0.248

Durbin–Watson 2.017 2.014

Note: dependent variable is �ROA(-1,5), Model 1. Predictors: (constant), cost ratio, R&D expenditure; Model
2. Predictors: (constant), cost ratio, R&D expenditure, continent; Model 3. Predictors: (constant), cost ratio,
R&D expenditure, continent, cost continent moderation, R&D expenditure moderation, † p < 0.10; * p < 0.05;
** p < 0.01, df is degree of freedom

However, the variation in the significance of F in the effect of the R&D expenditure ratio on
�ROA (−1,5) was insignificant in models 2 and 3. This result could be interpreted to indicate the
difference in investment objectives of international M&As by continents. When a European firm
acquired one in Asia, it could be construed that R&D investment cost had a positive effect on M&A
performance because it strengthens competitiveness by securing the resources and technology of
European companies. On the other hand, when an Asian company took over another in Asia or Europe,
or when a European firm acquired another in Europe, R&D investment costs did not seem to have
a synergistic association with M&A performance.

5. Conclusions

5.1. Discussion and Implications

This research conducted analyses on the impact of the continental factor on the relationship
between business strategies, such as cost leadership and R&D investment, and M&A performance from
the perspective of sustainability in international business. According to the results from evaluating
these hypothetical interrogations with four subsamples (E-E, E-A, A-A, and A-E) as moderators, we
could discover that M&A performance could be influenced by the diverse cost leadership and R&D
investment strategies, as well as the continental factor. These results explained clearly RQ1 and RQ2.

Therefore, academic implications obtainable from the empirical results are as follows.
First, this study addressed the limitations of previous studies that failed to show consistent results in
the relations among cost ratio, R&D cost, and performance. This study made it possible to interpret
the effect of business strategy on M&A performance by explaining the continental factor as one that
moderates the relation between business strategy and M&A performance from the perspective of
sustainability in international business settings.
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Second, this study advanced the prior theoretical concept by demonstrating evidence of ‘stuck in the
middle’ scenario of Porter [38]. According to the results, firms should adopt only one strategy to achieve
successful M&A performance for sustainable international business. For example, when an Asian
company acquires another in Asia or a European company, it should only adopt the cost leadership
strategy to increase M&A performance. On the other hand, when a European company acquires one in
Asia, it should also only adopt the differentiation strategy to enhance M&A performance. We found no
evidence of successful firms that practiced a hybrid strategy that contained both the cost leadership
strategy and the differentiation strategy [84].

Meanwhile, practical implications that contribute to the practitioners in the field of M&A for
sustainable global business could be addressed as follows. First, this study could help establish
successful M&A strategies based on business strategy and continental factors. Based on the results of
this study, management could predict the factors and their effects on M&A performance, and firms
could make successful M&A decisions based on these predictions. According to collated research
and a recent Harvard Business Review report, the failure rate for M&As is between 70% and 90% [85].
Therefore, practical implications from the research would be fruitful as a guide for field managers of
M&A to overcome the risk in M&A and acquire sustainability in international business.

Second, when an Asian company acquired an Asian or European company, the firm that based
its competitive strategy on a low-cost approach could achieve significant M&A performance. On the
other hand, a company that based its competitive strategy on a differentiation strategy could not
perform effectively. These results were drawn because the nature of the pharmaceutical industry
necessitates enormous investment in new product development and includes long development
times. Thus, concentrating on the low-cost strategy would lead to better success than it would on the
differentiation strategy from the perspective of sustainable international business.

Third, when a European company acquired an Asian company, the firm that based its competitive
strategy on a differentiation strategy could achieve successful M&A performance even though costs
increased. This result was probably because of the synergistic effect of merging the European companies’
advanced technologies with that of Asian companies.

Fourth, when a European company acquired another in Europe, even if the costs increased,
the performance increased; however, the differentiation strategy was ineffective. The reason for this
result was thought to be the lack of synergistic effects in the M&A between European companies.

To summarize, we would like to emphasize that the main focus of our experiment was placed
on finding those factors that affect the M&A performance of the pharmaceutical industry. Besides,
we analyzed the effects of business strategy on M&A performance from a new perspective by
applying the continental factor as a controlling factor in the context of sustainable global business.
The results showed that business strategies responded differently to different continents. Asia-Asia and
Asia-Europe performed better with a low-cost business strategy, while Europe-Europe and Europe-Asia
yielded better results even though the cost was higher. On the other hand, Asia-Asia, Asia-Europe,
and Europe-Europe had no significant effect on the differentiation strategy. Only Europe-Asia
demonstrated a substantial impact on the differentiation advantage strategy.

These results could be interpreted as a result of the difference in investment objectives of
international M&As attributable to the continental factors for business sustainability. When European
companies acquired Asian companies, European resources and technology had a positive synergistic
effect on the Asian acquisition, explaining these results. Besides, we presumed that European companies
had been motivated to enter the local market quickly by acquiring Asian firms, which resulted in high
M&A performance even if the costs increased.
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5.2. Limitations and Suggestions for Future Studies

Despite the academic and practical implications as stated above, this research still has limitations,
as well as the future suggestions for other scholars and experts in the field of M&A as follows.

First, we steered this research without the application of risk factors, such as a sudden global crisis
like the recent COVID-19 pandemic. Given the fact that such global pandemics had profound impacts
on the pharmaceutical industry, it seems necessary to apply variables that are related to disease-crisis
to the research model.

Second, there is a need for a more in-depth understanding of the cases analyzed using the
more diverse continental factors. This study only concentrated on Asia and Europe, although the
pharmaceutical industry in the North American region also has several marketing-leading firms and
large market shares. In addition to the above, concerning that the pharmaceutical industry has been
continuously globalized to emerging markets, as well [86–90], other regions, such as South America,
Africa, the Middle East should be considered as well in terms of sustainability in the complete global
business setting.

Third, this research was limited to the pharmaceutical industry, rather than in various industries.
Consequently, it would be necessary to expand the range of industry to embrace more general findings,
which could be more fruitful implications to managers in the field for establishing enhanced M&A
strategy from the perspective of sustainability in global business.

Hence, in future research, it should consider the diverse aspect of risk factors, various industries,
and wider scope of the continental factors in order to derive more beneficial implications in M&A that
could provide successful strategies for sustainability in international business.
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55. Stankevičiūtė, E.; Grunda, R.; Bartkus, E.V. Pursuing a cost leadership strategy and business sustainability

objectives: Walmart case study. Econ. Manag. 2012, 17, 1200–1206. [CrossRef]

56. Won, J.; Ryu, S. The effect of firm life-cycle and competitive strategy on performance persistence. Korean Acc.
J. 2016, 25, 33–65.

57. Dess, G.G.; Davis, P.S. Porter’s (1980) generic strategies as determinants of strategic group membership and

organizational performance. Acad. Manag. J. 1984, 27, 467–488.

58. Xia, Y.; Tang, T.L.P. Sustainability in supply chain management: Suggestions for the auto industry. Manag.
Decis. 2011, 49, 495–512. [CrossRef]

59. Bretschger, L.; Smulders, S. Sustainability and substitution of exhaustible natural resources: How resource

prices affect long-term R&D investments. FEEM 2003, 36, 536–549.

52



Sustainability 2020, 12, 4985

60. Fursin, G.; Lokhmotov, A.; Plowman, E. Collective Knowledge: Towards R&D sustainability. In Proceedings

of 2016 Design, Automation & Test in Europe Conference & Exhibition (DATE), Dresden, Germany, 14–18

March 2016; pp. 864–869.

61. Grabowski, H.G.; Mueller, D.C. Industrial research and development, intangible capital stocks, and firm

profit rates. Bell J. Econ. 1978, 9, 328–343. [CrossRef]

62. Hoskisson, R.E.; Hitt, M.A.; Johnson, R.A.; Grossman, W. Conflicting voices: The effects of institutional

ownership heterogeneity and internal governance on corporate innovation strategies. Acad. Manag. J. 2002,

45, 697–716.

63. Kogut, B.; Singh, H. The effect of national culture on the choice of entry mode. J. Int. Bus. Stud. 1988, 19,

411–432. [CrossRef]

64. Barkema, H.G.; Bell, J.H.; Pennings, J.M. Foreign entry, cultural barriers, and learning. Strateg. Manag. J.
1996, 17, 151–166. [CrossRef]

65. Daniel, T.A.; Daniel, T.; Metcalf, G.S. The Management of People in Mergers and Acquisitions; Greenwood

Publishing Group: Westport, CN, USA, 2001.

66. Stahl, G.K.; Voigt, A. Do cultural differences matter in mergers and acquisitions? A tentative model and

examination. Organ. Sci. 2008, 19, 160–176. [CrossRef]

67. Chakrabarti, R.; Gupta-Mukherjee, S.; Jayaraman, N. Mars-Venus marriages: Culture and cross-border M&A.

J. Int. Bus. Stud. 2009, 40, 216–236.

68. Bauer, F.; Matzler, K.; Wolf, S. M&A and innovation: The role of integration and cultural differences—A

central European targets perspective. Int. Bus. Rev. 2016, 25, 76–86.

69. Tuch, C.; O’Sullivan, N. The impact of acquisitions on firm performance: A review of the evidence. Int. J.
Manag. Rev. 2007, 9, 141–170. [CrossRef]

70. Xie, E.; Reddy, K.; Liang, J. Country-specific determinants of cross-border mergers and acquisitions:

A comprehensive review and future research directions. J. World Bus. 2017, 52, 127–183. [CrossRef]

71. Park, C. The effects of prior performance on the choice between related and unrelated acquisitions:

Implications for the performance consequences of diversification strategy. J. Manag. Stud. 2002, 39,

1003–1019. [CrossRef]

72. Aiken, L.S.; West, S.G.; Reno, R.R. Multiple regression: Testing and interpreting interactions; Sage: London,

UK, 1991.

73. Chatterjee, S.; Hadi, A.S. Regression Analysis by Example; John Wiley & Sons: Hoboken, NJ, USA, 2015.

74. Porrini, P. Can a previous alliance between an acquirer and a target affect acquisition performance? J. Manag.
2004, 30, 545–562. [CrossRef]

75. Galy, E.; Sauceda, M.J. Post-implementation practices of ERP systems and their relationship to financial

performance. Inf. Manag. 2014, 51, 310–319. [CrossRef]

76. Barney, J.B. Gaining and Sustaining Competitive Advantage; Pearson Higher ed: London, UK, 2014.

77. Brouthers, K.D.; Brouthers, L.E. Acquisition or greenfield start-up? Institutional, cultural and transaction

cost influences. Strateg. Manag. J. 2000, 21, 89–97. [CrossRef]

78. Elango, B.; Pattnaik, C. Learning before making the big leap. Manag. Int. Rev. 2011, 51, 461. [CrossRef]

79. Hennart, J.-F.; Park, Y.-R. Greenfield vs. acquisition: The strategy of Japanese investors in the United States.

Manag. Sci. 1993, 39, 1054–1070. [CrossRef]

80. Kumar, V.; Gaur, A.S.; Pattnaik, C. Product diversification and international expansion of business groups.

Manag. Int. Rev. 2012, 52, 175–192. [CrossRef]

81. Chikhouni, A.; Edwards, G.; Farashahi, M. Psychic distance and ownership in acquisitions: Direction matters.

J. Int. Manag. 2017, 23, 32–42. [CrossRef]

82. Malhotra, S. Geographic distance as a moderator of curvilinear relationship between cultural distance and

shared ownership. Can. J. Adm. Sci. Rev. Can. Des Sci. De Adm. 2012, 29, 218–230. [CrossRef]

83. Park, Y.R.; Park, J.M.; Song, Y.A. International Management: An empirical study on the effect of the

ownership with cross-border acquisition performance by Korean firms: Focusing on the interaction with

cultural distance and acquisition relatedness. J. Int. Area Stud. 2010, 14, 339–362.

84. Hambrick, D.C. An empirical typology of mature industrial-product environments. Acad. Manag. J. 1983, 26,

213–230.

85. Christensen, C.M.; Alton, R.; Rising, C.; Waldeck, A. The new M&A playbook. Harv. Bus. Rev. 2011, 89,

48–57.

53



Sustainability 2020, 12, 4985

86. Busfield, J. Globalization and the pharmaceutical industry revisited. Int. J. Health Serv. 2003, 33, 581–605.

[CrossRef]

87. Tarabusi, C.C.; Vickery, G. Globalization in the pharmaceutical industry, part I. Int. J. Health Serv. 1998, 28,

67–105. [CrossRef] [PubMed]

88. Bond, P. Globalization, pharmaceutical pricing, and South African health policy: Managing confrontation

with US firms and politicians. Int. J. Health Serv. 1999, 29, 765–792. [CrossRef] [PubMed]

89. Thiers, F.A.; Sinskey, A.J.; Berndt, E.R. Trends in the globalization of clinical trials. Nat. Publ. Group 2008, 7,

13–14.

90. Shah, S. Globalization of clinical research by the pharmaceutical industry. Int. J. Health Serv. 2003, 33, 29–36.

[CrossRef] [PubMed]

© 2020 by the authors. Licensee MDPI, Basel, Switzerland. This article is an open access

article distributed under the terms and conditions of the Creative Commons Attribution

(CC BY) license (http://creativecommons.org/licenses/by/4.0/).

54



sustainability

Article

51 Flavors: Regional Resource Configurations and Foreign
Multinational Market Entry in the
U.S. Biopharmaceutical Industry

Roberto S. Santos * and Denise R. Dunlap

Citation: Santos, R.S.; Dunlap, D.R.

51 Flavors: Regional Resource

Configurations and Foreign

Multinational Market Entry in the

U.S. Biopharmaceutical Industry.

Sustainability 2021, 13, 9763.

https://doi.org/10.3390/su13179763

Academic Editor: Anna Visvizi

Received: 1 August 2021

Accepted: 28 August 2021

Published: 31 August 2021

Publisher’s Note: MDPI stays neutral

with regard to jurisdictional claims in

published maps and institutional affil-

iations.

Copyright: © 2021 by the authors.

Licensee MDPI, Basel, Switzerland.

This article is an open access article

distributed under the terms and

conditions of the Creative Commons

Attribution (CC BY) license (https://

creativecommons.org/licenses/by/

4.0/).

Manning School of Business, University of Massachusetts Lowell, One University Avenue,
Lowell, MA 01854, USA; Denise_Dunlap@uml.edu
* Correspondence: Roberto_Santos@uml.edu

Abstract: Creating a sustainable regional economy requires not only attracting new local ventures, but

also foreign multinationals. In this regard, understanding which resources are influential in market

entry decisions is crucial given that there are different resource needs between developed (DMNE)

and emerging market (EMNE) multinationals. Answering calls for more neo-configurational studies

in the literature, our study uses a fuzzy-set qualitative comparative analysis (fsQCA) approach to

examine foreign multinational entry decisions in 51 regions of the U.S. We constructed a novel dataset

comprised of 3287 foreign firms from 61 countries and territories operating in the biopharmaceutical

industry. We find that there are substantial differences in the configuration of resources that attract

DMNEs and EMNEs to regions. The resource configurations in our models account for over 80% of

the factors influencing DMNE and EMNE market entry location decisions. Some resources played a

more important role in these decisions, such as FDI stocks, cluster size, and manufacturing intensity.

Our findings show that EMNEs seek out regions with a greater abundance of different resources than

DMNEs. This study provides practical implications for firms entering foreign markets as well as for

policy makers who want to attract these firms to bolster their regional economic development.

Keywords: MNE; EMNE; market entry; location decisions; resource configurations; fsQCA;

regional development

1. Introduction

In response to rising regional economic polarization around the globe, there is renewed
interest among scholars and policy makers to advance research that examines what regions
can do to enhance their prosperity and attractiveness e.g., [1]. Foreign market entry is
largely acknowledged as a driving factor behind regional economic development [2–6] and
national competitiveness e.g., [7]. Today’s foreign multinationals, from developed (DMNEs)
and emerging countries (EMNEs), are increasingly drawn to locate in strategic regions
in search of new sources of innovation and knowledge [8–10]. EMNEs, in particular,
are often constrained by limited resources at home [11], which may motivate them to
establish in regions with a munificence of resource endowments. A good understanding of
what combination of regional resource configurations make one region, within a country,
more attractive to foreign multinationals than another remains elusive because of the
heterogeneity of resources available across regions.

Given the disparities in knowledge and innovation across countries, industries, and
regions e.g., [12,13], national and local governments have attempted to emulate the success
of high-technology sectors, such as the Silicon Valley model, in the hopes of creating
comparable high-growth entrepreneurial ecosystems that propel regional development
and prosperity [14,15]. For instance, Brazil, recognizing its overreliance on a commodity-
driven economy, invested over $300 million to develop competencies in micro-electronics,
bio-fuels, and software in the State of Minas Gerais by building science parks, incubators,
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and workforce training programs. Similarly, within the United States, there have been
considerable efforts to reinvigorate declining industries (e.g., auto industry in Michigan),
develop new industries (e.g., West Virginia’s focus on biometrics), and build up growing
regions (e.g., Research Triangle Park, North Carolina). To sustain the growth of these
regions requires influxes of investment beyond that which domestic companies alone can
provide, thus necessitating the need for these regions to attract foreign multinationals.

Much of the extant international business literature has addressed this important
topic by using traditional empirical analytic techniques that assume linear or curvilin-
ear relationships [16,17]. As a consequence, the majority of studies that examine why
foreign multinationals are attracted to one region over another frequently provide an
overly simplistic view of a rather complex foreign location decision. A recent review
of the literature suggests that these methodological approaches may be inadequate to
move beyond a gestalt-like view of regional development [16]. The emergence of the neo-
configurational perspective has challenged extant theory and provided more actionable
insights [18]. This approach is grounded in the use of fuzzy-set qualitative comparative
analysis (fsQCA) [19,20]. While international business scholars have been slow to embrace
this methodological approach [16], it is garnering increased attention and has been applied
towards the study of a variety of business phenomena. There have been a mere handful of
studies that have used this methodology within the context of location decisions. Of these,
Pajunen [21] examines the combinations of institutions that attract foreign direct investors
from DMNEs and EMNEs at the country level. Chen, Li, and Fan [22] examine configu-
rations of political connections that facilitate EMNE international expansion. Ciravegna,
Kuivalainen, Kundu, and Lopez [23] explore the antecedents of early internationalization.
Recognizing the dearth of research in this context and the actionable insights that fsQCA
can provide to scholars and practitioners interested in market entry and regional economic
development, we adopt a configurational perspective.

In this context, we conjecture that foreign multinational location decisions do not
ascribe to a one-size fits all approach, but rather are an exercise in finding the right fit
between “pieces of a puzzle,” whereby different locations are preferred over others because
they offer resources that the firm lacks. When the right configurations of resources are
identified, firms derive synergistic benefits from locating in a particular region. Our
study addresses recent calls from the international business community for configurational
approaches to studying business phenomena e.g., [16] and seeks to answer whether DMNEs
and EMNEs are attracted to different regions based on the configuration of their resources.

We attempt to advance a better understanding of the different combinations of re-
sources that attract DMNEs and EMNEs to each region within the United States, a key
location known for innovative knowledge in biopharma R&D and advanced manufactur-
ing. The U.S. biopharmaceutical industry offers a unique setting to study market entry
since there are varying degrees of economic development across all regions within the
country (i.e., 50 U.S. states and the District of Columbia). This context, therefore, allows
for a more configurational approach, grounded in the neo-configurational perspective, to
study foreign location decisions. We construct a dataset of 3287 foreign multinationals
from 61 countries and territories in the biopharmaceutical industry that located to the
U.S. in 2018. Using fsQCA, we uncovered some interesting findings regarding foreign
multinational location decisions. In particular, we find that DMNEs and EMNEs are at-
tracted to different regions based on their resource configurations. Our results elucidate
how idiosyncratic regional resources can be configured to attract DMNEs and EMNEs
to different regions. Interestingly, while we found some overlap between configurations
that attract DMNEs and EMNEs, these configurations were associated with locating in
different regions. Furthermore, we find that twice as many EMNE configurations include
three or more resources at higher levels than DMNE configurations, which lends support
to the idea that EMNEs seek out regions with a greater abundance of different resources
than DMNEs.
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Our study contributes to the extant international business and regional economic
development literature in several ways. First, we answer calls for the application of the
neo-configurational perspective to international business research e.g., [16] by applying
a novel fsQCA methodological approach to the study of foreign multinational location
decisions. This study elucidates how resource conditions collectively influence foreign
multinational market entry strategies in the U.S., which allows for the development of new
insights that are more representative of the actual complexities of international business
decisions. Second, we add to the growing body of literature that recognizes the impor-
tance of examining the differences between DMNE and EMNE market entry decisions.
The heterogeneity of initial resource endowments and motivations between DMNEs and
EMNEs suggests that their strategic location decisions are idiosyncratic and, thus, need
to be examined separately. As our results imply, there are significant differences between
how regional resources can be configured to attract DMNEs and EMNEs.

2. Theoretical Background

2.1. Resources and Competitive Advantage

The resource-based view (RBV) suggests that firms can create and sustain a compet-
itive advantage by building firm-specific, heterogeneous resources and capabilities and
using these to develop superior resource positions [24,25]. In particular, resources that are
valuable, rare, inimitable, and non-substitutable are viewed as sources of a firm’s sustained
competitive advantage [24]. Firms compete by making the best use of their tangible (e.g.,
equipment, manufacturing plants, and human resources) and intangible (e.g., manufac-
turing processes and trade secrets) resources based on decisions motivated by reasons of
efficiency and competitiveness [26]. Maintaining a competitive advantage, however, can be
a challenge, especially for firms in technology-intensive industries.

In the search for idiosyncratic resources, firms may look internally, such as by investing
in R&D, or they may seek external opportunities, such as by relocating to resource-rich
regions beyond their nation’s borders. The search for new and unique resources to sustain
a firm’s competitive advantage has been a primary motivation behind foreign market entry
e.g., [27,28]. Firms enter new markets in locations where they can apply their superior
firm-specific capabilities and will choose to expand abroad in search of new resources
that their home countries lack [29,30]. Research has also shown that foreign location
decisions matter for innovation since there is considerable variation in a nation’s resource
advantages [29,31]. Thus, gaining access to new resources is a significant motivation for
firms to expand globally [32–35].

2.2. Regional Economic Development

The phenomenon of globalization and its impact on regional economic development
has long been an important topic of extensive research and debate e.g., [3,13]. While
the practice of geographically dispersing firm activities in foreign locations has generally
resulted in positive outcomes [31,32,34] it has also been negatively linked to an increase
in regional economic polarization, e.g., [1]. In this regard, scholars caution that decades
of globalization and economic deregulation have exacerbated the disparities in economic
development between regions, resulting in the agglomeration of benefits in a relatively
small number of regions worldwide [34,36], such as Silicon Valley in California and the
route 128 belt outside of Boston, Massachusetts [37]. In response to these trends, national
and local governments continue to search for effective policies that can jumpstart and, in
due course, create a more level playing field of sustainable regional economic growth across
regions [38–40]. Hence, there has been considerable worldwide effort to build-up high-tech
industries in underdeveloped regions so that they become more attractive investments to
domestic and foreign multinationals e.g., [14,15].

While there are a myriad of approaches and perspectives on how to tackle regional
economic development challenges e.g., [1], there are commonly-held initiatives that include,
for instance, heavy investment in R&D activities, manufacturing capabilities, workforce
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training and skills, incubator/accelerator programs, high-quality and prestigious academic
institutions, specialized incentives that are attractive for FDI, and access to early-stage
venture capital financing, among others e.g., [41]. Such targeted initiatives are an attempt to
close, or minimize, a particular region’s resource gap, compared to its neighboring regions,
thereby increasing the availability and attractiveness of existing and future vital resources
in the region. In this regard, the composition and abundance of a region’s resources can
be viewed as complex, ever-evolving, and self-sustaining in that they act as a magnet that
attracts or repels investment.

Attracting new foreign ventures to a region is initially dependent on having an
abundant supply of resources e.g., [42]. Interestingly, research suggests that it is not
necessarily the sheer number of resources offered in a region that impact its development
per se, but it is rather about strategically matching the profile of a region and its needs
with the investment activities of incoming foreign multinationals e.g., [43]. The practical
implications, however, of moving beyond a one-size-fits-all market entry approach to the
matching of multinationals to the most appropriate regions, based on their resource needs,
remains problematic [43]. Put simply, since there is a great deal of heterogeneity of resource
configurations available in regions, it obfuscates foreign multinational location decisions.
Even when firms operate within the same industry, there are considerable variations among
firm motivations for internationalization, size, resource endowments, capabilities, business
activities, and knowledge stocks [43,44].

2.3. Location Resources and Differences in DMNE and EMNE Location Decisions

Building on the aforementioned rationale, foreign multinationals tend to be motivated
to locate abroad in search of new, idiosyncratic resources [4,45]. The strategy literature
highlights the importance of finding strategic fit between these resources and the firm’s
current and future needs. Configuration theory [46] represents a holistic systems perspec-
tive and suggests that firms represent constellations of interrelated resources that, when
aligned, allow them to reap synergistic benefits. Conversely, when a strategic mismatch
occurs, it can have a negative effect on firm outcomes e.g., [47].

By applying a configurational approach, we acknowledge that foreign multinationals
need to locate where they can access unique resources that offer a competitive advan-
tage [24,48]. Since not all locations possess the same resources, or to the same degree, as
others, this gives rise to a great deal of heterogeneity in local resource configurations (e.g.,
venture capital, university research, skilled workforce, etc.). Consequently, each region
will vary considerably in its resource endowments such that firms within the region will
develop different capabilities and synergies [49].

Foreign multinationals locate their business activities in resource-rich regions abroad
to overcome local resource limitations [50,51]. Research has shown that multinationals are
attracted to some regions more than others [21,52]. Recent studies have drawn attention to
the necessity to examine the differences between DMNE and EMNE location decisions [53].
According to Zaheer and Nachum [54], DMNEs have the distinct advantage of being able to
create location capital from generic location resources. This may be a result of a multitude
of factors, including the fact that DMNEs tend to have greater initial resource endowments
and capabilities than EMNEs [11].

While the majority of studies are focused on DMNE location decisions, there is a
dearth of research about where EMNEs locate. Given that nearly two-thirds of the research
is focused on DMNEs [53], there has been a growing call in the literature to examine the
rapid proliferation of EMNEs locating abroad [55]. In particular, EMNEs, compared to
DMNEs, may have a greater need to acquire strategic resources that their home country
lacks. For instance, studies have found that EMNEs are more attracted to regions that offer
resources, such as knowledge, technological innovations, and skilled talent in science and
technology [28]. For these reasons, it is likely that DMNEs and EMNEs will be drawn to
different locations based upon the region’s resource configurations.
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3. Materials and Methods

3.1. Research Context

Since the introduction of Humulin in 1982, a synthesized insulin, the biopharmaceu-
tical industry has seen rapid growth. By 2018, the demand for biopharmaceuticals grew
to approximately $248 billion, led by demand for Monoclonal Antibodies (moAb) (33.2%
share of the market) for the treatment of infectious diseases, such as Norovirus and Zika
Virus [56]. The industry is projected to grow at 10.8% CAGR between 2018–2025 [56]. The
potential for biopharmaceuticals to cure diseases, as opposed to treating its symptoms
alone, has spurred the growth of the industry [56]. The United States is the global leader in
this industry, but other countries outside of the U.S. are also becoming influential players,
including Belgium, China, France, Germany, India, Israel, Japan, Switzerland, and the
United Kingdom.

The biopharmaceutical industry tends to be tied to locations where firms can access
either raw materials or market specificities [57]. The munificence of knowledge, capabilities,
resources, and infrastructure associated with the U.S. biopharmaceutical market makes
the U.S. an attractive target for foreign investment and, more specifically, for foreign
biopharmaceutical firms to locate business operations within the U.S. The global value-
chain of the industry employs over 811,000 individuals and indirectly supports over
3.2 million additional jobs in the U.S. [58]. The majority of these jobs offer high-quality
employment opportunities in science, technology, engineering, and math (STEM) in all
regions in the U.S. Its overall value-add to the U.S. economy accounts for nearly 3.2% of
U.S. gross domestic product (GDP) [58].

3.2. Sample

We examine foreign location decisions in the largest global biopharmaceutical market:
the United States. The U.S. represents a unique setting for this study as its regional devel-
opment varies considerably across all regions (i.e., we measure regions at the state level,
which includes all 50 U.S. states and the District of Columbia). We constructed a unique
dataset comprised of 3287 foreign firms from 61 countries and territories (2604 DMNEs
and 683 EMNEs) in 2018 along with their associated U.S. location data. We collected our
data primarily from Medtrack. Additional data on U.S. regional economic characteristics
was obtained from the U.S. Cluster Mapping Project database, U.S. Census Bureau, Bureau
of Economic Analysis, VentureDeal, and the United States Patent and Trademark Office.

3.3. Estimation Method

To develop a better understanding of what attracts foreign multinationals to the U.S.,
it is important to consider various resource factors that may influence this investment
decision. Unlike traditional linear regression approaches that seek to identify the causal
effect of individual factors, our interest is in analyzing how the causal conditions collec-
tively contribute to the outcome [20,59,60]. This was the motivation behind employing
fuzzy-set qualitative comparative analysis (fsQCA) in this study. fsQCA is a case-oriented
methodological approach that allows for systematic and formalized cross-case compar-
isons [20,61]. Using a “truth table,” the fsQCA method analyzes the relationship between
an outcome of interest and every possible Boolean combination of predictors and then uses
algorithms to eliminate redundant configurations [62]. More specifically, fsQCA examines
which combinations of predictors A and B, for example, are most likely to produce an
outcome Y (e.g., Pr(Y|A · B), which can range anywhere between 0 (fully exclusive) and
1 (fully inclusive) [62]. Fuzzy sets are then combined into configurations by calculating the
inclusion ratio IXY = Σmin(xi,yi)/Σxi where X is the predictor configuration (e.g., A · B), Y
is the outcome, xi represents each case’s membership in X, and yi represents each case’s
membership in Y [62]. As IXY approaches 1, there is increased confidence that the data is
consistent with the assumption that X is a subset of Y [62]. We use the fuzzy program in
Stata 16 to perform our fsQCA analysis, creating fuzzy sets by rank ordering each variable
and then standardizing this ranking to range from 0 to 1. Consistent with prior studies, we
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adopt a consistency cutoff of 0.8 at the 5% level (i.e., IXY > 0.8) [20,62,63] and collapse the
configurations into a final reduction set to account for overlapping configurations.

This fsQCA methodological approach has been gaining greater acceptance among
business scholars, but is still in its infancy. The fsQCA method has been used to examine
various business phenomena, including FDI [21], business model configurations [61], CEO
and worker compensation [64], corporate social responsibility [65], innovation systems [66],
export performance [67], and adaptation [68].

3.4. Model Specification: Outcome
Region

Our interest is on understanding foreign multinational location decisions in a region.
The great geographic expanse of the U.S. gives rise to a great heterogeneity of resources
within regions across the country. We measure 51 regions in the United States, which are
comprised of 50 U.S. states and the District of Columbia (i.e., Washington, DC, USA).

3.5. Model Specification: Conditions

As mentioned above, there are a plethora of factors that influence multinational
location decisions. Due to an overreliance on traditional empirical analytic techniques, there
are inconsistent findings regarding which factors and/or combination of factors are behind
why some foreign multinationals choose to locate in one region versus another [16,17].
Building upon prior studies and by applying a fuzzy-set analysis, we are able to examine
the role of regional resources and how they are configured together in meaningful ways to
attract foreign investment. Using the fsQCA methodology requires selecting a subset of the
most influential factors to increase the interpretability of findings. Hence, we underwent
a thorough examination of the theoretical and empirical research in the international
business literature regarding foreign multinational location choice to ascertain guidance
about the most influential resources of a region that have a positive, negative, and/or
minor impact on the likelihood that it will be selected as a host country. To this end,
we identified the following eight regional resources as playing the most critical role in
attracting foreign multinationals to high-tech regions in the biopharmaceutical industry:
a skilled workforce [13,34], proximity to state-of-the art knowledge and other innovative
firms [13,69–71], university-industry collaboration opportunities [72–74], a stock of existing
FDI [4,28,29], venture capital [75], and strong capabilities in R&D and manufacturing
e.g., [41]. The relationships between these resources are illustrated in Figure 1 and provides
greater context as to why these resources need to be considered conjointly to explain where
biopharmaceutical DMNEs and EMNEs choose to locate in the U.S.

3.5.1. Skilled Workforce

The biopharmaceutical industry is dependent upon its ability employ a highly spe-
cialized workforce in terms of knowledge, skills, and capabilities. Studies have shed light
on the growing shortage of properly skilled employees available to work in this industry,
e.g., [76]. For instance, recent reports estimate that by 2030 the industry may experience
a skilled workforce shortage of 85 million employees, which is approximately the size
of Germany [77]. Given the necessity and growing scarcity of talent needed in this in-
dustry, we include a measure of the biopharmaceutical industry’s skilled workforce by
state. We measure Skilled Workforce as the state’s Location Quotient (LQ), which is the
ratio of an industry’s share of total state employment relative to its share of total national
employment [78,79].
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Figure 1. Inter-relationships between regional resources.

3.5.2. Innovative Knowledge

Access to state-of-the art innovative knowledge is paramount to the biopharmaceutical
industry. The innovation process requires that the firm be able to recombine various types
of knowledge with the intent to create new drugs that can treat important illnesses [80].
Innovation, however, is fraught with risk as less than one percent of drugs in the clini-
cal development stage will be approved by the U.S. Food and Drug Administration for
commercialization [81]. Patents have traditionally been used as a proxy for innovation
output, e.g., [12], as they represent the codification of new knowledge. We measure Inno-
vative Knowledge as the stock of granted biopharmaceutical utility patent within each U.S.
state [78,79].

3.5.3. Cluster Size

Biotechnology firms frequently locate in regional clusters to take advantage of op-
portunities to collaborate with other innovative firms, e.g., [70]. The rapid growth of new
ventures in a regional cluster is often a visible indication of its economic development.
Research has shown that new ventures enhance the development of innovative products
and services, which further stimulates the region’s economic wellbeing (e.g., growth of
high-quality jobs) [82] and promotes knowledge spillover effects [83]. Research on biotech-
nology regional clusters has shown that, over time, the size and structure of firms within a
region shape and strengthen the cluster. Prior studies have found that clusters within this
industry vary widely and that for the useful exchange of knowledge to occur, it must have
a relatively large number of firms present [70,84]. In this context, we measure Cluster Size
as the number of biopharmaceutical establishments (i.e., a single physical location where
business operations are conducted) within each U.S. state [78,79].

3.5.4. Universities

Research has shown that universities have had a long-standing role in the scientific dis-
covery process [74]. In knowledge-based economies, universities play an even more critical
role in the economic development of their regional communities e.g., [85]. As purveyors of
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the cutting-edge, they are a vital source of exploitable knowledge for firms [86] and, in turn,
also significantly benefit from these university-industry partnership exchanges [87]. In this
regard, a growing body of literature further describes biopharmaceutical innovation as
systematic process involving key actors, including universities [88–90]. Prior studies have
shown that multinationals are more likely to locate in regions with a higher proportion
of top academic research institutions [74,91] in order to access higher quality talent and
facilitate university-industry collaborations [72,73]. We measure Universities as a count of
the number of top national 4-year colleges/universities in each U.S. state as defined by the
U.S. News ranking of the best national universities.

3.5.5. FDI Stock

The inward stock of foreign direct investment (FDI) in a region can indicate its knowl-
edge in new technologies, e.g., [92]. Research findings have shown that FDI-receiving
regions tend to embody certain qualities and attributes, such as regional openness to
international investment and scientific know-how, e.g., [92]. As regions grow through
inflows from foreign direct investment, studies have shown that there is a positive spillover
effect on domestic firms in the region [42]. Regions with a higher flow of FDI tend to
become conduits of technological knowledge and other key intangible assets, which serve
as a signal of their attractiveness. In this regard, prior studies have shown that foreign
multinationals are more likely to locate in regions with greater stocks of FDI [91]. Since
foreign multinationals may be prone to locate in regions that receive greater amounts of
foreign direct investment, we include FDI Stock as measured by the number of jobs created
per USD 10,000 of FDI at the state level [78,79].

3.5.6. Venture Capital

Venture capital has been a driving force behind regional economic development.
Venture capital is the engine that fuels the growth of high-tech industries [93], such as
semiconductors and biopharmaceuticals, as well as emerging technology sectors, such as
artificial intelligence [94]. Venture capitalists are sources of working capital. Given the high
costs associated with developing biopharmaceuticals, it is advantageous for firms to locate
in regions where venture capital is abundant so that they may acquire financing for R&D
and manufacturing activities. Thus, because proximity to venture capital may influence
foreign multinational location decisions, we include Venture Capital, which we measure as
the dollar amount of venture capital available per USD 10,000 GDP by state [78,79].

3.5.7. R&D

Biopharmaceutical R&D is the leader among U.S. R&D activities and investments and
employs more workers than any other industry (e.g., aerospace, automotive, and semi-
conductor). In 2018, the industry alone invested over $102 billion into R&D in the U.S. [95].
These activities entail unknown outcomes and risks and require a significant amount
of fixed capital (e.g., equipment to run tests, experiments, etc.). In the race to sustain a
competitive advantage, establishing foreign R&D operations in the U.S. holds tremendous
opportunities for knowledge-seeking firms. Hence, many firms have increasingly benefited
from dispersing their R&D activities to such locations that can provide what their home
countries lack, e.g., [29,33]. Prior studies have shown that foreign multinationals are more
likely to locate in regions with a high R&D expenditure [91]. Since R&D expenditure has
been shown to fuel investments in innovation, we include R&D as measured by a region’s
R&D expenditure per capita at the state level.

3.5.8. Manufacturing

Manufacturing, within the bio-pharmaceutical industry, has been identified as being
as important as R&D and part of an “elite” group of manufacturing industries driven by
cutting edge innovation e.g., [58]. The U.S. biopharmaceutical manufacturing industry is
spread across nearly all U.S. states and is responsible for 38% of total employment in the
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industry [58]. The manufacturing of a new biopharmaceutical drug provides a pathway
between R&D and bringing a new drug to the market, which can cost anywhere between
$30–$500 million [96]. The manufacturing of these drugs requires highly sophisticated
knowledge in science and engineering in order to use and control high-tech equipment. It
can take up to five years to construct a manufacturing facility [96]. Furthermore, operating
one of these facilities is extremely costly (e.g., equipment, raw materials, etc.). While within
the U.S., the manufacture of biopharmaceuticals tends to be distributed across regions,
cost is an important consideration and firms look to regions where high costs can, at least
partially, be alleviated. This gives rise to some regions of greater manufacturing intensity
than others. We measure Manufacturing in terms of manufacturing intensity at the state
level, which is the ratio of manufacturing value-added to manufacturing shipments.

4. Results

Tables 1 and 2 illustrate the results of our fsQCA analyses regarding the configurations
of regional resources that attract DMNEs and EMNEs. The results are shown as three
categories: a black filled circle, an open circle, or empty/blank. Following prior studies,
e.g., [61], we denote the presence/high level of a resource condition with a black filled
circle and the absence/low level of a resource condition with an open circle. Empty or
blank cells represent resources which have “no impact” or, stated differently, the presence
of a high or low resource condition is of no relevance to the DMNE’s or EMNE’s decision
to locate in a particular region. The solution consistency (i.e., the percentage of similar
causal configurations that result in the same outcome) was greater than 0.8 for all resource
configurations, providing strong empirical support for their relevance.

Table 1. Regional Resource Configurations that Attract DMNEs.
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Configuration 1 • • • � • • � 0.248 0.031 0.967

0.879 0.812 2604

Configuration 2 � � � • � 0.296 0.000 0.934
Configuration 3 � • • � � 0.417 0.002 0.978
Configuration 4 � � • � 0.467 0.024 0.93
Configuration 5 � • � • 0.356 0.001 0.911
Configuration 6 • • � • 0.315 0.004 0.917
Configuration 7 � � � 0.478 0.003 0.857
Configuration 8 � � • 0.495 0.004 0.871
Configuration 9 � � • 0.408 0.000 0.937

Configuration 10 � • � 0.455 0.000 0.952
Configuration 11 • � � 0.430 0.002 0.875
Configuration 12 • � • 0.448 0.003 0.889
Configuration 13 � � 0.537 0.020 0.839
Configuration 14 � • • � 0.308 0.000 0.926
Configuration 15 � � � 0.410 0.003 0.878

• Presence/high level of a resource condition. � Absence/low level of a resource condition.
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Table 2. Regional Resource Configurations that Attract EMNEs.
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Configuration 1 • • • � • • � 0.254 0.022 0.975

0.820 0.893 683

Configuration 2 � � � • � 0.373 0.013 0.932
Configuration 3 � � • � � � 0.280 0.001 0.937
Configuration 4 � • � • • � 0.259 0.000 0.954
Configuration 5 � • • • � • 0.296 0.000 0.946
Configuration 6 � • • • � � 0.183 0.008 1.000
Configuration 7 � � • � � 0.340 0.000 0.947
Configuration 8 � � • � � 0.453 0.046 0.920
Configuration 9 � � • � • 0.293 0.000 0.939
Configuration 10 • � � � � 0.443 0.047 0.972
Configuration 11 � � � • 0.320 0.011 0.915
Configuration 12 � � • � • 0.296 0.014 0.922
Configuration 13 • � � • 0.327 0.005 0.983
Configuration 14 • • � � 0.295 0.003 0.979

• Presence/high level of a resource condition. � Absence/low level of a resource condition.

The fsQCA analyses identified 15 regional resource configurations for attracting
DMNEs and 14 regional resource configurations for attracting EMNEs. As emphasized by
the gray boxes, we identified an overlap among two configurations (i.e., DMNE configura-
tion 1→ EMNE configuration 1; DMNE configuration 2→ EMNE configuration 2). The
overlap in resource configurations 1 and 2 shows that, in some cases, the same resource
configurations can attract DMNEs and EMNEs.

Referring to Tables 1 and 2, we begin by examining the eight resources. We find that
a high level of FDI stock features prominently across six DMNE configurations (i.e., 3–6,
10, and 14) and six EMNE configurations (i.e., 3–5 and 7–9), suggesting that a region’s
FDI stocks are an important consideration for both DMNE and EMNE location decisions.
A large cluster size also featured prominently across four DMNE configurations (i.e., 1,
6, 11, and 12) and six EMNE configurations (i.e., 1, 4–6, 12, and 14), suggesting that it
is an even more important consideration for firms coming from less-developed nations,
especially since it offers a larger pool of knowledge and human capital. A high level of
manufacturing capability was associated with four DMNE configurations (i.e., 5, 6, 8, and
12) and five EMNE configurations (i.e., 5, 8, and 11–13), suggesting that regions with greater
manufacturing intensity are attractive for both DMNEs and EMNEs. Compared to DMNEs,
having access to a skilled workforce was a more important consideration for EMNEs as it
was associated with four configurations (i.e., 1, 10, 13, and 14).

Turning now to the interplay between these different resources, we find that a greater
number of EMNE configurations are the combination of higher resource levels, compared
to DMNEs. In particular, there are twice as many EMNE configurations (i.e., 1, and 4–6)
that include three or more resources at higher levels as DMNE configurations (i.e., 1 and 6).
This lends support to the idea that, coming from less-developed nations, EMNEs seek out
regions with a greater abundance of different resources that they lack.

Following standard practice, i.e., [20], Tables 1 and 2 also report several measures of
solution consistency and coverage. Solution consistency refers to the degree to which cases
that demonstrate a given configuration are consistently associated with the outcome of
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interest (i.e., measured as the number of cases of a given configuration and the outcome
divided by the number of cases with the same configuration but a different outcome) [20].
The overall solution consistency aggregates this measure across all of the identified config-
urations. Our results show consistency greater than the recommended threshold value of
0.8 [20]. However, since the configurations in Tables 1 and 2 only identify those configura-
tions that meet the 0.8 consistency threshold, there may be other configurations that are
associated with foreign multinational market entry strategies.

Tables 1 and 2 also report three measures of coverage: raw coverage, overall solution
coverage, and unique coverage. Raw coverage represents the number of cases associated
with the outcome of interest and a given configuration divided by the number of cases
associated with only the outcome of interest [20]. Overall solution coverage aggregates this
measure across all of the identified configurations [20]. The overall solution coverage for
DMNE configurations identified in Table 1 was 0.879, which suggests that, at a minimum,
these configurations account for 87.9% of the instances of the outcome (i.e., DMNEs locating
in U.S. regions). Similarly, the overall solution coverage for EMNE configurations identified
in Table 2 was 0.82, which suggests that, at a minimum, these configurations account for
82% of the instances of the outcome (i.e., EMNEs locating in U.S. regions). Therefore, the
eight resources that we selected provide a good representation of those that are crucial
to attracting foreign multinationals to the U.S. Unique coverage indicates the proportion
of cases associated with the outcome of interest that are uniquely covered by a single
configuration [20].

5. Discussion

In this study, we answer calls for the application of the neo-configurational perspective
to study international business phenomenon e.g., [16]. We applied a novel fsQCA method-
ological approach to examine foreign multinational location decisions within the United
States. The results of the fsQCA analysis demonstrate that resources can be configured in
many different ways to attract DMNEs and EMNEs. More regularly than not, there are
multiple resource configurations that are associated with attracting foreign multinationals.
This is supported by the number of different resource configurations that we identified for
DMNEs (15 configurations) and EMNEs (14 configurations).

Some resources stood out as being more common factors in foreign multinational
market entry decisions. In particular, FDI stocks featured prominently in DMNE and
EMNE location decisions. Locating in regions that are more open to foreign investment
reduces the liability of foreignness [97] and facilitates knowledge spillovers. Cluster size
was not only an important consideration for DMNEs, but even more so for EMNEs. Coming
from less-developed nations, EMNEs appear to seek out larger clusters to benefit from
agglomeration, which is consistent with the extant cluster literature e.g., [35,36]. A region’s
manufacturing intensity was another common factor that DMNEs and EMNEs considered,
but EMNEs were also more interested in proximity to a skilled workforce.

There was great variety among the configurations for DMNEs and EMNEs. Only
two of the configurations overlapped. However, this overlap does not suggest that these
configurations attract DMNEs and EMNEs to the same regions. On the contrary, we find
that Configuration 1, for example, attracts DMNEs to California, Massachusetts, and New
Jersey while this same configuration will attract EMNEs to these same locations as well
as Illinois, New York, Pennsylvania, and North Carolina. In general, we found that there
were more EMNE configurations that included the combination of resources at higher
levels, compared to DMNEs. This suggests that, given their initial resource endowments,
EMNEs may seek out regions with a greater abundance of different resources to make
up for those that they lack. Since DMNEs originate in more developed economies and
have access to greater resource endowments than EMNEs, they may have more freedom to
choose where they locate than EMNEs. By using a configurational approach, our insights
provide a better understanding of how regional resources can be configured to attract
foreign multinationals than traditional empirical approaches alone could provide.
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The results of our study find support in the broader research on foreign multinational
location choices that find that resource seeking is a primary motivation behind DMNE and
EMNE location decisions [53]. Further, in the context of the biopharmaceutical industry,
recent studies find that DMNEs and EMNEs exhibit different location patterns when
entering the U.S. market (i.e., developed, growth, transitioning, and nascent regions),
which are associated with the search for resources [98–100]. In general, DMNEs tend to
have more options when locating outside of well-developed regions [98–100]. However,
EMNEs are found to be more likely to locate in resource-rich regions [98–100], which also
aligns well with our findings.

Our study makes several contributions to the extant international business and re-
gional economic development literature. First, we answer calls for the application of the
neo-configurational perspective to international business research e.g., [16]. We apply
the fsQCA methodology to study foreign multinational location decisions. In doing so,
this study elucidates how resource conditions collectively influence foreign multinational
market entry decisions within all 51 regions in the U.S. Second, we add to the growing body
of international business literature that recognizes DMNE and EMNE location decisions as
being idiosyncratic and thus as needing to be examined separately. As our results imply,
there are significant differences between how regional resources can be configured to attract
DMNEs and EMNEs.

5.1. Practical Implications

This study’s insights have important implications for policy makers. From a policy
perspective, most countries have a strategy geared towards enhancing their regional
economies. However, these policies are often focused on attracting local businesses and less
on attracting foreign multinationals. Therefore, knowing what levers can be manipulated
to attract foreign multinationals to a region is important to foster continued growth. Indeed,
for policy makers, this study’s findings suggest that local resources can be configured in
different ways to attract DMNEs and EMNEs. These findings provide insight into how
policy makers may improve configurations of resources to attract foreign multinationals.
Our study provides some practical recommendations to that end. For instance, by drawing
upon our fsQCA results, we find that Illinois, Iowa, Maine, Minnesota, Missouri, Oregon,
Tennessee, and Utah can attract DMNEs to their locations by combining a high level of
venture capital with a low level of FDI stock and universities (Configuration 9). This level
of specificity is unfounded in prior studies of foreign multinational location decisions
because it provides actionable recommendations for policy makers and allows them to
make more efficient allocations of their scarce resources. Our fsQCA analysis also lends
support to the notion that no single set of policies will be applicable to all regions. Instead,
policies need to be targeted to the unique needs of each region. In this way, by adopting
configurational approaches to international business location research, policy makers can
develop realistic plans to attract foreign high-tech firms, thereby enhancing their region’s
economic prosperity.

While some regions can go it alone to try and attract foreign multinationals, we advo-
cate for a more concerted approach that includes integration and alignment with federal
programs. In this regard, we highlight one federal program that is helping to break down
traditional barriers that hinder cooperation and is helping to improve regional development
across multiple regions. Federal programs such as the National Institutes of Health (NIH)
can play a large role in not only helping to build regional economies, but also improvingf
healthcare. The Center for Advancing Point of Care Technologies (CAPCaT) is one example
of a NIH-funded program that supports firms developing late-stage technologies from
all around the U.S. and abroad. The Center leverages its combined expertise in business,
engineering, and clinical knowledge from UMass Medical School and UMass Lowell. As
a regional accelerator program, CAPCaT conducts a thorough evaluation and funds the
most promising technologies, which results in companies receiving access to key resources,
such as R&D funding, manufacturing capabilities, venture capital, industry-university
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collaborations, and highly skilled experts. Finalists have raised nearly 2.5 times more
money than what was originally awarded, received FDA approval, and commercialized
products on the market today.

The impact of this program has been felt nationwide and is increasingly stimulating
the development of less-developed regions. For instance, a recent cohort of finalists
included companies located in Angola and Nigeria (emerging market countries) that also
had established operations in Missouri, a less-developed region, and California, a more
well-developed region. Other finalists located in developed countries, such as Spain, have
operations in Texas, a growing region. Unlike traditional regional development programs
that require companies to locate in a particular region (e.g., Startup New York), business
accelerators such as CAPCaT offer a more flexible and sustainable model to increase
regional development and innovation through foreign direct investment.

5.2. Limitations

Our fsQCA analysis highlights the importance of studying foreign market entry
strategies by industry. While our results provide interesting insights into how different
regional resources can be combined to influence foreign multinational location decisions,
the specific empirical setting (i.e., the biopharmaceutical industry) warrants caution for
over-generalizing our findings to low-tech industries, in particular. Thus, we suggest
that future studies should explore how regional resource configurations may influence
the location decisions of foreign multinationals in different high-tech industries, such as
aerospace or nanotechnology, and low-tech industries, such as food and beverage. By
doing so, research of this kind can help move policy makers beyond generalizing the Silicon
Valley model to all industries and contexts. Future studies could also examine each region
in greater depth by delving into the metropolitan statistical level (MSA), which may be of
special interest for policy makers who want to make the least developed regions within a
state more attractive to domestic and foreign investment.

6. Conclusions

Many international business studies that examine why foreign multinationals are
attracted to one region over another tend to provide an overly simplistic view of a rather
complex strategic market entry decision. This can be attributed to the frequent use of
traditional empirical analytic techniques that assume linear or curvilinear relationships. We
go beyond many existing studies by exploring foreign multinational location decisions in
the U.S. from the neo-configurational perspective, which is grounded in the use of fuzzy-set
qualitative comparative analysis. In doing so, we find support for the idea that foreign
multinational location decisions are an exercise in finding the right fit between the resources
that a region offers and those that the firm lacks. When the right configurations of resources
are identified, firms derive synergistic benefits from locating in a particular region. Our
study demonstrates that DMNEs and EMNEs are attracted to different regions based on the
configuration of their resources. For example, FDI stocks and manufacturing intensity were
common factors that featured prominently in both DMNE and EMNE location decisions,
while proximity to a skilled workforce was a major consideration for EMNEs. We hope that
this study sparks a new conversation about regional development and how regions can
increase their attractiveness to foreign multinationals. We also encourage the adoption of
non-traditional methodological approaches to study international business topics of great
relevance, such as other market entry strategies.
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Abstract: As institutions operate in a competitive market, there are always unexpected changes and

difficulties that complicate academic and administrative positions and achieve key organizational

goals and objectives. This paper aimed to assess the link of sustainable talent management practices

on employee job satisfaction in the higher education sector located in North Lebanon and to reinforce

this relationship by taking into account the mediating effect of the organizational culture. A structured

questionnaire has been distributed to study a research sample of 200 randomly selected workers from

ten public and private Lebanese institutions. Structural equation modeling was used to assess the

presented hypotheses. The findings indicated a strong and significant positive relationship between

the sustainable talent management practices and employee’s job satisfaction, whereas organizational

culture had a mediation effect on the relationships between independent variables, with a statistically

significant positive impact, and a statistically significant negative indirect effect relationship between

knowledge sharing and employee’s job satisfaction. The study engages a fit model to clarify the

relationship between sustainable talent management practices and employee’s job satisfaction. Hence,

the study encourages organizations to take advantage of sustainable talent management practices

within their institutions to further develop their competitive achievement along with the satisfaction

of their employees.

Keywords: sustainable talent management; talent management practices; organizational culture;

higher education sector; job satisfaction

1. Introduction

Currently, Lebanon’s education system is undergoing a huge and severe financial
crisis, and various colleges have implemented austerity measures such as budget shrinking,
reducing the number of personnel, salary freezes, and equipment limits. In such cases,
the teachers and employees feel intimidated since they may lose their jobs, pay, or job
satisfaction. It is consequently crucial to reassess how the financial crisis and organizational
reaction will be inverted on the quality of higher education. The overall responsibility
for all levels of education within Lebanon is directed and supervised by the Ministry of
education and higher education. The Directorate General of higher education manages
the licensing and distribution of recent educational activity institutions, the validation of
the programs offered, as well as the recognition of degrees. All other responsibilities are
within the hands of every institution’s body. It has been represented by more than 60% of
all students enrolled in higher education [1]. There are two sorts of institutions: the only
public institution in the nation, Lebanese University, and the private institutions. In recent
years, Lebanon has had the highest rate of university graduates in the Middle East. In 2018,
the rate of tertiary graduates was predicted to be over 80% of the population. However,
this high rate was on the edge of being drastically reduced. This is owing to the country
suffering unparalleled financial and economic catastrophe, which began in 2019 [2].

73



Sustainability 2021, 13, 13320

As a result, universities, like other organizations, must rethink how they operate and
build sustainable talent management practices in light of changing environmental dynamics
and the rapid changes brought about by globalization, the knowledge-based economy,
and the technological revolution, to cope with the rapid development of the twenty-
first century [3–5]. Globally, numerous higher education organizations and institutions
have shifted from student selection to highly competitive job recruiting. Pacuraru and
Harrison-Walker [6] proposed that universities must manage the concurrent difficulties of
expanding the undergraduate body, managing the required number of offices, staff, courses,
and lectures, improving the quality of instructing, offices, and educational programs,
acquiring practical subsidizing, improving understudy work market appeal, expanding
administrative and staff limits, and ensuring innovation in both instructing and dealing. All
of these are the problems that human resource managers at Lebanese universities confront
to meet the growing need for a technologically driven environment replete with teaching-
qualified frames. A successful talent management strategy necessitates the development
of collaborative and open communication between “human resources” (HR) and other
divisions and hierarchies [7]. This will allow for the formation of a suitable atmosphere,
which is required for the development of the necessary framework for a sustainable talent
management approach.

Sustainable talent management is an opportunity for the sector to provide a new vision
focused on quality, equity, and long-term evolution to assist with the ongoing crises. Talent
management methods assist higher education institutions in achieving higher rankings
and profitability, as well as improved performance and productivity. Many explanations
for talent management have been conducted; one of these definitions is that talent is a
person’s human capital, which includes skills, abilities, knowledge, and potential for future
development [7]. In addition, talent management is not just a simple HR term you will
come across; it is also a commitment to hire, manage, develop and retain the most talented
and outstanding people in the company to meet the growing sustainability requirements
of companies and to maintain a competitive advantage over the competition. Thus, com-
panies are asked to carefully analyze their talent pool. Initially, talent management was
characterized as an organization’s foundational endeavor to expand leadership develop-
ment and support individuals’ skills [8]. It is the job of enterprises to gather the potential
of their employees in such a way that they can lead them in improving their abilities and
keep them satisfied to retain them.

In addition, a talent management system is the method of developing, rewarding, and
training processes for talented employees [9]. Although there was a considerable body
of scholarly research, a small number of studies have evaluated the connection between
sustainable talent management practices and the employee’s job satisfaction in Lebanese
higher education.

Therefore, it is required for the framework to attract ability, as well as to oversee
and hold the representatives to work more sincerely for the association and remain for an
extended period, as long as the authoritative culture in each private organization has its
qualities and vision with which to work. This process is intended to bind employees and
promote their further development of skills and competencies to achieve the organization’s
immediate performance goals and long-term strategic goals [10]. The practices of sus-
tainable talent management chosen for the study concerned: talent attraction, knowledge
sharing, employee training, and career development. A successful organization in the mar-
ket was required to include talent management strategies within organizational policies.

In other words, talent management refers to many activities performed by employees
in the organization such as recruiting, retaining, motivating, training, and developing
talented individuals for the institution to remain competitive in the market [11]. Having
the voice and the opportunities to grow, talent management is the main foundation upon
which to build an effective relationship between people along with their roles, as well as,
developing a good place to work in, and to be treated fairly.
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Lebanese universities were viewed as motors of progress in their general public, and
they had a few intellectual and hierarchical highlights that empowered them to make
various groundbreaking circumstances, where innovative thoughts were converted into
values for work and creation. However, because of an absence of strategic planning,
Lebanese institutions are still effectively chipping away at accepting scholarly capital and
investing in human resources.

Even though reviews on talent management have been upheld in the literature, they
have been done in both created and non-industrial countries; however, studies on a couple
of establishments, especially those related to advanced education, have been completed
in Lebanon.

Furthermore, no empirical studies that join the sustainable talent management prac-
tices (talent attraction, knowledge sharing, employee training, career developments) and
explore their effect on employee’s job satisfaction in an educational setting, for example, in
Lebanese advanced education associations, have been conducted. To fill this gap in the
current literature, this review is unique, expecting to provide proof on how the associa-
tion of sustainable talent management practices will impact employee’s job satisfaction in
Lebanese colleges through an appraisal of the mediation effect of organizational culture.

This review came to reveal insight into a vital theme for the advanced education
area in Lebanon, which is the subject of interest in human resources and sustainable
talent management since they are quite possibly the main resource expected to develop
performance and innovativeness, and to gain sustainable competitive advantages.

This study aims to help the education sector in Lebanon in retaining talented em-
ployees, and to assess the connection between sustainable talent management practices
and employee’s job satisfaction, regardless of whether sustainable talent management will
impact the employee’s job satisfaction in the institution, and regardless of whether the
establishment of the organizational culture will mediate the relationship.

Hence, the connection between sustainable talent management practices and the job
satisfaction of the employees, together with the influence of the organizational culture as
a mediating variable in this connection, will be investigated. The theoretical background
of the study and hypotheses developments will come in the second part of this article.
The third section covers the methodology, data collection, and analytical method. The
fourth section contains the data analysis and the results. The results of the work will enable
Lebanese universities to develop efficient and sustainable talent management to achieve
corporate goals. Finally, the last part contains the discussion and future recommendations.

2. Theoretical Background and Hypothesis Development

2.1. The Significance of Talent Management

Talent management has grown in importance through the years; it can be defined in
several ways. Several points of view will be mentioned, so that, in the end, one definition
on which the study is based can be generated. The influence of talent management and
its objectives is a way of selecting the right definition that has been introduced in research
and that gets the attention of academics. There are currently many practices in talent
management, some of which are featured in the study, and it is an organized process to
engage, select, develop, lead, and maintain the top-level talent required to advance talent
within the organization, and to increase the productivity of the workforce [12].

Lately, the human resource management department was critical, as it was the pri-
mary component behind the organizational profits, productivity, and employee outcome
effectiveness. For this reason, organizations rely on their workers to achieve their goals
in the market [13]. A few problems that cannot be ignored can occur in any organization,
such as loss of motivation, and decreased engagement due to the low-level of productivity.
A solution for this problem is the implementation of a talent management strategy to
improve the job description, the payment system, and the compensation model of the
employees [14].
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There are a great number of definitions for talent management. The word “talent”
is an individual’s skills, knowledge and experience, viewed in terms of his value in
an organization [15]. The importance of talent management gives the organization a
competitive advantage in two levels, the operational and the strategic.

As institutions are built to remain competitive and stay in the industry, they need
to have a solid department to help them attract, retain, motivate training and develop
talented people, i.e., talent managers. The global recession and the local economic crisis that
Lebanon has been facing recently have affected Lebanese higher education, which has been
graded at a low-level of performance. Not all Lebanese universities have implemented the
talent management strategy, which is one reason to conduct this kind of study and explore
the link between the components of talent management and employee job satisfaction and
whether it will be affected positively or negatively [16].

Talent management can be defined as a tool to benefit the employee by developing
their skills and abilities in order to meet particular needs, as well as by managing the
development of the future. To retain the workers in the organization, it would be beneficial
to help the employees to develop their skills and capabilities. A lot of reasons can help
the company to exploit talent management. One of these reasons is motivation. For that
reason, strategic talent management support organizations to keep employees satisfied.

Many studies have been conducted to study the effects of talent management and
effective work outcomes; a new model will be set to study the impact of each component
of talent management practices and its relationship on effective work satisfaction.

Every organization is considered healthy when the performance of its human capital
provides effective service. Here comes the role of motivation and job satisfaction. That is
why organizations are competing in the global labor market for talents that are called talent
pools. The proposed framework includes four key practices: talent attraction, knowledge
sharing, employee training, and career management. The proposed framework includes
four practices of talent management: talent attraction, knowledge sharing, employee
training, and career development.

The most important theory was the one that provided a theoretical boost to the
examination of the connection between talent management and employee’s job satisfaction,
ability, motivation, and opportunity theory. The theory has been presented by three
different functions. The first is performance, which is the ability of the employee, the
second is motivation and the third is the opportunity to engage. According to the theory, in
order for employees to properly succeed in the job, they have to own essential knowledge
and capabilities; they must have the stimulation to work in a very effective way. In addition,
they need to have the opportunity and the courage to become involved in the place in
which they work [17]. Therefore, the implementation of talent management could have a
favorable effect on the talented employee’s behavior and position. From the point of view
of this theory, any firm that has been conducting talent management benefits the talented
employees through, e.g., motivation and productivity.

2.2. Talent Management and Sustainable Talent Management

The term “talent management” (TM) first appeared in the field of human resource
practitioners around two decades ago, with the primary motivation dubbed “The War
for Talent”. The emphasis of talent management was a global–local effort to ensure that
operational responsibilities and strategic choices of human resources operations were
focused on achieving competitive advantage via employees. Many authors have defined
talent management as “a set of sustainable organizational strategies that used human
resources to the organization’s competitive advantage”, as well as “a portfolio of integrated
HR operations that result in the placement of the appropriate people with the right skills in
the right position, at the right place, and at the right cost [18].” TM is a blend of tactical and
strategic components that draws on techniques and concepts created outside of HR. This
includes marketing that focuses on “employer branding,” “employee segmentation,” and
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“employee value proposition,” for example, management science that focuses on advantage
position and yield curves.

Operations management focuses on matching talent supply and demand to reduce
uncertainty [19]; global management employs a globally integrated strategy. With a focus
on the acquisition and performance of talent, as opposed to transactional operations, talent
management has emerged as the cornerstone of strategic human resource practice.

As a consequence of the constant shifting of the business environment, the factor of
sustainability in connection to people management has become a focal point. It is customary
to associate sustainability with the environment. Whereas, from a business standpoint,
sustainability is defined as an organization’s capacity to assure long-term attainment of its
business goals and improve shareholder value by incorporating economic, environmental,
and social possibilities into its business strategy [20]. Sustainability in a talent management
context refers to “organizations nurturing their future leaders, managers, and employees.”
The idea of sustainable talent management is already receiving attention in some companies
that expect more than a paycheck and the desire to have a positive impact on society. This
is an integral part, which is why it is not surprising that the commercial strategies of some
successful companies around the world are geared towards sustainability, which, of course,
is carried over to talent management [21]

The topic of sustainability in personnel management has not yet been conclusively
investigated, especially concerning talent management. In the current generation, there is
an awareness of their responsibility about the ecological and social aspects; thus, not only
income and career opportunities, but also whether the company has the culture of a good
corporate citizen who understands sustainability as part of its corporate culture, plays a
decisive role in the selection of an employer.

2.3. Job Satisfaction

The relationship between job satisfaction and employee attraction and retention, in-
sofar as it is relevant to organizational performance and success, has been studied by a
number of researchers. The organizational and employee outcome has been guided by the
study. The most important field to study was job satisfaction, about which a number of
studies have been conducted, particularly in organizational research that considers em-
ployee behavior, such as performance, and outcome; satisfaction has been understood as “a
pleasurable or positive emotional state resulting from one’s job or job experience” [22]. The
study about the relationship between talent management and job satisfaction is concerned
with talented employees who have been hired and who work in high positions irrespective
of the evolutions with the diversity of talent management practices.

In recent times, the link between talent management and job satisfaction has indicated
a beneficial relationship. Many researchers from different domains, but especially those
from management, business, and psychology, have been studying job satisfaction. It has
been indicated as a positive sentimental condition produced by an employee’s evaluation of
their work [23]. Job satisfaction relies on many features, including career and job condition,
i.e., the possibility for career development, rewards systems, the employee’s connection
with the administration, job security, and, finally, the environment for worker engagement.
A delightful and positive sentimental situation of well-being at work was specified by
different practices of human resource management, which is one of the components of
organizational culture.

2.4. Organizational Culture as a Mediator

Authors have defined organizational culture as a collection of values used by the
company management to manage and organize their work in order to achieve their goals.
Organizational culture clarifies a group of predictable behavioral patterns that have ap-
peared within the company. Norms and values have a major influence on the attitude of
the employees. Organizational culture defines the path that every company takes into
consideration in order to control its work, which, as an outcome, impacts its procedures.
The reason that change is difficult in any organization is due to a certain culture, with
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a deep-rooted nature, namely the resistance against letting something be changed, espe-
cially when it was working well before [24]. Many researchers have defined culture as
the organization’s “personality”; other researchers have suggested that organizational
culture is the spirit, procedure, and foundation of the institution. Some researchers have
defined organizational culture as a combination of trust and indirect assumptions with
widespread acceptance, which are applied as references by all the people in the company.
An organization will be distinguished from another organization through the personality
of every member working in the company. This is what defines its organizational culture,
based on the confidence and the values spread in the organization, and it is the guideline
for all members. Many authors have stated that organizational culture is a collaborative
system made by the members to be unique in the market and differentiated from other
companies [25].

Job satisfaction, and its relationship with organizational culture, behavior, and profes-
sional phenomena, is one of the most important variables that has been studied. It is the
major part of an employee’s feeling about his/her work. The most considerably examined
variables in organizational culture, aside from behavior and other professional events, is
job satisfaction. Many different components have influenced job satisfaction internally and
externally, for example, the person’s values, rules, identity and anticipation and the job’s
quality, as well as the chances it provides. Many researchers have studied the relationship
between employee’s job satisfaction and organizational culture [26].

2.5. Hypothesis Development
2.5.1. Sustainable Talent Management Practices and Job Satisfaction
Talent Attraction and Job Satisfaction

The implementation of talent management techniques begins with recruiting and
selection in the organization. Moreover, among all the ways to attract talented people,
recruitment and selection is critical. To enroll a grouping of talent and select the possible
people that will lead the company to success is the most difficult mission for any firm [27].
The type of talent attraction in recruitment is the essential stage of determining which
employee will be the right person to assist the organization in the best and most effective
way. As for selection, this is the explanation of which skills a worker requires in order to
succeed in the job given to them and how best to employ the right person for the right
task. Thus, recruitment and selection are needed by the firm to compete, and this is the
primary mission of talent management strategies. The sustainability and creativity in
the organization is best conveyed by recruiting talented employees who are right for the
job [28]. Thus, the selection in the company will be completed depending on the candidate
who is eligible to do the work required by the organization.

It is necessary for the type of firms that introduce talent acquisition strategies to
specifically hire talent and construct competitive talent acquisition in order to conduct
organizational productivity. Thus, the first hypothesis in the present study is:

Hypothesis 1 (H1). Talent attraction has a positive and significant influence on employee’s
job satisfaction.

Knowledge Sharing and Job Satisfaction

In every organization, there is a significant tactical resource called knowledge. The
expression of knowledge indicates the truth, details, and proficiency acquired from experi-
ence or learning. Many definitions have been mentioned about knowledge sharing, which
is the phenomena of engaging the other with information, experience, skills, and the way
one believes through their interaction [29]. The cooperation between the employee and
the firm is knowledge sharing. It allows an organization to retain its employees, informed
and involved in the company. Two types of knowledge sharing are recognized: first,
the knowledge contribution points to the person’s readiness to provide information and
their knowledge to others. Second, a knowledge group indicates capabilities to recognize
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information from different people [30]. Knowledge sharing can be gained through social
interaction. In a competitive industry, employers need to participate in knowledge sharing
with other employees in order to gain experience and learn to promote their intention to
stay with the organization.

Hypothesis 2 (H2). Knowledge sharing has positively affected employees’ job satisfaction with a
significant relationship.

Employee Training and Job Satisfaction

Many scholars have investigated training, which is critical in any business. One of the
benefits of training is to empower employees and motivate them to provide high-quality
services, as well as to become more proficient in the job given to them. Thus, it was
concluded that employee training influences motivation, work engagement, and employee
satisfaction [31]. The basic part of talent management has been employee training. For
many years, it has been crucial to ensure that any firm has workers with proper capabilities,
competitiveness, and motivation. For the organization to be effective, it must invest
in employee training and development to produce talented workers and, subsequently,
different creative ideas. The training in the company should include different kinds of
training and development programs to develop new skills, knowledge, and advanced
abilities for the organizational culture. Therefore, the researcher has proposed the third
hypothesis:

Hypothesis 3 (H3). Training and Development have positively influenced employees’ job satisfac-
tion and significant connection.

Career Development and Job Satisfaction

Talent management and career development work at the same time, with some re-
search showing that some solutions relate to talent management in the organization, and
others relate to the career of the person in the first position [32]. The arrangement between
the employees and the organization is called job career; it is also explained as a result of
the request for employment and the chances that career management can provide. Various
researchers have defined career development as the activity of the employee to support
his or her future career planning in a particular organization so that both can develop
optimally. The career development is the methods used by a company to boost the em-
ployee’s abilities to stay in the anticipated career. A first-time applicant will have different
knowledge in comparison to a person who has more experience and who has had the job
for a long time [33]. For example, a veteran employee will already have respect from others
and understand the competitiveness within the organization in addition to the experience
previously gained. The fourth hypothesis is:

Hypothesis 4 (H4). Career development has a positive and significant effect on employees’ job sat-
isfaction.

Organizational Culture and Job Satisfaction

The implementation of job satisfaction and organizational objectives can be facilitated
through organizational culture. The measurement of culture could be a starting point
for the help of diagnosing and influencing the change in the organization. In every
organization, the general culture appears to be the supposed culture of strength, which is
the central origin of impact and power, either for one individual or for a group of people.
Job satisfaction can be affected in different ways in terms of the working situation, for
example, fellows, organization, and encouragement. The concluding goal of management
is the organizational culture of strength, alongside the recognition of the purposes of the
employees and those of the organization. For a long time, a parcel or analyst has examined
the relationship between organizational culture and work fulfillment. For example, the
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productive cooperative environment gives structure to a particular organizational culture,
along with the involvement of employees’ job satisfaction. Many authors have mentioned
in their study that the culture is the beliefs and much more than those of the organization,
another researcher has defined the organizational culture as the set of beliefs and values that
the employee supports alongside the institution [34]. Beliefs and values manage the attitude
of every person and team within the organization. With this method, workers interrelate,
connect, and affiliate with the internal and external environmental variables. Here comes
the role of talented professionals who feel they are valued and that their contribution
provides a competitive advantage for the organization [35]. A good organizational culture
needs to have a retention strategy, which is a subject for researchers to focus on [36]. An
organization that has a well-defined and specific culture, along with combined objectives,
can work more efficiently because employees will have the same ideas about how to be
successful. Hypothesis five outlines the mediating impact of organizational qualities on the
connection of talent management practices and the employee’s job satisfaction as follows:

Hypothesis 5a (H5a). Organizational culture has a partially significant mediating impact on the
relationship between talent attraction and job satisfaction.

Hypothesis 5b (H5b). Organizational culture has a fully significant mediating impact on the
relationship between knowledge sharing and job satisfaction.

Hypothesis 5c (H5c). Organizational culture has a partially significant mediating impact on the
relationship between employee training and job satisfaction.

Hypothesis 5d (H5d). Organizational culture has a partially and significant mediating impact
on the relationship between career development and job satisfaction.

3. Methodology

This section describes the research methods used to carry out the study, allowing the
researcher to achieve the paper’s objective of assessing how sustainable talent management
practices affect employee job satisfaction in Lebanese universities by estimating the media-
tion role of organizational culture. It also covers the study’s measurements and variables,
as well as the processes for collecting and interpreting data.

To achieve the paper’s aims and answer its issues, the authors elected to take a
quantitative method. The quantitative technique can reveal trends in the study, which can
then be used to construct facts based on quantifiable evidence; hence, primary data was
gathered through the use of a questionnaire. This technique is useful and widely used in
managerial studies because it allows researchers to gain quantitative knowledge into the
policies and practices that institutions apply and embrace, without having to alter changes
on these policies and practices [37].

The recommended research model was developed based on the hypotheses and re-
search questions. Using a quantitative method, questionnaires derived from prior research
with high validity and reliability ratings were used in a pilot project to gather data and per-
form statistical analysis. Taking into consideration research methodologies, the hypothesis
will be presented through the conceptual model proposed to be studied in.

Figure 1, which displays the relationships between various variables. The model
proposes the inclusion of sustainable talent management strategies used by universities
to improve employee job satisfaction through the mediation impact of organizational
culture. It was assumed that whether institutions conduct sustainable talent management
predicts how the institution might increase employee satisfaction, by hypothesizing that
organizational culture will partially mediate this connection.
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Figure 1. The model proposed to study.

According to the analytical report [38], Lebanon’s higher education industry employs
19,186 academic personnel. Lebanese University employed 32.1 percent of these academic
employees (6153 instructors) (LU) across Lebanon’s higher education sector. The study’s
target demographic consisted of academic and administrative staff from ten private and
one public institution, taking into consideration the margin error of 5%, 95% confidence
levels. A sample size of 200 participants was drawn from university branches in the
north. It is worth noting that there is no national guideline for the number of staff at any
private university.

Hence, the research first examined employee’s job satisfaction in terms of sustainable
talent management practices in the Lebanese higher education sector. Organizational
culture was then tested in the second part of the study as a mediator variable on the
relationship between each practice of talent management and employee’s job satisfaction.

3.1. Measures

The literature reviewed on the measurements of talent management practices was
vast; however, the majority of research was in a different sector, such as the banking sector,
and research conducted in the higher education sector was rare.

Hence, based on these studies, the questionnaire was designed involving three factors
to be studied: sustainable talent management practices (STMP); employee’s job satisfaction
(JS); organizational culture (OC). Demographic questions were gathered to determine
the respondent profile. In general, STMPs, along with the other variables in this study,
were evaluated on a standard five-point Likert scale (1 = Strongly Disagree, 5 = Strongly
Agree): talent attraction (TA was measured by 8 items); knowledge sharing (KS was
measured by utilizing 7 items); employee training (ET was measured by employing 6 items);
career development (CD was measured utilizing 6 items); organizational culture (OC
was measured by 10 items); employee’s job satisfaction (JS was measured by 7 items).
Therefore, the online questionnaire was used in the research as the main quantitative tool
in collecting data. The constructed questionnaire, based on The Minnesota Satisfaction
Questionnaire [39], included 44 items.

Random sampling based on a practical random sampling technique was used. This
method is the most widely used by researchers because it is incredibly fast, easy and
affordable. This type of sampling is characterized by the flexibility to get the specified and
appropriate information quickly, and at an occasional price, which is why the researchers
followed it, particularly due to the crisis of closures that the country was experiencing at
the time of the study as a result of the coronavirus (COVID-19) pandemic.

The questionnaire includes a cover page. The respondents were informed about the
purpose of the study. The survey was sent through emails to get permission to distribute
the questionnaire by ensuring that no internal information was required concerning the
university, or even the employees. Hence, the data was collected from September to
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December 2020. A Google form link was sent to the Dean to different faculties in each
university to obtain permission for distributing the questionnaire.

Although the researcher was sampling a large number of individuals among ten
universities in North Lebanon, by the end of the period only 200 surveys were received,
which was adequate for analysis.

3.2. Data Analysis
Pilot Study

This study recruited professionals and academics who work in the higher education
sector in North Lebanon. The participants supervised in the quantitative study were
executives at management level (specialist functions) or academic employees at a higher
level. Although there were some difficulties in getting a sufficient number of answers in
a large sample, large-scale surveys provide a good estimate of the target population [40].
Talented people working in the higher education industry in North Lebanon were recruited.
Participant were scientific and professional staff with a bachelor’s, master’s or doctorate
degree, who ranged in level of experience (scientific and professional staff under five to
over 16 years) and technical qualifications (academic and professional staff). The researcher
randomly selected participants from academic and professional staff who met the criteria
for participation in the ten universities.

A pilot study was carried out with 25 talented people. The collected data were
analyzed with the Cronbach α test to examine whether the correlation of the components
will be acceptable, with at least 0.70 as a value [34]. The values of the Cronbach α coefficient
were TA: 0.886, KS: 0.929, ET: 0.818, CD: 0.902, JS: 0.918, and OC: 0.904, all higher than 0.70,
which shows the reliability of the global measurement and confirms the investigation. The
corresponding results of the questionnaire survey could be evaluated in a larger sample at
the universities of North Lebanon. Concerning the analysis of quantitative data, SPSS 23
used descriptive statistics to ensure or show if there were significant differences between
populations, in addition to calculating the degree of consistency of the correlation of the
data through the participation of the mean and the standard deviation [41].

From the descriptive analysis of the sample, which was well distributed, 200 samples,
the participants in which were mostly between 36 and 45 years old (50.5%), with 127
females (63.5%) and 73 males (36.5%). Therefore, the number of females was higher. The
number of respondents with a doctorate was highest at 113 (56.5%), followed by those
with a master’s degree, 71 (35.5%), and those with a bachelor’s degree, 16 (8.0%). In
terms of years of experience, the number of participants with more than 16 years at work
was highest 74 (37.0%), while participants with 5 to 10 years of experience totalled 61
(30.5%), while the participants who had 11 to 15 years of experience totalled 51 (25.5%).
Administration totalled 63 (31.5%), and the participants having both occupations totalled
20 (10.0%). Finally, the highest number of employees, which was 131 (65.5%), have been
working full-time, while 69 (34.5%) were working part-time.

4. Results

In this paper, structural equation modeling (SEM) was utilized to analyze the data and
test the suggested hypothesis in order to demonstrate the mediating role of organizational
culture as it relates to sustainable talent management practices and employee job satisfac-
tion. This procedure was carried out using AMOS 22. SEM is recognized as a model-fit
method in which mediating factors or moderating variables exist [42,43].

This study was carried out in two steps: evaluating the overall path of the connection
inside the model, and examining the mediation impact. A perfect mediation boost if the
independent variable has no effect when the mediator is controlled. Confirmatory factor
analysis (CFA), and the examination of connections among variables using SEM, were the
two levels of analysis performed on the data [44].
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4.1. Descriptive Statistics Results

To descriptively determine the presence of, and correlations among, variables in
Lebanese universities, Table 1 displays standard deviations, and the correlation that exists
inside the model’s construct. As a result, the researcher found that the relationship between
sustainable talent management practices and employee job satisfaction is statistically
significant. On the other hand, the relationships between organizational culture and
employee job satisfaction, as well as talent management methods, were investigated. It
showed a statistically significant, p-value association between JS and OC (0.855) < 0.01,
TA and OC (0.809) < 0.01, KS and OC (0.753) < 0.01, ET and OC (0.811) < 0.01, and lastly
CD and OC (0.803) < 0.01 Sig. (2-tailed). As for means variance, the majority of the items
proposed in the questionnaire were all greater than 3 or tended towards 3, indicating that
there is a general tendency to a neutral level of agreement.

Table 1. Descriptive Statistics and correlation among variables.

Mean SD TA KS ET CD

Talent attraction 3.2092 0.90260 1
Knowledge Sharing 3.4264 0.88127 0.789 ** 1
Employee Training 3.1867 0.93576 0.867 ** 0.803 ** 1

Career development 3.0742 0.99856 0.827 ** 0.824 ** 0.859 ** 1
Job Satisfaction 3.1771 1.00202 0.874 ** 0.674 ** 0.839 ** 0.793 **

Organizational Culture 3.3915 1.01984 0.808 ** 0.757 ** 0.812 ** 0.806 **

** Correlation is significant at the 0.01 level (2-tailed).

4.2. Measurement Findings

It is necessary to demonstrate the model’s reliability while analyzing hypotheses.
Cronbach’s alpha techniques were used to determine reliability for this investigation. It
was used to assess the structure’s inherent consistency and dependability. Cronbach’s alpha
values of 0.7 or above are considered acceptable. According to Table 2, Cronbach’s alpha
ranged from 0.897 (due to employee training) to 0.962. (by organizational culture). Because
they all exceed the rate of 0.7, these records have a high degree of practical reliability.

The significant levels of indicators were evaluated for validity. Their average vari-
ances extracted (AVE) and square roots were discovered to demonstrate convergence and
discriminant validity. For this, each variable’s indicator was scanned to see if it had enough
weight within the significant ranges (loading 0.3; p 0.01) and if the associated AVE was
equal to or more than 0.5 [45]. The composite reliability (CR) value presented in Table 2
was all above 0.7 which implicates the consistency of the scale’s items. AVE values ranged
between 0.936 and 0.965, which was higher than the cutoff level of 0.5. As a result, it is
possible to conclude that the model passes the convergence validity test. Furthermore, the
square root of AVE was used to indicate the discriminant validity.

4.3. Hypothesis Testing

AMOS 22 was used to examine the hypothesized relationships using structural equa-
tion modeling (SEM). Structural equation modeling (SEM), which employs various models
to describe connections between variables, provided a quantitative evaluation of the theo-
retical model proposed by the researcher. More specifically, numerous theoretical models
that postulate how sets of variables create constructs and how these constructs are con-
nected may be evaluated in SEM. The findings of the analysis were given in two parts.
Confirmatory factor analysis (CFA) was used to determine which of the hypothesized
models better suited the model as a measurement. The results show a fit of χ2 = 5485.6,
D.F. = 899, CFI = 0.605, TLI = 0.565, RMSEA = 0.16, PCLOSE = 0. The mediation model of
organizational culture shows a good fit of χ2 = 360.6, D.F. = 2, CFI = 0.752, TLI = −1.606,
RMSEA = 0.949, PCLOSE = 0. This demonstrates that corporate culture has mediated the
link that exists between sustainable talent management practices (STMP) and employee job
satisfaction (JS). The findings indicate that there is a positive and substantial relationship
between each practice of sustainable talent management and employee job satisfaction,
which supports H1, H3, and H4.
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Table 2. Reliability test and convergent validity analysis.

Weight Load Cronbach’s Alpha AVE CR

Talent Attraction

0.903 0.954369875 0.994059

TA1 0.97 0.9409
TA2 0.987 0.974169
TA3 0.984 0.968256
TA4 0.96 0.9216
TA5 0.977 0.954529
TA6 0.984 0.968256
TA7 0.985 0.970225
TA8 0.968 0.937024

Knowledge
Sharing

0.908 0.965506286 0.994922

KS1 0.976 0.952576
KS2 0.988 0.976144
KS3 0.967 0.935089
KS4 0.99 0.9801
KS5 0.989 0.978121
KS6 0.983 0.966289
KS7 0.985 0.970225

Employee Training

0.897 0.959752 0.993059

ET1 0.983 0.966289
ET2 0.976 0.952576
ET3 0.978 0.956484
ET4 0.979 0.958441
ET5 0.981 0.962361
ET6 0.981 0.962361

Career
Development

0.912 0.962131167 0.993482

CD1 0.961 0.923521
CD2 0.99 0.9801
CD3 0.991 0.982081
CD4 0.981 0.962361
CD5 0.982 0.964324
CD6 0.98 0.9604

Job Satisfaction

0.922 0.939037571 0.99081

JS1 0.979 0.958441
JS2 0.965 0.931225
JS3 0.968 0.937024
JS4 0.974 0.948676
JS5 0.96 0.9216
JS6 0.956 0.913936
JS7 0.981 0.962361

Organizational
Culture

0.962 0.9361781 0.993228

OC1 0.964 0.929296
OC2 0.948 0.898704
OC3 0.98 0.9604
OC4 0.965 0.931225
OC5 0.975 0.950625
OC6 0.958 0.917764
OC7 0.979 0.958441
OC8 0.979 0.958441
OC9 0.974 0.948676
OC10 0.953 0.908209

As previously indicated, the findings of assessing the mediation effect of organiza-
tional culture on the link between sustainable talent management methods and employee
job satisfaction were included in the second stage. Furthermore, the organizational culture
was revealed to have a full-fledged mediation impact. According to the findings presented
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in Table 3 H5 (a), H5 (b), H5 (c), and H5 (d), this impact is also supported by the significance
of the relationship between sustainable talent management and employee job satisfaction;
however, the hypothesis H2 was negatively statistically significant.

Table 3. Mediation effect.

Standardized Parameter Estimate

OC ← TA 0.351
OC ← KS 0.152
OC ← ET 0.298
OC ← CD 0.325
JS ← TA 0.6
JS ← OC 0.419
JS ← KS −0.358
JS ← ET 0.277
JS ← CD 0.119

In conclusion, the relationship between sustainable talent management practices
and employee job satisfaction was positive, and the hypothesis testing was statistically
significant. Moreover, the effect of organizational culture indicated partial mediation
between a number of relationships, except for the full mediation of the organizational
culture on the relationship between knowledge sharing and employee job satisfaction. The
hypothesis was tested for model fit, as shown in Figure 2. The research model indicated that
sustainable talent management methods accounted for 41% of the variability in employee
job satisfaction when the mediation impact of organizational culture was taken into account.

Figure 2. Structural Model.
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5. Discussion and Conclusions

5.1. Discussion

In light of globalization, technology, and other factors that have affected the economy
and management system, and because of the necessity to regulate and promote sustainable
talent management systems in order to attain competitive advantages within the market, it
has become increasingly important to review sustainable talent management in terms of its
definition and how best it can be attained in institutions. Sustainable talent management
entails not just acquiring talents from outside the firm, but also recognizing, promoting,
and developing those who are already on staff. Many businesses now think that both
sustainability and corporate responsibility are essential for attracting and retaining tal-
ent [46]. Previous research has assumed that talent recruitment and employee satisfaction
have a beneficial impact on organizational success [47], with a substantial positive associa-
tion between recruiting talent and work happiness. Such research has mainly focused on
theoretical perception. Several studies have found that the better the job satisfaction, the
greater the employee’s goals and readiness to share information with others [48]. Employee
training and development has a positive relationship with employee job satisfaction, as
evidenced by prior studies showing that through training programs, employees become
more confident at work, leading to job satisfaction [49].

Hence, this study seeks to contribute to the topic of sustainable talent management and
employee job satisfaction by evaluating each practice and its impact on worker satisfaction,
as well as the introduction of organizational culture as a mediator between them and
employee job satisfaction, especially given the scarcity of empirical research in this field.

The purpose of this study was to investigate the impact of sustainable talent manage-
ment practices, such as talent attraction, knowledge sharing, employee training, and career
development, on employee job satisfaction in Lebanese universities, while also assessing
the role of organizational culture as a mediator in this relationship. The developed theo-
retical model was empirically tested by collecting data from academic and administrative
employees in public and private institutions to investigate the relationship between the
independent variables and the dependent variable, as well as the impact of the mediator
variable on them.

The findings of the study have improved the talent management literature by assessing
the impact of sustainable talent management practices, i.e., talent acquisition, knowledge
sharing, employee training, and career development, as well as by estimating the mediation
impact of organizational culture between talent management practices and employee job
satisfaction. Previous work in the talent management literature has shown the importance
of various variables in retention, but have not examined the individual components that
assess the organization’s goals.

The empirical implementation of the study was carried out in the higher education sec-
tor in northern Lebanon and the study results confirmed a significant connection between
the practices of talent management (talent acquisition, knowledge exchange, employee
training, and professional development) and job satisfaction of employees, the relation-
ship of which is strengthened by the mediation variables of organizational culture, except
knowledge exchange, which was diminished in connection to organizational culture.

These results were aimed at the importance of the relationship between talent man-
agement practices and employee job satisfaction. First, talent attraction has positively
influenced job satisfaction in the higher education sector. The second hypothesis tested
the link between knowledge sharing and job satisfaction, which had a strong, positive rele-
vance. Other studies, e.g., suggest that the higher the job satisfaction, the higher employees’
intentions and willingness to share knowledge with others [50]; however, the finding
of organizational culture as a mediator variable has weakened the connection between
knowledge sharing and employee satisfaction. The third practice of sustainable talent
management was employee training and development, which had a productive connection
with employee job satisfaction; through training programs, employees will profit from
confidence at work resulting in job satisfaction. The result of the paper additionally concurs
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with researchers [51] who have shown that colleges, with their various offices, are one of
the best settings to apply talent management. Finally, career development, which has been
studied by other researchers [52], has a positive and significant effect on job satisfaction.
The results of this study have strengthened the validity of this relationship, and institutions
will benefit from taking procedures in their culture to achieve greater employee job satisfac-
tion. Sustainable talent management practices have a positive relationship with employee
outcomes, especially satisfaction. It will be a benefit for any institution to implement these
practices in their culture.

However, the most important conclusions of this study, which distinguish it from
other studies, are that there is a significant partial and indirect communication relationship
between the practices of sustainable talent management and employee satisfaction and the
existence of organizational culture as a mediator variable. The results of the organizational
culture indicate a positive and significant connection between sustainable talent manage-
ment methods and the job satisfaction of employees; hence, there is a strong, negative
mediation of organizational culture between knowledge sharing and employee satisfaction.

5.2. Conclusions

Most institutions have recognized the importance of sustainable talent management
practices in order to improve their performance in a given sector, to differentiate themselves
from other institutions in the market and to create a potential competitive advantage.
Sustainable talent management practices are primarily aimed at attracting talent, sharing
knowledge, training employees, and developing themselves.

The aim of the research was to examine the influence of organizational culture as a
mediating variable in the relationship between sustainable talent management practices
(i.e., talent acquisition, knowledge sharing, staff training, and professional development) on
the level of job satisfaction of staff in Lebanon’s education sector. Our results demonstrated
the positive and significant relationship between sustainable talent management practices
and employee job satisfaction. This study reinforces that connection with organizational
culture, with the exception of pointing out the poor effect of knowledge sharing and
employee job satisfaction in the presence of organizational culture. If organizations in
the higher education sector want to attract, develop and retain talent in order to increase
employee satisfaction, they must shift their sustainable talent management practices in
a changing environment. If they make the necessary changes, they will benefit from the
skills of the employees and gain a competitive advantage.

6. Limitations and Future Studies Recommendation

The sample of the study was affected by the severe financial crisis, along with the
immigration of young talented graduates, that Lebanon currently faces. The results of
this study are based on universities in Northern Lebanon. The same constructs can be
transferred to other universities and other cultures/countries. A quantitative research
design was created. A mixed-method is recommended for future studies, for example,
a qualitative method that utilizes interviews questionnaires as a quantitative method.
The author also suggests research techniques such as open-ended questions and focus
interviews with employees. The researcher recommends another future study to evaluate
various talent management practices, such as mentoring.
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Abstract: Considering the profound societal change taking place in several developing countries,
the objective of this paper is to reflect on work-family conflict (WFC) both as a concept and a social
phenomenon. Given that WFC is a concept rooted in academic debate focusing on developments in
Western, largely individualistic, societies, this paper reconsiders WFC’s value added as applied in
a context of a collectivist society in a developing country. The objective of this paper is thus threefold,
i.e., (i) to assess WFC’s applicability in a context of a collectivist society in a developing country, where
the position and role of women gradually changes; (ii) to develop a culturally adjusted/sensitive scale
to measure the scope of WFC in Pakistan, whereby the latter is treated here as a case study; and (iii)
to reflect on the possibility of devising a set of good practices that would allow a smooth inclusion
of women in the formal workforce, while at the same time mitigating the scope and scale of WFC.
The value added of this paper stems from these three objectives.

Keywords: work family conflict; talent management; sustainability; best practice; developing country;
modernization; women in society; women in formal workforce; collectivist societies; Pakistan

1. Introduction

Work-family conflict (WFC) is a concept well embedded in the academic literature [1–5]. In the
burgeoning body of research on WFC, diverse facets of the challenge have been explored [6–8].
Essentially, the concept, and so the debate, have been born out of and revolve around the question of
how to manage the increasingly demanding career and family life. Originating in academic debates
in the Anglo-Saxon world, the WFC literature, to a great extent, mirrors developments specific to
individualistic societies in the developed world. That is, traditionally, the WFC debate used to be
concerned with the implications of progressive inclusion of women in the workforce for family life.
For this reason, implicitly, especially early works on WFC exhibit a certain positive gender-bias,
i.e., women, rather than men, and the strain women, rather than men, endure were at the center of
researchers’ attention. Importantly, over the years, a number of factors such as increasing number
of dual career couples and the resultant decrease in single income families, the rise in single-parent
households, as well as gradual decoupling of wage from gender rendered it necessary that new angles
and new insights were added to the WFC debate. Indeed, the most recent works on WFC uphold
issues as diverse as gender-equality, strain that men endure, and others, including questions of WFC in
connection to the LGBT communities [9,10].
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The value added and the application of research exploring diverse facets of WFC is multifold [11–13].
This paper looks specifically at WFC in connection to human resource management and, in this context,
in connection to talent management in the workplace. Knowledge and understanding of WFC and
the specificity of the multiple challenges it signifies are necessary for efficient talent management
at a company/organization level. Research suggests that several tools, including flexible working
time and place, task-oriented appraisal to mention such a few [14–17], prove efficient in mitigating
WFC. Nevertheless, all too frequently employers tend to ignore these insights. This in turn affects
productivity, efficiency, and as a result, sustainability of a given organization/business. To add a twist
to this approach, this paper applies WFC in a less obvious context, i.e., that of a collectivist developing
country undergoing a process of profound societal change that includes gradual inclusion of women
in formal workforce. The objective here is (i) to assess WFC’s applicability in a context of a collectivist
society in a developing country, where the position and role of women gradually changes; (ii) to
develop a culturally adjusted/sensitive scale to measure the scope of WFC in Pakistan, whereby the
latter is treated as a case study; and (iii) to reflect on the possibility of devising a set of good practices
that would allow a smooth inclusion of women in the workforce, while at the same time mitigating the
scope and scale of WFC.

The argument in this paper is structured as follows. First, a structured literature review is
conducted to make a case for the need of a more nuanced culturally sensitive approach to WFC.
In what follows, by focusing on the case of Pakistan, a culturally adjusted, i.e., taking into account the
collectivist nature of the society and its stage of development, scale to measure WFC is devised. It is
then applied through surveys and semi-structured interviews. Quantitative and qualitative analysis
of the survey outcomes follows. Discussion and recommendations complete the argument. The key
message that this paper conveys is that the two-pronged process of empowering women and inducting
them in the formal workforce has a price [18,19]. WFC is one of them. As in this respect, developing
countries follow the path curved by others, it is important to use the opportunity to have everyone
involved in the process of societal transition for the sake of mitigating the scale and scope of WFC as
experienced by women, and increasingly also by other societal groups.

2. Literature Review: Work Family Conflict and Its Diverse Facets

Work, family and parenting hold the utmost psychological importance in one’s life [20]. With the
passage of time and the changing demographic in the workforce, the notion of work-family conflict
(WFC) established itself as one of key topics of interest for researchers, experts and policy makers. This
is due to the significant increase in the number of women in the labor force over the past decades [21].
A growing number of studies report that women find it extremely challenging to deal with the demands
of both work and family life. As a result, WFC is on the rise. In the past, work and family were considered
unrelated entities [22], however, the diverse number of empirical researches negated the notion as just a
myth [23,24]. Work and family are two essential spheres of one’s life, and they cannot be separated. Work
is not only an essential source of income but also, ideally, a source of positive stimuli for one’s self-esteem,
empowerment, etc. Family, ideally, should be the source of love, affection, and contentment. Ideally,
therefore, keeping work and family simultaneously in balance will have positive effects on individuals’
well-being [25]. Reality suggests, however, that it is increasingly difficult for individuals/employees to
maintain harmony between their respective family roles and professional responsibilities. Hence, the
propensity of conflict between these two increases [26,27], which results in WFC.

In the academic debate on the issue, the theoretical backdrop used to explain the linkages between
work and family has been the derived from role scarcity model [28] and role theory [29]. Both explicitly
elucidate the relationship between work and family. The scarcity hypothesis posits that human energy
resource is fixed and allocating resources to work and family simultaneously [28] produces negative
affect [30], which undermines human health. Similarly, role theory [29] asserts that individuals in
their life are confronted with multiple incompatible roles, and each role holds specific requirements
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and expectations which might unavoidably conflict in some way. This sort of conflict has been called
inter-role conflict.

On the basis of scarcity theory and inter-role theory, researchers defined WFC as “a form of
multiple conflicts in which the role pressures of the work and family domains are mutually incompatible
in some respects” [31]. To put it differently, WFC occurs when demands between the work and family
roles are mismatched with each other and affect one’s ability to deal with both roles. Elaborating
further on WFC phenomena, researchers [31] proposed three types of pressures contribute to WFC:
time, strain, and behavior-based pressures. Time-based pressure occurs in proportion to number of
hours or time allocated in one role, making it arduous to allocate time to another role. Strain-based
pressure occurs when strain resulting from one role negatively interferes in another role, e.g., being
cranky and short tempered at home because of overload, maltreatment or bullying at workplace [15].
Behavior-based pressure occurs due to incompatibility of suitable or specific behavior required in work
and family domains (e.g., being authoritative or strict at work may assist getting work done, but being
strict at home may create tension at home).

Balancing work–family demands has become an increasingly exigent task for working personnel
around the globe [16]. Work to family interference (WIF) factors tend to be related with job type, job
involvement, job flexibility, work time commitment [17], inflexible working hours or schedules [32],
overtime [33], and workplace bullying [34] considered as responsible of causing occupational stress
among the workers [35]. A research conducted with working women reported that women tend to
have a poor relationship with their spouses as a result of inflexible work schedule [36] and unfinished
work [37]. On the other side of the coin, family to work interference factors involve the cultural role of
parenting [38] predicted by the presence of younger children [39] or having more children [40], elderly
care [41] marital tension or spending more time on household chores [42] unavailability of child care [43]
family system [44] and spousal support [45] play an important role in family to work interference (FIW).

3. Is the WFC Still Relevant If Applied to the Case of Pakistan?

The objective of this section is to reflect on WFC and its applicability in the context of Pakistan.
The latter is treated here as a case-study in ‘Eastern’ collectivist society, a developing country
undergoing a process of profound societal change. Considering the fact that the WFC was coined
to allow examination of processes and developments specific to Western, individualistic societies in
developed world, the question is to what extent and how WFC can be applied in context of Pakistan.

Social and economic structure of the eastern society is quite complex as compared to Western
societies [46]. Powell et al. [16] acknowledged that work family literature lacks insights into societal
and cultural factors shaping individuals’ experiences at the work-family interface. According to
Hofstede [47] culture refers to “the collective programming of the human mind that distinguishes the
members of one human group from those of another”. With strong family orientation and deeply
rooted traditional family relations, Pakistani culture considered family as a nucleus and is considered as
a source of contentment and peace in life. However, with the passage of time and the changing economy
in terms of increasing inflation, people started realizing the need to share financial responsibilities
by the participation of women in the workforce. However, changing trends in the work force did
not bring much change to Pakistani women’s lives. That is, they still face culturally determined
expectations and are expected to fulfill the traditional role of homemaker [48]. Pakistani women are still
considered to be the only ones responsible for fulfilling the demands of children and family. In these
circumstances, conflicts arise when the family, and especially the spouse, are not ready to cooperate in
view of easing the burden endowed on women. This lack of readiness to support women results in
strain among working women [46]. Therefore, it is important to address culturally related variables
responsible for WFC. Moreover, literature [49] has suggested the fourth dimension of WFC, namely,
psychologically based WFC. The latter depicts a situation of conflict that results from psychological
preoccupation in one role domain, which then interferes with the ability to perform a role in another
domain. Examples include being preoccupied or mentally distracted due to work responsibilities
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and thus underperforming at home, or conversely, being stressed or thinking about a sick child, thus
undermining performance at work.

The nature of demands encountered in the work and family domains as well as the resources
available in these domains in collectivistic cultures may be different from those in individualistic cultures.
Hofstede et al. [50] noted that in collectivistic societies, individuals are expected to maintain harmonious
relationships with extended family members. In Pakistan, there is a commitment to maintaining
a long-term relationship to their extended families [51]. As such, family obligations often extend beyond
responsibilities toward one’s own children and spouse; individuals often have financial and emotional
obligations towards extended family relations [16]. Thus, extended family obligations may divert
time and energy resources of employed parents in collectivistic societies. Literature suggests [52,53]
that uneven or disproportionate domestic family duties and responsibilities are important factors
that make it difficult for women to combine all their domestic responsibilities with their work life.
A study conducted with Pakistani women reported that pressure from the employers and home roles
put women under the burden of dual responsibilities, which resulted in mental, psychological, and
emotional stress [54,55]. A study conducted with successful Pakistani professional women reported that
participants had to work hard to balance their professional roles with the traditional demands of their
culture, specifically their duties as wives and mothers [56,57]. Moreover, a similar study carried out
with on Pakistani married female professionals concluded that working hours, inflexible schedule, high
work demand, lack of spousal support and high family demands as contributing factor of WFC [58].
Furthermore, working women having younger children faced more distress over family issues and
expressed more guilt for not giving proper time to their children, husbands, and family [58]. Moreover,
a lack of social support, especially spousal support in the management of household responsibilities,
could lead to FWC which further create stress and tension among working women [59].

4. How to Measure WFC in Context of Pakistan? Method and Methodology

Drawing on the discussion presented in the previous sections, this study makes a case for
a culturally adjusted WFC sensitive to the specificities of Pakistan, i.e., a collectivist society in
a developing country. To this end, in this section an indigenous scale to measure WFC, referred to as
Work Family Conflict Strain Scale (WFCSS) is developed. The WFCSS is an indigenous tool designed to
capture conflict that arises at the intersection of competing work and family obligations as experienced
by married working women in Pakistan. The WFCSS is developed in Urdu language that has the
suitable psychometric properties to account for nuanced, culturally-sensitive meanings.

The study consisted of four stages. In stage I, WFCSS items were generated through recommended
combined method of inductive and deductive approaches [60]. In stage II, the exploratory factor
analysis (EFA) was conducted on (N = 250) married working women aged ranged 25 to 60 years (M =
40.0, SD = 10.2). Using varimax rotation which yielded five factors (work interference with family,
family interference with work, psychological spousal conflict, societal perception strain, and work
strain) accounted for 60% of variance. In stage III, confirmatory factor analysis (CFA) was carried
out to endorse the factors emerged through EFA. The CFA sample was consisted of an additional
sample of married working women (N = 500) age ranged 25 to 60 years (M = 39.2, SD = 9.64) recruited
through purposive sampling from Lahore city (Pakistan). Results of CFA showed a good fit with
the data. The alpha coefficient for five factors ranged from 0.80 to 0.90 and 0.93 for the total WFCSS.
In stage IV, the convergent (0.71) and discriminant validity (−0.64) was determined with the scores of
psychological wellbeing and psychological distress subscales of Mental Health Inventory.

5. The Study and Its Results

5.1. Stage I—Item Generation of Work-Family Conflict Strain Scales (WFCSS) for Pakistani Women

The items were generated using an inductive as well as and deductive approach through relevant
literature; five semi structured interviews; and three focus groups with working women, i.e., doctors,
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nurses, lecturers, schoolteachers, and bankers. Review of existing scales (see Appendix A) was
conducted, and items relevant to Pakistan’s culture were highlighted. WFC factors are more or less
similar among women globally. However, this study aimed to develop a more culturally sensitive
scale. To this end, interviews were conducted and insights from focus groups were collected.

Informal interview protocol was prepared in coordination with the consultation of a psychology
lecturer and psychologist to get in-depth, detailed, and comprehensive WFC variables. Semi structured
interviews were carried out with five working women selected through purposive sampling strategy,
with the age of respondents between 30 and 40 years (M = 34, SD = 3.4), working in a school, college,
hospital or bank to elicit their experiences of WFC. The interviews were conducted in a one to one
setting, and they were audiotaped with participant’s permission and transcribed later. Detailed probing
was done to elicit maximum factors responsible for WFC in our culture. Similarly, three separate focus
groups were conducted to reach to many participants at once and to get a rich source of information
from working women in different professions. Using purposive sampling, the first focus group was
comprised of female teachers (N = 3) aged between 30 and 40 years (M = 33, SD = 1.2) working in the
banking sector. The second focus group comprised of four women working in hospital, two doctors
and two nurses aged between 25 and 60 years (M = 33, SD = 3.4). The third focus group was comprised
of three working women from the school and university sector aged between 30 and 40 years (M = 34,
SD = 1.0). Participants were encouraged to share their experiences of work family interaction in terms
of work, family, and cultural antecedents and how conflict among these affects their health. A prior
permission and written consent were taken for audiotaping the discussion; afterwards, that discussion
was transcribed, and relevant information was extracted. In order to retain the most appropriate items
for scale, 40 statements were grouped together for endorsements from five experts to established
content validity.

5.1.1. Empirical Validation through Experts

In this step, content validity of WFCSS was established by approaching four experts (two
psychologists and two social workers) having at least three years of professional experience. Content
validity is the extent to which it is pertinent to construct the instrument [61]. Experts were asked to
rate each item in terms of relevance to its construction, clarity, and readability on a 4 point rating scale
ranging from 1 = Not relevant to 4 =Most highly relevant with the construct.

Expert rating served as basis to establish the content validity index (CVI) (Table 1). According to
research findings, when the number of experts is equal to 5 or less, CVI should be not be less than
1 [62]. In order to calculate each item CVI (I-CVI) index, the rule of thumb is dividing the number of
agreements by the total number of experts. The scale Content Validity Index (S-CVI) “Scale CVI =
Total Item CVIs/Total No. of items”. The WFCSS scale content validity is calculated as follows: S-CVI
= 0.32/40 = 0.80.

Table 1. Experts (E) ratings, No. of agreements and I-CVIs for Work Family Conflict Strain Scale
(WFCSS) for Pakistani women.

Sr# E1 E2 E3 E4 E5 # of Agreements I-CVI

1 4 3 4 4 4 5 1
2 4 4 4 4 4 5 1
3 4 4 4 4 4 5 1
4 3 4 4 4 4 5 1
5 4 2 4 3 4 5 1
6 4 4 3 3 3 5 1
7 4 4 4 4 4 5 1
8 3 4 4 4 4 5 1
9 4 3 3 4 3 5 1

10 3 4 3 4 4 5 1
11 4 4 4 4 4 5 1
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Table 1. Cont.

Sr# E1 E2 E3 E4 E5 # of Agreements I-CVI

12 3 4 4 3 4 5 1
13 4 3 4 4 3 5 1
14 3 3 4 4 3 5 1
15 3 3 3 3 3 5 1
16 2 2 3 3 3 3 0.60
17 4 4 3 3 4 5 1
18 4 4 4 4 4 5 1
19 4 4 3 4 4 5 1
20 3 3 4 4 4 5 1
21 4 4 4 4 4 5 1
22 4 4 4 4 4 5 1
23 4 3 4 4 4 4 1
24 4 4 4 4 4 5 1
25 3 4 4 4 4 4 1
26 3 4 3 3 3 3 1
27 3 4 4 3 4 5 1
28 4 4 4 3 4 5 1
29 3 4 4 3 4 5 1
30 3 3 3 3 4 5 1
31 4 4 3 4 4 5 1
32 4 4 3 3 4 5 1
33 3 3 2 2 3 3 0.60
34 4 3 3 4 4 5 1
35 3 2 3 3 2 3 0.60
36 3 2 2 3 3 3 0.60
37 3 4 3 3 2 3 0.60
38 2 3 3 2 3 3 0.60
39 3 3 2 2 2 3 0.60
40 4 4 4 3 4 2 0.40

Note: I-CVI below 1 is not incorporated for S-CVI.

According to [62,63], acceptable criteria of S-CVI is 0.80 and above. Thus, indigenous WFCSS has
acceptable scale content validity. The chosen items were closely scrutinized for their content as well.
Suggestions from the participants on wording were incorporated, and rephrasing was done before
presenting them in the final version of the questionnaire having 32 items.

5.1.2. Pilot Study

In order to determine the clarity and level of difficulty of WFCSS, a pilot study was carried out.
Purposive sampling strategy was employed on (N = 30) working women in different professions
with ages ranging between 25 and 60 years (M = 34, SD = 7.3). They were encouraged to report any
ambiguity in understanding of items. However, none of them reported any ambiguity in terms of
understanding the items content, and 32 items were listed for further analysis.

5.2. Stage II—Factor Structure, Construct Validity and Internal Consistency of the Scale

In Stage II, factor analysis was followed by a pilot study, which revealed no ambiguity in terms of
items understandability and comprehensibility. To establish construct validity of the current scale,
exploratory factor analysis (EFA) was carried out using Varimax rotation. An independent sample
was taken through purposive sampling strategy (N = 250), and sample size was decided according to
recommended criteria of at least five participants per item [64]. Sample comprised of working women
from different professions (school, universities, hospitals, and banking) aged between 25 and 60 years
(M = 40.0, SD = 10.2) The majority of women were from the medical profession (37%) and the school
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sector (37%), whereas 22% belonged to higher education and 4% to the banking sector. Women facing
challenges such as separation, divorce, and infertility were not included in the sample.

5.2.1. Procedure

Permission from concerned authorities (schools, hospitals, banks, and universities) were taken
prior to administrating the present protocol. Adequate information regarding the purpose of the study
was commutated and written consent was taken from the participants. Furthermore, instructions
regarding filling the scale were clearly mentioned in writing as well as verbally. The confidentiality of
information was assured, and completion of scale was followed by thanking the participants for their
time and cooperation.

5.2.2. Results

EFA was run after examining the factor analysis assumptions. The varimax rotation method
was used to extract Principal components. Analysis generated 5 mutually inclusive factors showing
eigenvalue greater than 1 (see Table 2). All factors were clear, well defined, and selected on the basis of
theoretical assumptions along with screen plot, and eigenvalue greater than 1.0. Moreover, significant
amount of variance (60%) was accounted for 5 factors. Factor 1 comprised of seven items related
to family variables’ interference with work domain (responsibilities, children, unpleasant/tension at
home); therefore, it was labeled as “family interference with work (FIW)”. The items no. 9, 10, 11, 17,
18, 26, and 27 showed loadings on the first factor and explained 38% of the variance (Appendix B).
Factor 2 comprised seven items related to work variables that interfere with the family domain (nature,
time, responsibilities, etc.), and was therefore labeled as “work interference with family” (WIF). Items
no. 1, 2, 3, 4, 19, 20, and 21) loaded on this factor and accounted for 7.65% of variance. Factor 3
comprised of six items (14, 15, 16, 28, 29, and 30) related to spousal conflict over managing work and
family responsibilities encounter by working women which cause psychological strain on women
(e.g., lack of appreciation, criticism for being an irresponsible wife, etc.) This factor was labeled as
“psychological strain due to spouse” (PSS), which accounted for 5.54% of variance. Factor 4 composed
of six items (5, 6, 7, 8, 12, and 13) related to societal perception and expectations from working women
that cause strain in addition to WFC (e.g., eldercare, expected guests, traditional expectations etc.)
Therefore, this factor was labeled “psychological strain due to societal perception strain” (PSSP) and
accounted for 5.18% of variance. Factor 5 comprised six items (22, 23, 24, 25, 31, and 32) related to
strain caused by work domain (e.g., bringing assignments home, senior attitudes, unequal distribution
of work responsibilities, etc.), which cause additional strain on working women. Therefore, the fifth
factor was labeled “psychological strain due to work” (PSW) which accounted for 4.38% of variance.

Table 2. Factor loading of 32 items of WFCSS (N = 250).

Item 1 2 3 4 5 Item Total Correlation

WIF1 - 0.74 0.20 - 0.10 0.30 **
WIF2 0.10 0.69 - - - 0.30 **
WIF3 0.13 0.76 - 0.12 0.14 0.50 **
WIF4 0.12 0.56 0.48 - 0.33 0.70 **
PSSP5 0.15 - 0.19 0.68 - 0.51 **
PSSP6 0.10 - - 0.73 0.17 0.80 **
PSSP7 - - 0.12 0.76 - 0.40 **
PSSP8 - - 0.12 0.72 0.12 0.41 **
FIW9 0.66 0.26 0.16 0.13 0.33 0.52 **
FIW10 0.61 - 0.25 0.15 0.10 0.32 **
FIW11 0.65 - 0.14 0.13 0.20 0.61 **
PSSP12 - 0.16 - 0.73 - 0.60 **
PSSP13 - 0.13 0.13 0.69 - 0.58 **
PSS14 0.25 0.22 0.69 0.11 - 0.80 **
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Table 2. Cont.

Item 1 2 3 4 5 Item Total Correlation

PSS15 - 0.19 0.77 0.25 0.20 0.51 **
PSS16 0.17 - 0.74 0.16 0.17 0.50 **
FIW17 0.72 - 0.18 - 0.32 0.62 **
FIW18 0.67 0.23 0.17 0.17 0.23 0.80 **
WIF19 0.12 0.62 - - 0.27 0.53 **
WIF20 0.17 0.51 - 0.12 - 0.70 **
WIF21 0.30 0.69 0.28 - 0.46 0.70 **
PSW22 0.24 0.22 0.14 0.15 0.65 0.43 **
PSW23 0.30 0.11 0.18 0.12 0.65 0.60 **
PSW24 0.35 0.21 0.30 - 0.62 0.61 **
PSW25 0.29 0.37 0.21 0.14 0.65 0.32 **
FIW26 0.72 0.11 0.25 - - 0.42 **
FIW27 0.74 0.13 0.27 - 0.19 0.61 **
PSS28 0.27 0.32 0.63 0.16 - 0.30 **
PSS29 0.19 0.12 0.69 0.11 - 0.50 **
PSS30 0.19 0.24 0.76 0.17 0.13 0.63 **
PSW31 0.22 0.13 - 0.18 0.69 0.30 **
PSW32 0.44 0.40 0.16 - 0.71 0.44 **

** p < 0.01 Note. Items less than 0.40 loading were excluded.

Table 3 showed that WFCSS is internally consistent measure, as all the subscales of WFCSS showed
positive correlation with other and above all with total scores of WFCSS.

Table 3. Alpha coefficient, inter-correlations for five subscales, and total scores of work family conflict
strain scale (N = 250).

Factors 1 2 3 4 5 6 α

1. FIW - 0.52 ** 0.53 ** 0.30 ** 0.62 ** 0.81 ** 0.90
2. WIF - - 0.50 ** 0.30 ** 0.74 ** 0.83 ** 0.83
3. PSS - - - 0.50 ** 0.60 ** 0.81 ** 0.87

4. PSSP - - - - 0.40 ** 0.64 ** 0.85
5. PSW - - - - - 0.82 ** 0.82

6. WFCSS
TOTAL

- - - - - - 0.93

** p < 0.01 Note. FIW = family interferences with work, WIF = work interference with family, PSS = psychological
strain due to spouse, PSSP = psychological strain due to societal perception, PSW = psychological strain due to work.

5.3. Stage III-Confirmatory Analysis

5.3.1. Sample

Using purposive sampling strategy, an additional (N = 500) working women aged between 25
and 60 years (M = 39.2, SD = 9.64) were approached from different institutions and organizations (i.e.,
3 schools, 3 colleges/universities, 3 hospitals, and 2 banks) where the majority of women participants
could be found. Only married working women with at least one child were included in the sample.

5.3.2. Instrument

Work family conflict strain scale (WFCSS) developed in Stage I was used. The scale comprised
five subscales named family interference in work, work interference with family, psychological strain
due to spouse, psychological strain due to societal perception, and psychological strain due to work.
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5.3.3. Procedure

Before administering the indigenously developed WCSS, permissions were taken from all
institutions and organizations by explicitly communicating the purpose of the study. In the following
step, the participants were informed about the scope and objectives of the research. Then participants
were requested to fill the consent forms. The confidentiality of their personal details was assured.
The completion of the questionnaire was followed by thanking the participants for their time and
cooperation. A total of 650 questionnaires were distributed from which 550 questionnaires were returned.
Among them, 50 forms were incomplete, while the rest of 500 questionnaires were retained for the CFA.

5.3.4. Results

In order to confirm the measurement model of WFCSS, confirmatory factor analysis was conducted.
Furthermore, AMOS-21 was used to confirm the factors retained in the EFA. CFA showed a good fit
to the data with Chi square = 1085.072, df = 485, p = 0.000, RMSEA = 0.050, CFI = 0.91, TLI = 0.90,
and GFI = 0.93. In CFA, chi square value is recommended non-significant, but in a larger sample,
it is usually significant. Therefore, it is generally recommended to divide the chi square by degree of
freedom, and it should be less than 3, which represents a good model fit [65]. In the current CFA, chi
square value is divided by degree of freedom yield 2.23, which is within recommended limit.

5.4. Stage IV—Convergent and Discriminant Validity

To further establish psychometric properties of the indigenously developed WFCSS, convergent
and discriminant validities were assessed.

5.4.1. Sample

An additional sample of (N = 50) working women aged 25 to 60 years (M = 39.6, SD = 9.16) were
approached through purposive sampling from different professions.

5.4.2. Instrument

Work Family Conflict Strain Scale for Pakistani Women (WFCSS)

Work Family Conflict Strain Scale for Pakistani Women was developed in Stage I of the current
research. It is a 32-item, 7-point rating scale ranging from 1 (strongly disagreed) to 7 (strongly agreed).
It comprises five subscales and has alpha Coefficient 0.93 (see Appendix B).

Mental Health Inventory (MHI)

Mental health inventory developed by Veit and Ware [66], Urdu version [67], was used to establish
the convergent and discriminant validity. MHI is a 38-item inventory having a 6-point rating scale
where all of the time is rated as 1 and none of the time as 6. MHI has two global scales, viz.,
psychological well-being and psychological distress. As WFCSS measures the strain and psychological
stress encountered by the working women in balancing the work and family responsibilities, MHI was
used for convergent and discriminant validity.

Psychological Distress Subscale

Psychological distress subscale of MHI [67] was used for convergent validity. Psychological
Distress, which elucidates negative mental health condition, comprised 24 items, having 6-point rating
format and scores ranging from 22 to 132. Moreover, the alpha coefficient of the psychological distress
subscale is (α = 0.94). The hypothesis was that a positive association between WFCSS and psychological
distress subscale of MHI exists. Furthermore, it was assumed that the correlation between the latent
constructs of two scales was close or equal to the value of 1.00.
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Psychological Wellbeing Subscale

Psychological well-being subscale of MHI [67] was used for discriminant validity. Psychological
well-being elucidates positive mental health status, which measures emotional stability and life
satisfaction. It comprised 14 items and scores ranging from 16 to 96. Overall alpha coefficient of
psychological wellbeing is (α = 0.90). The hypothesis was that a negative association between WFCSS
and psychological wellbeing subscale of MHI exists. Moreover, it was assumed that the correlation
between the latent constructs of two scales was less close to 1.00.

5.4.3. Procedure

The same procedural protocol used in Phase II and III was followed for validation study as
well. WFCSS, along with psychological distress and psychological wellbeing subscales of MHI, was
administered on the 50 working women. It took 12 to 18 minutes to complete the questionnaire
protocol, and participants were acknowledged for their time and effort. To establish the convergent
and discriminant validity, correlation analysis was calculated between WFCSS and MHI.

5.4.4. Results

In order to established convergent validity, positive correlation between WFCSS and psychological
distress subscale of MHI was hypothesized. Using Pearson correlation findings revealed that total,
and all subscales of MWFCC had positive significant correlation with psychological distress subscale.
Similarly, for discriminant validity, negative correlation between WFCSS and psychological wellbeing
subscale of MHI was hypothesized. Using Pearson correlation, findings revealed that total, and all
subscales of MWFCC had negative significant correlation with psychological wellbeing subscale (see
Table 4).

Table 4. Correlation matrix for the work family conflict stress strain (WFCSS), mental health inventory
(MHI)-psychological distress and MHI-psychological wellbeing.

Sr. no. Scales 1 2 3

1 WFCSS Total - 0.71 ** −0.64 **
2 MHI-Psychological Distress
3 MHI-Psychological Wellbeing

** p < 0.01 Note. Work family conflict stress strain for Pakistani women (WFCSS).

6. Discussion

Numerous scales have been developed to capture WFC and its related types but, to our best
knowledge, none of them appropriately measure the underlying cultural expectations related to
the position and role of women in so called Eastern societies. According to Hofstede’s cultural
framework [46], Western societies practice individualism whereas collectivism is the most dominant
culture of Pakistani society. Pakistani working women face multiple roles due to prevailing cultural
expectations from them. They are not just an employee, a daughter, a wife, a mother but also a daughter
in law, sister in law, etc. They are not only supposed to look after their children and spouse but
also look after aging in-laws and other family members. Their responsibilities when compared to
those of Western women are much broader, and consequently, their family-to-work conflict scenarios
are very different from those in Western society. Therefore, keeping in view the dire need to have
cultural coherent measure, the current study stepped forward to develop culturally appropriate and
psychometrically sound scale capturing conflict and strain occurred due to interaction work and family
related variables.

The present study yielded strong preliminary evidence for the validity and reliability of the
WFCSS. The indigenously developed scale displayed a sound factorial structure, as well as satisfactory
convergent, discriminant, and internal properties. The items for the WFCSS were thoroughly generated

100



Sustainability 2020, 12, 2861

and tested through content and construct validity. EFA using varimax rotation method was executed,
which yielded five distinctive factors having 32 items. The alpha coefficient of overall and five factors
showed high internal consistency and significant inter correlations among factors (see Table 3).

To cross validate the EFA results, CFA was undertaken on an additional sample (N= 500). The final
model depicts excellent fit indices (see Figure 1) having 32 items. Together, these results offer strong
support for the five discrete meaningful factor structure of the WFCSS (family interference with work,
work interference with family, psychological strain due to spouse, psychological strain due to societal
perception strain, and psychological strain due to work). The coefficient alpha was used to check
the internal consistency of each of the five factors, and reliability of each factor was over the level of
acceptance of 0.70 [68,69].

Figure 1. WFCSS Final Model.

Moreover, current study further highlights the convergent and discriminant validity of the
indigenous WFCSS. As the current scale measures the conflict, and strain occurs as a result of interactions
of work and family related variables mental health inventory was used which also measures distress
and strain. The WFCSS total scores were correlated substantially with a psychological wellbeing and
psychological distress subscales of mental health inventory. As hypothesized, positive meaningful
associations were obtained among the subscale of the psychological distress subscale and WFCSS.
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Similarly, negative association was found among the psychological wellbeing subscale and WFCSS.
These findings further supported that indigenously developed WFCSS has strong construct validity.

7. Limitations

Notwithstanding the cultural uniqueness of the current study, limitations exist. First, the sample
was selected randomly. Accordingly, since purposive sampling method was used, the generalizability
of findings may be somewhat limited. Secondly, the scale has been particularly devised keeping in
view the married working women WFC scenario. This may limit the generalizability of the scale to
single, divorced, widowed, or childless women. Future research should incorporate Western scale
WFC dimensions in the indigenous WFCSS in order to have magnified perspective on antecedents and
consequences of the WFC.

8. Conclusions and Recommendations

Against the backdrop of profound societal change taking place in several developing countries,
the objective of this paper was to reflect on work-family conflict (WFC) as a concept and a social
phenomenon. Considering that WFC is a concept rooted in an academic debate focusing on
developments in Western, largely individualistic, societies, this paper reconsidered WFC’s value
added as applied in a context of a developing country. The objective of this paper was threefold, i.e.,
(i) to assess WFC’s applicability in a context of a collectivist society in a developing country, where the
position and role of women gradually changes; (ii) to develop a culturally-adjusted, sensitive scale to
measure the scope of WFC in Pakistan, treated as a case study; and (iii) to reflect on the possibility of
devising a set of good practices that would allow a smooth inclusion of women in the formal workforce
while at the same time mitigating the scope and scale of WFC.

The findings of research presented in this paper suggest that regardless of the few limitations
mentioned earlier, an indigenously developed WFCSS for Pakistani women is culturally coherent.
It holds reliable construct validity, which in turn proves helpful in assessing the effects of WFC
comprehensively. WFCSS developed is a novel tool that has great application potential not only for
researchers but also for experts, social workers, and human resource managers. This paper sought to
highlight that developing countries follow a path of growth and development comparable, but not
identical, to that of the developed economies. Therefore, a focus on and a thorough understanding of
issues such as WFC in its nascent phase might allow to develop preventive measures. These might
include measures, on the one hand, aimed at increasing the society’s awareness of the phenomenon
and, on the other hand, introduction of incentives for employers to allow certain measures known
for reducing the WFC [14–17]. More work needs to be done to develop a set of recommendations
that might eventually feed into the decision-making process with a view to promoting policies and
best practices aimed at mitigating WFC. Indeed, this is the scope of research our team embarked on
already. In this vein, we plan to extend this work by, on the one hand incorporating more textual and
non-textual data [70–74] and, on the other hand, by applying the findings in diverse contexts [75].
Apart from offering direct insights into respective policy considerations, these might then also be the
useful in context of natural language processing models [76–80] and optimization techniques [81,82].
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Appendix A

Table A1. Principal measures of work-life conflict.

Scource Measure

Burke, Weir, & DuWors, 1979 General W-F (+ personal life)

Holahan & Gilbert, 1979
Role Conflict (job, conjugal, parental, personal in

terms of self realization)
Boben & Viveros-Long, 1981 W→F and F→W, time and strain

Kopelman, Greenhaus & Connolly, 1983 W→F, time and strain
Wiley, 1987 W→F, strain

Loerch, Russel, & Rush, 1989 W→F, behavior
Small & Riley, 1990 W→F, spillover
Gutek et al., 1991 W→F e F→W, time and strain
Rice et al., 1992 W→F, strain

Frone, Russel, & Cooper, 1992 W→F and F→L, time
Matsui, Ohsava & Onglatco, 1995 W→F, time and strain

Netemeyer et al., 1996 W→F and F→W, time and strain
Stephens & Sommer, 1996 W→F, time, strain, and behavior

Carlson et al., 2000 W→F e F→W time, strain and behavior

Source: Adapted from Colombo, L. [69].

Appendix B

The following items have been seen as common conflicts due to work-family interaction. Carefully
read the items and circle any number of points 1 to 7 that closely applied to you over the past year.

Table A2. Work Family Conflict Strain Scale for Pakistani Women (Translated into English).

Family Interference in work
1. Family related responsibilities keep me preoccupied during working (office) hours.
2. Thoughts about my children often distract my attention from work.
3. Despite extreme efforts, family responsibilities hinder my professional abilities.
4. Family responsibilities related to in-laws often get on my nerves to an extent that colleagues complain
about my absent mindedness.
5. I often do not pay proper attention at work due to tension/unpleasantness at home.
6. During office hours, I often manage family responsibilities on phone (e.g., calling home/school, eldercare)
due to which I feel distressed in front of others.
7. Family responsibilities holdback my professional progress.

Work interference in family
8. The nature of my job makes it difficult for me to spend time with my family.
9. My working hours (or work schedule) make it hard to spend sufficient time with family.
10. Due to job tasks, I often cannot fulfill my home responsibilities.
11. Responsibilities at work often make me feel physically drained to look after my family.
12. Job fatigue often creates stress between my husband and me.
13. Due to work commitments, I often ignore responsibilities towards in-laws, which results in tension
between my husband and me.
14. I often ignore responsibilities towards my children while fulfilling job assignments.

Psychological strain due to spouse
Reason behind my psychological strain:

15. Husband criticism on giving priority to work over family responsibilities.
16. Being a working woman, husband often considers me an irresponsible wife.
17. Being a working woman, husband often complains about not giving sufficient time to in-laws.
18. An imbalance between work and family responsibilities often results in husband’s criticism on my
management skills.
19. My husband ignores my financial needs because of my earnings.
20. Lack of appreciation from husband over efforts to balance work and family responsibilities.
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Table A2. Cont.

Psychological Strain due to societal perception
In our Society—Reason behind my psychological strain:

21. Working hours of women are considered a source of recreation.
22. Despite affordability, often families do not arrange house help for working women, which causes
psychological strain on women.
23. Looking after an older person is an added responsibility, which results in psychological discomfort.
24. Working women are considered inefficient at household chores.
25. Our society holds traditional expectations in household chores from working women.
26. Inviting guests on weekends without informing, often disturbs a week’s planning. This results in a
psychological strain in working women.

Psychological strain due to work
27. My senior’s unrealistic attitude often makes me feel disturbed throughout the day.
28. Inequitable responsibilities at work often make me feel agitated at home.
29. Due to workload, I often get bitter with my colleagues, which results in mental disconcertment/distress.
30. Work responsibilities often instigate melancholy/gloominess.
31. Work related thoughts often keep me worried at home.
32. My attitude is often aggressive at home due to job responsibilities.

References

1. Allen, T.D.; Herst, D.E.L.; Bruck, C.S.; Sutton, M. Consequences associated with work-to family conflict.

J. Occup. Health Psychol. 2000, 5, 278–308. [CrossRef] [PubMed]

2. Carvalho, V.S.; Chambel, M.J.; Neto, M.; Lopes, S. Does Work-Family Conflict Mediate the Associations of

Job Characteristics with Employees’ Mental Health Among Men and Women? Front. Psychol. 2018, 9, 966.

[CrossRef] [PubMed]

3. Shockley, K.M.; Shen, W.; DeNunzio, M.M.; Arvan, M.L.; Knudsen, E.A. Disentangling the relationship

between gender and work–family conflict: An integration of theoretical perspectives using meta-analytic

methods. J. Appl. Psychol. 2017, 102, 1601–1635. [CrossRef] [PubMed]

4. Soomro, A.; Breitenecker, R.; Shah, S. Relation of work-life balance, work-family conflict, and family-work

conflict with the employee performance-moderating role of job satisfaction. S. Asian J. Bus. Stud. 2018, 7,

129–146. [CrossRef]

5. Mansour, S.; Tremblay, D.-G. Work–family conflict/family–work conflict, job stress, burnout and intention to

leave in the hotel industry in Quebec (Canada): Moderating role of need for family friendly practices as

“resource passageways.”. Int. J. Hum. Resour. Manag. 2016, 29, 1–33. [CrossRef]

6. Cohen, A.; Liani, E. Work-family conflict among female employees in Israeli hospitals. Pers. Rev. 2009, 38,

124–141. [CrossRef]

7. Huffman, A.H.; Olson, K.; O’Gara, T.C., Jr.; King, E.B. Gender role beliefs and fathers’ work-family conflict.

J. Manag. Psychol. 2014, 29, 774–793. [CrossRef]

8. Nauman, S.; Zheng, C.; Naseer, S. Job insecurity and work–family conflict. Int. J. Confl. Manag. 2020.

[CrossRef]

9. King, E.B.; Huffman, A.H.; Peddie, C.I. LGBT Parents and the Workplace. In LGBT-Parent Families;

Goldberg, A., Allen, K., Eds.; Springer: Berlin/Heidelberg, Germany, 2013.

10. Languilaire, J.-C.E.; Carey, N. LGBT voices in work-life: A call for research and a research community.

Community Work. Fam. 2017, 20, 1–13. [CrossRef]

11. Chen, C.; Zhang, Z.; Jia, M. Effect of stretch goals on work–family conflict: Role of resource scarcity and

employee paradox mindset. Chin. Manag. Stud. 2020. [CrossRef]

12. Karatepe, O.M. The effects of work overload and work-family conflict on job embeddedness and job

performance. Int. J. Contemp. Hosp. Manag. 2013, 25, 614–634. [CrossRef]

13. Zhou, S.; Da, S.; Guo, H.; Zhang, X. Work–Family Conflict and Mental Health among Female Employees:

A Sequential Mediation Model via Negative Affect and Perceived Stress. Front. Psychol. 2018, 9, 544.

[CrossRef] [PubMed]

14. Magnini, V.P. Understanding and Reducing Work-Family Conflict in the Hospitality Industry. J. Hum. Resour.
Hosp. Tour. 2009, 8, 119–136. [CrossRef]

104



Sustainability 2020, 12, 2861

15. Anjum, A.; Muazzam, A.; Manzoor, F.; Visvizi, A.; Nawaz, R. Mediating Bullying and Strain in Higher

Education Institutions: The Case of Pakistan. Sustainability 2019, 11, 2244. [CrossRef]

16. Powell, G.N.; Francesco, A.M.; Ling, Y. Toward culture-sensitive theories of the work-family interface.

J. Organ. Behav. 2009, 30, 597–616. [CrossRef]

17. Ahmad, A. Job, Family and Individual Factors as Predictors of Work-Family Conflict. J. Hum. Resour.
Adult Learn. 2008, 4, 57–65.

18. Visvizi, A.; Lytras, M.D.; Sarirete, A. Guest editorial. Int. J. Gend. Entrep. 2019, 11, 373–378. [CrossRef]

19. Ejaz, B.; Muazzam, A.; Anjum, A.; Pollock, G.; Nawaz, R. Measuring the Scale and Scope of Social Anxiety

among Students in Pakistani Higher Education Institutions: An Alternative Social Anxiety Scale. Sustainable
2020, 12, 2164. [CrossRef]

20. Noor, N. Work-Family Conflict, Work- and Family-Role Salience, and Women’s Well-Being. J. Soc. Psychol.
2004, 144, 389–406. [CrossRef]

21. Akkas, M.A.; Hossain, M.I.; Rhaman, S. Causes and Consequences of Work-Family Conflict (WFC) among

the Female Employees in Bangladesh: An Empirical Study. J. Bus. Econ. 2015, 6, 2063–2071. [CrossRef]

22. Kanter, R.M. Work and Family in the United States: A Critical Review and Agenda for Research and Policy.

Fam. Bus. Rev. 1989, 2, 77–114. [CrossRef]

23. Edwards, J.R.; Rothbard, N.P. Mechanisms Linking Work and Family: Clarifying the Relationship Between

Work and Family Constructs. Acad. Manag. Rev. 2000, 25, 178–199. [CrossRef]

24. Greenhaus, J.H.; Allen, T.D.; Spector, P.E. Health Consequences of Work–Family Conflict: The Dark Side of the

Work–Family Interface. Health Consequences of Work–Family Conflict: The Dark Side of the Work–Family

Interface. New Dev. Theor. Concept Approaches Job Stress 2005, 5, 61–98. [CrossRef]

25. Rothbard, N.P. Enriching or Depleting? The Dynamics of Engagement in Work and Family Roles. Adm. Sci.
Q. 2001, 46, 655. [CrossRef]

26. Frone, M.R.; Russell, M.; Cooper, M.L. Antecedents and outcomes of workˆfamily conflict: Testing a model

of the workˆfamily interface. J. Appl. Psychol. 1992, 77, 65–78. [CrossRef] [PubMed]

27. Netemeyer, R.G.; Boles, J.S.; McMurrian, R. Development and validation of work-family conflict and

family-work conflict scales. J. Appl. Psychol. 1996, 81, 400–410. [CrossRef]

28. Goode, W.J. A Theory of Role Strain. Am. Sociol. Rev. 1960, 25, 483. [CrossRef]

29. Kahn, R.L.; Wolfe, D.M.; Quinn, R.P.; Snoek, J.D.; Rosenthal, R.A. Organizational Stress: Studies in role

conflict and ambiguity. In Organizational Stress: Studies in Role Conflict and Ambiguity; Wiley: New York, NY,

USA, 1964.

30. Marks, S.R. Multiple Roles and Role Strain: Some Notes on Human Energy, Time and Commitment.

Am. Sociol. Rev. 1977, 42, 921–936. [CrossRef]

31. Greenhaus, J.H.; Beutell, N.J. Sources of Conflict between Work and Family Roles. Acad. Manag. Rev. 1985,

10, 76–88. [CrossRef]

32. Herman, J.B.; Gyllstrom, K.K. Working Men and Women: Inter- and Intra-Role Conflict. Psychol. Women Q.
1977, 1, 319–333. [CrossRef]

33. Pleck, J.H. The Work-Family Role System. Soc. Probl. 1977, 24, 417–427. [CrossRef]

34. Anjum, A.; Muazzam, A.; Manzoor, F.; Visvizi, A.; Pollock, G.; Nawaz, R. Measuring the Scale and Scope of

Workplace Bullying: An Alternative Workplace Bullying Scale. Sustainability 2019, 11, 4634. [CrossRef]

35. Malik, N.A.A.; Björkqvist, K.; Österman, K. Factors Associated with Occupational Stress among University

Teachers in Pakistan and Finland. J. Educ. Health Community Psychol. 2017, 6. [CrossRef]

36. Muazzam, A.; Mubeen, A.; Batool, S. Identification of stressors among female university teachers in Pakistan.

Int. J. Educ. Enq. Reflect. 2017, 2, 72–87.

37. Saher, N.; Matloob, T.; Tahreen, F.; Ali, S.S.; Sulim, G.H.A. Work-family conflict in Pakistan: Juggling of

activities on personal values and commitments. Middle East J. Manag. 2013, 1, 28. [CrossRef]

38. Rehman, R.R.; Waheed, A. work-family conflict and Organizational commitment: Study of Faculty members

in Pakistani Universities. Pak. J. Soc. Clin. Psychol. 2012, 10, 23–26.

39. Kazmi, R.; Muazzam, A. Development and Validation of Adjustment problem scale for college /University

students. Pak. J. Soc. Clin. Psychol. 2017, 15, 20–26.

105



Sustainability 2020, 12, 2861

40. Mukarram, A.; Akbar, S.; Jan, Z.; Gul, A. Work-life conflict impact on female’s job performance: A

study of primary level female school teachers in Pakistan. Eur. J. Bus. Manag. 2012, 4. Available

online: http://citeseerx.ist.psu.edu/viewdoc/download?doi=10.1.1.734.7249&rep=rep1&type=pdf (accessed

on 2 April 2020).

41. Reskin, B.; Padavic, I. Woman and Men at Work; Pine Gorge Press: Thousand Oaks, CA, USA, 1994.

42. Grzywacz, J.; Marks, N.F. Reconceptualizing the work-family interface: An ecological perspective on the

correlates of positive and negative spillover between work and family. J. Occup. Health Psychol. 2000, 5,

111–126. [CrossRef]

43. Pattanaik, J.; Worley, V.; De Guzman, M.; Das, A.; Das, D. Job Expectation, Adjustment, and Coping

Mechanisms among Women in Two Police Forces in India. Evol. Polic. 2013, 205–218. [CrossRef]

44. Aamir, N. The Plight of Working Mothers in PAKISTAN: Advantages and Disadvantages of Joint Family System;

Asia Research Institute & Development of Sociology, National University of Singapore: Singapore, 2004.

45. Erdwins, C.J.; Buffardi, L.C.; Casper, W.J.; O’Brien, A.S. The Relationship of Women’s Role Strain to Social

Support, Role Satisfaction, and Self-Efficacy. Fam. Relat. 2001, 50, 230–238. [CrossRef]

46. Kausar, G.; Anwar, D. Stress in Pakistani Working Women. J. Cult. Soc. Dev. 2015, 5. Available online:

https://pdfs.semanticscholar.org/9589/e5e4a98b07bacd25bcfdbce5e5f2dd06ec41.pdf (accessed on 2 April

2020).

47. Hofstede, G. Review Article: Geert Hofstede: Culture’s Consequences: International Differences in Work

Related Values. Organ. Stud. 1983, 4, 390–391. [CrossRef]

48. Mauzzam, A.; Qayyum, F. Experiences of Sexual Harassment: Interplay of Working Environment, Depression

and Self-Esteem in Pakistani Women. Pak. J. Soc. Clin. Psychol. 2016, 14, 42–46.

49. Carlson, D.S. Relation of behavioral and psychological involvement to a new four-factor conceptualization

of work-family interference. J. Bus. Psychol. 2003, 17, 515–535. [CrossRef]

50. Hofstede, G.; Hofstede, G.H.; Minkov, M. Cultures and Organization: Intercultural Corporation and its Importance
for Survival, 3rd ed.; McGraw Hill: New York, NY, USA, 2010.

51. Islam, N. Sifarish, Sycophants, Power and Collectivism: Administrative Culture in Pakistan. Int. Rev.
Adm. Sci. 2004, 70, 311–330. [CrossRef]

52. Cross, C.; Linehan, M. Barriers to advancing female careers in the high-tech sector: Empirical evidence from

Ireland. Women Manag. Rev. 2006, 21, 28–39. [CrossRef]

53. Matthew, V.R.; Panchanathan, N. An exploratory study on the work-life balance of women entrepreneurs in

South India’. Asian Acad. Manag. J. 2011, 16, 77–105.

54. Sadiq, R.; Ali, A.Z. Dual Responsibility: A Contributing Factor to Psychological Ill-being in Married Working

Women. Acad. Res. Int. 2014, 5, 300–308.

55. Shamim, A.; Muazzam, A. Positive Emotions and Compliance as Predictors in the Management of Type II

Diabetes. Pak. J. Soc. Clin. Psychol. 2018, 16, 27–33.

56. Haeri, S. No Shame for Sun: Lives of Professional Pakistani Women; Oxford University Press: Karachi, Pakistan,

2004.

57. Jalil, T.; Muazzam, A. Emotional intelligence and martial adjustment in fertile & infertile couples. Int. J.
Psychol. Res. 2013, 2, 45–58.

58. Khursheed, A.; Mustafa, F.; Arshad, I.; Gill, S. Work-Family Conflict among Married Female Professionals in

Pakistan. Manag. Stud. Econ. Syst. (Mses) 2019, 4, 123–130.

59. Ansari, S.A. Gender difference: Work and family conflicts and family-work conflicts. Pak. Bus. Rev. 2011, 13,

315–331.

60. DeVellis, R.F. Scale Development: Theory and Applications, 2nd ed.; Sage Publications: Newbury Park, CA,

USA, 2003.

61. Haynes, S.N.; Richard, D.C.S.; Kubany, E.S. Content validity in psychological assessment: A functional

approach to concepts and methods. Psychol. Assess. 1995, 7, 238–247. [CrossRef]

62. Lynn, M.R. Determination and quantification of content validity. Nurs. Res. 1986, 35, 382–385. [CrossRef]

[PubMed]

63. Wynd, C.A.; Schmidt, B.; Schaefer, M.A. Two quantitative approaches for estimating content validity. West. J.
Nurs. Res. 2003, 25, 508–518. [CrossRef]

64. Bryman, A.; Cramer, D. Quantitative Data Analysis with SPSS for Windows; Routledge: London, UK, 1997.

106



Sustainability 2020, 12, 2861

65. Hatcher, L. A Step-by-Step Approach to Using the SAS System for Factor Analysis and Structural Equation

Modeling, Cary, NC: The SAS Institute. Technometrics 1996, 38, 296.

66. Veit, C.; Ware, J. The structure of psychological distress and well-being in general populations. J. Consult.
Clin. Psychol. 1983, 51, 730–742. [CrossRef]

67. Khan, M.; Hanif, R.; Tariq, N. Translation and Validation of Mental Health Inventory. Pak. J. Psychol. Res.
2015, 30, 65–79.

68. Nunnally, J.C. Psychometric Theory, 2nd ed.; McGraw-Hill: New York, NY, USA, 1978.

69. Colombo, L.; Ghislieri, C. The work to family conflict: Theories and measures. TPM 2008, 15, 35–55.

70. Hassan, S.-U.; Imran, M.; Iqbal, S.; Aljohani, N.R.; Nawaz, R. Deep context of citations using machine-learning

models in scholarly full-text articles. Scientometrics 2018, 117, 1645–1662. [CrossRef]

71. Thompson, P.; Nawaz, R.; McNaught, J.; Ananiadou, S. Enriching news events with meta-knowledge

information. Lang. Resour. Eval. 2016, 51, 409–438. [CrossRef]

72. Nawaz, R.; Thompson, P.; Ananiadou, S. Identification of Manner in Bio-Events; LREC: Baton Rouge, LA, USA,

2012; pp. 3505–3510.

73. Ananiadou, S.; Thompson, P.; Nawaz, R. Enhancing search: Events and their discourse context. In Proceedings

of the International Conference on Intelligent Text Processing and Computational Linguistics, Samos, Greece,

24–30 March 2013; pp. 318–334.

74. Shardlow, M.; Batista-Navarro, R.; Thompson, P.; Nawaz, R.; McNaught, J.; Ananiadou, S. Identification of

research hypotheses and new knowledge from scientific literature. Bmc Med. Inform. Decis. Mak. 2018, 18, 46.

[CrossRef] [PubMed]

75. Okulicz-Kozaryn, A. Happiness research for public policy and administration. Transforming Government:

People. Process Policy 2016, 10, 196–211.

76. Batista-Navarro, R.T.; Kontonatsios, G.; Mihăilă, C.; Thompson, P.; Rak, R.; Nawaz, R.; Korkontzelos, I.;

Ananiadou, S. Facilitating the analysis of discourse phenomena in an interoperable NLP platform.

In Proceedings of the International Conference on Intelligent Text Processing and Computational Linguistics,

Samos, Greece, 24–30 March 2013; pp. 559–571.

77. Wang, X.; Rak, R.; Restificar, A.; Nobata, C.; Rupp, C.J.; Batista-Navarro, R.T.; Nawaz, R.; Ananiadou, S.

Detecting experimental techniques and selecting relevant documents for protein-protein interactions from

biomedical literature. BMC Bioinform. 2011, 12, S11. [CrossRef]

78. Nawaz, R.; Thompson, P.; McNaught, J.; Ananiadou, S. Meta-Knowledge Annotation of Bio-Events; LREC: Baton

Rouge, LA, USA, 2010; pp. 2498–2507.

79. Thompson, P.; Nawaz, R.; Korkontzelos, I.; Black, W.; McNaught, J.; Ananiadou, S. News search using

discourse analytics. In Proceedings of the 2013 Digital Heritage International Congress (DigitalHeritage),

Marseille, France, 28 October–1 November 2013.

80. Nawaz, R.; Thompson, P.; Ananiadou, S. Negated bio-events: Analysis and identification. BMC Bioinform.
2013, 14, 14. [CrossRef]

81. Anwaar, F.; Iltaf, N.; Afzal, H.; Nawaz, R. HRS-CE: A hybrid framework to integrate content embeddings in

recommender systems for cold start items. J. Comput. Sci. 2018, 29, 9–18. [CrossRef]

82. Ayyaz, S.; Qamar, U.; Nawaz, R. HCF-CRS: A Hybrid Content based Fuzzy Conformal Recommender System

for providing recommendations with confidence. PLoS ONE 2018, 13, e0204849. [CrossRef]

© 2020 by the authors. Licensee MDPI, Basel, Switzerland. This article is an open access

article distributed under the terms and conditions of the Creative Commons Attribution

(CC BY) license (http://creativecommons.org/licenses/by/4.0/).

107





sustainability

Article

The Impact of Implementing Talent Management
Practices on Sustainable Organizational Performance

Riham Al Aina * and Tarik Atan

Department of Business Administration, Faculty of Economic and Administrative Sciences, Cyprus International
University, Nicosia 99258, Cyprus; tatan@ciu.edu.tr
* Correspondence: 20152019@student.ciu.edu.tr

Received: 26 September 2020; Accepted: 9 October 2020; Published: 12 October 2020

Abstract: As organizations operate in an inexorable marketplace, there are always new and unpredictable
difficulties that make managerial roles harder and the achievement of organizational goals and objectives
more critical. Recently, the implementation of talent management practices in achieving sustainable
organizational performance that will match the firms’ operational and strategic goals have been
the concern of both academics and practitioners, but the issue has not been exhaustively investigated.
Thus, the aim of this study is to investigate the effect of talent management practices on the sustainable
organizational performance in real estate companies located in the United Arab Emirates. This paper
seeks to make contributions through an empirical evaluation of talent management in the United
Arab Emirates. A structured questionnaire was distributed to collect data from a study sample of
306 managers working in real estate companies. The proposed hypotheses were verified by structural
equation modeling (SEM). The results of this study show that talent attraction and talent retention had
no impact on the sustainable organizational performance, whereas learning and development and career
management were found to have significantly positive impacts. The study suggests that learning
and development, and employee career management, should be leveraged on by the management
by concentrating on the coaching and training programs and job rotation so that the firm can achieve
sustainable organizational performance.

Keywords: talent management; sustainability; sustainable organizational performance; structural
equation modeling; United Arab Emirates (UAE)

1. Introduction

At present, organizations strive to sustain their presence in the global marketplace, due to related
challenges such as globalization, stiff competition, and technological improvements. Organizations
have shifted their patterns from only focusing on increasing their productivity and differentiating
their products and services to focusing on their inimitable resources; namely, their human capital,
as employees are the most important resource and asset in any organization [1]. Organizations that
manage their human capital more effectively and efficiently are more likely to attain their organizational
goals and objectives, and are more likely to have a sustainable organizational performance. According
to Rop [2], the growth and success of any organization relies on positioning the right employees who
possess the right skills in the right place at the right time, where talented employees are viewed as
the main resources that lead to sustainable competitive advantages and prominent performance.

Organizations face challenges regarding talent limitations more than capital limitations [1].
In reference to the literature, talented employees form only 3–5% of all employees in an organization [3,4].
Talent is a key success factor for increasing and sustaining organizational performance [5,6], where
talent consists of an individual’s capabilities, experience, knowledge, intelligence, and qualifications,
as well as their ability to learn and grow [7]. The significance of hiring talented employees is that
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they can accomplish organizational goals efficiently and effectively with outstanding performance,
and they are said to have more commitment to the organization as they are highly motivated to
perform their tasks, which eventually provide a significant competitive advantage, as well as increases
in productivity and profitability.

Organizations perceive talent as an important resource that supports a sustainable competitive
advantage and outstanding performance [2]. For that reason, organizations have become concerned
with finding and implementing a talent management strategy that matches the global market context [8].
The aim of talent management is to create a sustainable organizational performance, the outstanding
performance of which matches its operational and strategic goals [9]. According to Miller et al. [10],
the present unpredictable economic climate has made the issue of sustainability to be more important
for organizations across all sectors. Sustainability in this sense refers to an organization’s environmental,
including financial, people, and societal, contribution over time. This view corroborates the position
of Cheese et al. [11] and Towers Watson [12] who opined that sustainability is the key issue for HR
and business across the world and the present climate has improved the need for firms to focus
on how they will ensure long-term prosperity. A successful business strategy should consist of
a methodology for improving its employees; by identifying the recruitment talent pool, setting a
competitive compensation plan, training and developing talent, and assessing employee performance,
an organization is able to boost its competitive advantage and sustain its business [13].

Previous studies have highlighted the significant relationship between “talent management”
and “organizational performance” [14–17], but one of the issues that remains is how the talent
management practices can be deployed for the achievement of sustainable organizational performance.
In addition, most of these studies were conducted in the USA and Western Europe, where talent
management is perceived as mature. These countries have realized the pivotal role of their human
capital in the prosperity and evolution of their organizations as well as nations. These countries
are characterized by the advancement of their civilizations, economies, technological infrastructure,
and their openness to change, as well as their implementation of new techniques and practices.
The advancement of the organizations in developed countries has made it easier for researchers to
examine the concept of “talent management” and the impact of its implementation on “organizational
performance”. On the other hand, many organizations in developing countries—especially in
the Middle East—have recently adopted talent management strategies similar to those in developed
countries; however, some researchers have suggested that organizations in developing countries
must not blindly follow the existing patterns of talent management executed in developed countries,
as they may not give the same results due to some factors (e.g., culture, structural imbalances, conflicts
due to cultural and religious issues, and underdeveloped financial markets), which will affect its
implementation [18,19]. Meanwhile, Terpstra and Rozell [20] posit that there is variation in talent
management (TM) across industries. Nevertheless, they all still share some similar traits. This position
was corroborated in the study of Bergmann [21], in that there is an absence of a single solution for a
firm’s success through TM activities, hence the absence of clear transfer of TM activities in one single
industry success into another.

Even though studies on TM are abound in the literature, which have been carried out in different
countries and industries, and in both developed and developing countries [14,15,17,22], only a few
have been conducted within a UAE context, specifically relating to real estate sector, which is one
of the fastest growing industries in the UAE [23]. According to CEL & Associates [24], who is a
management consulting firm in the real estate industry, there is a “talent crisis” in the industry owing to
the reduction in available talent, a weak platform for outstanding talent retention, escalating employee
turnover, and ineffective HR strategies, including compensation and benefits [25].

The UAE for over two decades has been recording an impressive economic growth primarily
driven by non-oil sectors [23]. Among the non-oil sectors driving the economic growth was identified
to be the real estate sector [23]. Dahan [23] revealed that the oil sector contributes a paltry 6% of Dubai’s
GDP, for instance, while as at 2016, real estate and construction accounts for about 13% of the country’s
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GDP [23]. Owing to this growth, there has been a pronouncement of improved conditions; with
market confidence returning, occupancy rates are increasing, which hotels and the retail segments also
benefiting from an upswing in tourist numbers [23]. The real estate sector in the United Arab Emirates
is considered to be fundamental to study the talent management concept, as this sector is subject to
some challenges, such as talent scarcity, a high turnover rate, weak implementation of human resource
strategies, and weak practices for retaining talented employees. The United Arab Emirates has become
one of the top countries considered as a destination by different nationalities, either for tourism or for
living, which has resulted in a renaissance of the real estate sector; thus, stressing the importance of
talented employees in dealing with this flourishing sector may lead to the successful implementation
of talent management practices. Therefore, the demand for housing in the UAE will be increasing
and that will translate to more business for the industry, which thus necessitates the industry to develop
its human resources so that a growing demand for housing can be met to ensure their sustainable
organizational performance.

In this respect, TM practice can be effective; hence, the aim of this study is to investigate the current
stance of the TM practices in the real estate industry in relation to the sustainable organizational
performance. However, prior studies that have been conducted in the UAE to investigate talent
management in various sectors have been in the aluminum industry [26], the oil and gas industry in
Abu Dhabi [27], and the Abu Dhabi Police [28], as well as the banking industry [29]. While research
settings in the UAE and real estate are different, to date little research has been conducted to examine
the effect of talent management on the sustainable organizational performance [30,31]. Thus, the study
aimed to fill the gap. The findings of this study will enable the players in the real estate industry
in UAE to formulate an effective strategy on their talent management towards the achievement of
sustainable organizational performance. In addition, the finding from this study will be a foundation of
future studies in other developing countries like the UAE, with a similar booming real estate industry.

The remainder of the paper is structured as follows: Section 2 consists of the theoretical background
and review of previous studies that led to the development of our hypotheses. Section 3 consists of
the methodology—the instrument development, data collection, sample and sampling procedure,
and method of analysis. The data and analysis and findings are provided in Section 4, while the paper
is rounded up with the discussion and conclusion in Section 5.

2. Theoretical Background and Hypotheses Development

2.1. Theoretical Background

2.1.1. Sustainable Organizational Performance

Organizations play an important role in the wealth of their countries and, so, successful managers
are always exploring for new ways to develop, improve, and sustain their organizations, especially
in bad economic situations. Successful managers know how to help their organizations to survive
and overcome any obstacle, as well how to look forward to achieve improvement, prosperity,
and long-term sustainability. For that purpose, in the literature of the management field, it can be
found that there is always an increasing concern to research the organizational performance aspect,
considering it an essential dependent variable [32]. Various approaches have been researched, such as
human resources, strategies, and operations. The undertaken studies aimed to figure out the effect of
such approaches on the sustainable organizational performance and their relation to it, whether in
negative or positive ways.

Performance has been illustrated and defined in many ways; for example, “to accomplish
something with a specific intention”, “the results of an action”, “the ability to accomplish or the potential
for creating a result”, or “a surprising result compared to expectations”, as well as “performance can
be understood differently depending on the person involved in the assessment of the organizational
performance” [33]. Performance has been alluded to as action-oriented, the results that yield from
this action, and the successes accomplished in comparison to competitors [34]. Organizational
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performance can be measured using both financial and non-financial indicators [35]. As classified
by Maltz et al. [36], there are five key factors utilized for the assessment of performance, which are
financial performance, market/customer, people development, process, and the future. With respect to
Richard et al. [32], the approaches that are observed, measured, and evaluated are the financial, product
market, and the shareholder outcomes; these approaches are evaluated to study the performance of
an organization and the attainment of its goals and objectives. Nevertheless, Dyer and Reeves [37]
classified three different results for organizational performance, which are (1) financial results (profit
and market share); (2) organizational results (efficiency, quality, and productivity); and (3) human
resources results (satisfaction, attitudes and behaviors, and commitment).

A sustainable organization performance is said to be the capability of the foundation
to attain the requirements of its stakeholders while, at the same time, constantly increasing
investment and managerial policies and strategies to guarantee future profitability, social welfare,
and environmental responsibility [38]. An organization performance is considered sustainable when
executives are able to plan strategies aimed at increasing market share, talent, and profits of stakeholders,
while decreasing both costs and employee turnover [39]. Moreover, an organization is sustainable
when it strives to exist with negligible external threats and internal change [39].

2.1.2. Talent Management

The talent management concept was introduced by McKinsey Consultants, in the book titled
The War for Talent in 1998 [40,41]. The War for Talent is another notion of talent management; the study
done by the McKinsey group included a contextual analysis, in which twenty organizations out
of seventy-seven were considered abundant in talent [40]. Battling for better talent is worth it,
as organizations find it hard to bring and keep quality individuals, especially when the requirement
for eminent talent is expanding. Winning a talent war is not impossible, as stated by the authors.
However, organizations must raise and consider talent management with precedence. Researchers
have called for studying the relationship between talent management and organizational performance,
due to the scarcity in empirical evidence, which can be explained by the scarcity of talent management
theory [42].

The scarcity and ambiguity in the precise understanding of “talent management” can be related to
the ambiguity in the definition of talent, which connotes different meanings to different people when
applied to various fields of study. Talent is considered as an outstanding mastery of systematically
developed abilities (or competences) and knowledge, in at least one domain of human activity, to a
place or a degree that sets the individual at the top 10% of peers who are said to be active in the same
field [43]. Talent has been perceived as the capacity to create ingenious works and not only being
able to successfully accomplish a task; it is the permanence and development of competences [44].
From the perspective of the authors of The War of Talent, talent can be perceived as the sum of an
employee’s abilities, constituting their intrinsic gifts, competences, knowledge, intelligence, experience,
personality, and behavior, which confirms that the concept of talent constitutes the ability of an
individual to learn and develop [41].

Talent management has been perceived as part of human resource management strategies, where
it consists of the implementation of integrated strategies that are executed to improve and sustain
the organizational performance by improving procedures for attracting, retaining, developing,
and profiting from individuals with the necessary qualifications and skills to achieve present and future
business requirements [45].

Defining the concept of talent management differs among organizations, where it may mean
concentrating on the sustainability in one organization while, according to another organization,
it might mean concentrating on identifying employees with high potential. Talent management can
mean on-boarding, identifying, evaluating, and/or developing the organization’s internal talent [46].

The idea of talent management has gained the attention of authors and practitioners, with more
studies and articles released and published within the literature of talent management; although it is
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still considered scarce, the academic interest in it has increased over the last five years and it is said to
be in a growing state [47].

Generally, publications in the talent management literature lack evidence and empirical studies [48];
it has been observed that the focus of this subject has mainly been based in the USA [49,50], followed
by the UK, Ireland, Netherlands, and Australia (overall, publications were from 35 different countries).
Data were also collected from countries such as India, China, and Belgium, while only a few studies
have been conducted in Middle Eastern countries [47].

The interest in studying talent management has grown, due to the increased importance of
and urgent need for talented employees, where organizations are having difficulty and struggling to
discover suitable talent [41]. Studies by the World Economic Forum, the Boston Consulting Group [51],
and the Manpower Group [52] have uncovered that the lack of talent is a worldwide issue; it affects
a wide range of positions in numerous areas and nations of the world. Heidrick and Struggles [53]
published a research article called Strategic Talent Management. They claimed that “The cumulative
impact of global demographic trends, combined with on-going economic uncertainty and aggravated
by a critical skills shortage creates a powerful talent triple whammy facing business. In response,
forward-looking companies are bringing talent, particularly leadership talent, to the top of the agenda
and are assigning responsibility for aligning business and talent imperatives to a senior talent executive.
We are beginning to see the steady emergence of a new discipline of Strategic Talent Management, led
by a Head of Talent or a similarly titled role.”

In the literature, a specific definition of “talent management” has not been provided by authors
and researchers. Therefore, the academic scope for the conceptualization of talent management suffers
from a scarcity of formal definitions, theoretical frameworks, and empirical studies [16,17,54,55].
According to Thunnisen et al. [48], talent management is defined “as a process that consists of a
complete and related set of organizational procedures such as identifying, selecting, developing
and retaining the outstanding employees and improving their abilities and potential for the important
strategic positions”, which helps employees to utilize their productivity effectively and efficiently to
engage with and contribute to the success of the organization [55].

Talent management has been expressed in terms of a systematic perception for attracting,
screening, and selecting convenient talent, as well as engaging, developing, leading, and retaining
talented and high-performing employees, in order to ensure a persistent talent stream that may
result in nourishing their productivity [56,57]. Talent management has been defined as “Systematic
identification of key positions, the development of talent pool of high potential and high performing
incumbents and the development of a differentiated Human Resources architecture” [58]. According
to Keller and Cappelli [59], talent management is “the process through which employers anticipate
and meet their need for human capital. It is about getting the right people, with the right skills into
the right jobs at the right time”.

Talent management sustains organizational performance by providing essential knowledge
and strategies for improvement and change; it helps organizations to recognize the most talented
employees to become the potential future leaders, whenever there is a vacant position. The objective of
talent management is not only to recognize and focus on talented employees, but also guarantees that
the developmental and growth strategies are associated with the organizational mission and vision,
resulting in the prosperity and sustainability of the organization. Most researchers who have
investigated the effect of talent management have confirmed that talent management has a significant
impact on the sustainability of organizational performance [5,15,60–62]. These researchers reinforced
the assumption of a positive significant relationship between talent management and organizational
performance [63–65]; additionally, talent management improves the effective performance of employees
and productivity in the organization [1,66,67].

Furthermore, talent management practices result in sustainable competitive advantages, whereas
technologies, new products, and services can be easily copied by competitors, leading only to
temporary competitive advantages. The practices of attracting, developing, retaining, and motivating,

113



Sustainability 2020, 12, 8372

as well as rewarding talented employees, have been perceived as the talent management practices
that result in sustainable competitive advantages. “Talent attraction”, “talent retention”, “learning
and development”, and “career management” are the elements of talent management which are
intended to meet the strategic necessities of the organization [68].

2.2. Hypothesis Development

Management researchers generally agree that competitive advantage comes from the internal
talents and abilities that cannot be easily imitated, in contrast to the company’s products and services.
According to the resource-based view and the knowledge-based view, human capital is recognized as
the company’s main asset to achieve a sustainable competitive advantage.

According to Heinen and O’Neill [69], talent management can be considered as the best way to
establish a long-term competitive advantage, where the sustainable competitive advantage originates
from the valued company resources that are hard to imitate or replace by competitors. Pattan [70]
argued that strategic talent management strategies permit companies to identify managerial tasks
and performance principles, guarantee stability in management activities, recognize talented employees
for senior and critical positions, and fulfill the objectives of employees for career development.

Ultimately, implementing talent management practices in an effective and efficient way leads to
the development of talented employees [71], and can lead to a constructive and sustainable organizational
performance. Based on the above argument, the hypotheses for this study were established.

Talent attraction consists of recruitment and selection, employer branding, employee value
proposition, and employer of choice [2,72], where various procedures are required for the purpose of
selecting suitable talent that matches the organizational values and culture [72]. Talent attraction aims
to attract prospective employees with the right qualifications and the right fit for the vacancies [73].
According to Phillips and Roper [25], it becomes imperative for organizations to be creative when
developing a recruitment strategy and should avoid as much as possible the traditional methods
of recruiting when attempting to attract “Generation Y” [25]. “Generation of younger workers” or
“Generation Y” are those born between 1980 and 2001, who enter a workplace with a new and different
set of expectations [25]. Philips and Roper [25] posit that one way to attract this talent, especially
in a real estate company, is to offer them a competitive or above-market compensation packages,
which include better benefits than other players in the same market they are operating. Though some
executives in the real estate industry observed there could be an increase in the cost involved, the initial
investment to attract this top-tier talent pays huge dividends [25].

Rastgoo [74] and Moghtadaie and Taji [75] conducted research to study the relationships between
TM practices and organizational performance, the findings of which emphasized the significant impact
that talent attraction has on organizational performance. Organizations should attract employees
who have the suitable qualifications, which will lead to the enhancement and sustainability of
organizational performance [76]. Furthermore, Aposporia et al. [77] undertook a study on human
resource management and organizational performance in Southern and Northern Europe, in which
the findings revealed a positive relationship between talent attraction and organizational performance.
Based on the above, the following hypothesis was proposed:

Hypothesis 1 (H1). Talent attraction will positively influence sustainable organizational performance.

The main focus of “Talent Retention” is to encourage talented employees to stay in the organization
for a longer period [78], which is considered a strategic procedure to sustain talented employees [79].
It is a great challenge for organizations to sustain their talented and out-performing employees [80].
Talent retention can be accomplished based on motivation, training, career advancement, benefits,
and compensation [55]. According to Hauskenckt et al. [81], retaining talented and high-performing
employees has a great impact on both the financial and operational performance of organizations,
due to the possessed knowledge and qualifications.
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The success, profitability, and sustainability of any organization are influenced by the organization’s
ability to retain and sustain their top talent [79]. The main challenge of most firms is how to keep
the talented employee after training them. Becker et al. [82] suggested that “a compensation package
that clearly stipulates expectations of performance, skill requirements, experience, and behavior”
should be put in place. The author stressed further that the system should be designed to promote
high performance at every skill level within the firm, and suggested that the compensation and reward
support the overall goals of the firm, not just in recruitment and retention, but also in addition to
the business performance [82]. According to Dychtwald et al. [83], “performance management systems”
(PMS) should in addition to its objectives address how the different generations’ employees perceive
feedback and the determinants of employee retention. While Boomers generally assume they may
spend one to five years in a position before being promoted, Generation Y want to know where they
are going to be next month [83]. This view was corroborated by Cappelli [84], who found that 71%
of top performers who received regular feedback tend to remain on the job against the 43% who did
not receive regular feedback. These statistics indicate the significance of feedback in an employee’s
decision to remain in their job [84].

According to the research undertaken by Kontoghiorghes and Frangou [85], a positive correlation
between “talent retention” and organizational performance was shown. Thus, the correlation between
talent retention and organizational performance was concluded to be positive and significant, which
means that organizations need to implement retention practices to be effective [68]. In line with
the above, Hypothesis 2 (H2) was proposed:

Hypothesis 2 (H2). Talent retention will positively influence sustainable organizational performance.

Continuous implementation of learning and development practices is essential, where
organizations are encouraged to have new procedures to achieve their tasks, provide new technologies,
and have up-to-date skills and knowledge. These can be used to assess the ability of an organization to
adapt in a changing environment, to have a sustainable competitive advantage, and to successfully
compete with other rivals [86]. For this purpose, organizations should first identify employees who
have deficiencies in qualifications and, then, identify the level and time needed to execute the process
of learning and development [87]. Owing to the distinct traits that exist within each generation, Phillips
and Roper [25] suggested that strategies formulation should be tailored specifically for each generation
in order to engage them. This corroborates the position of Gostick and Elton [88], who stated that
employees will remain in a firm where there is a “quality relationship with his or her manager”,
“an opportunity for personal growth and professional development”, “work–life balance”, “a feeling
of making a difference; meaningful work”, and “adequate training”.

Learning and development is considered to be the basis of a company’s success, in which
improving performance is said to be difficult without learning [89], the objective of which is to decrease
leadership deficiencies at the higher levels. According to Phillips and Roper [25], employees at all
job levels appreciates learning; but, there is an indication that the employees of small companies
appreciate learning more than those in large firms, and those people that work above 50 h per week
exhibit above-average preference for learning. Wagner and Harter [90] concluded in their study that
“it’s better for an organization over the long haul to have employees trained and have supervisors
and mentors dedicated to talking to employees about their performance”. Tracy Bowers thus suggested
the development of “multi-generational teams” [25]. Tracy stated further that “we have found the older
generation enjoys working with the younger ones. The younger ones bring the energy and the younger
generation likes to work with experienced older generation” [25].

The research undertaken by Taleghani et al. [91] and Gorozidis and Papaioannou [92] proposed
that talent development has a positive impact on organizational performance. It also has a positive
effect in sustaining the organizational competitive advantage [93]. Considering the above, the following
hypothesis was proposed:
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Hypothesis 3 (H3). Learning and development will positively influence organizational performance.

Career management involves collecting information illustrating the “interests, norms, strengths
and weaknesses of a skill, indicating career objectives, and integrating in career strategies that aim at
increasing the prospect of career goals to be attained” [94]. Career management consists of formal
and informal activities, such as job rotation, employee seminars, and career development, as well as
providing practices for self-improvement [95]. The study conducted by Dargham [95] about career
management concluded that there exists a positive effect of career management on increasing both
organizational performance and employee commitment. Furthermore, the findings of the study
undertaken by Lyria et al. [96] highlighted the significant relationship between career management
and organizational performance in companies operating in Nairobi. Considering the above arguments,
Hypothesis 4 (H4) was proposed:

Hypothesis 4 (H4). Career management will positively influence organizational performance.

3. Methodology

The UAE real estate sector is becoming more transparent, which encourages purchasers and sellers
to make wiser decisions with regards to their investment. For that purpose, real estate firms keep on
hoisting the significance of “getting the right people in the right spot at the right time”. Motivating,
rewarding, and retaining extraordinary talent have turned out to be some of a real estate CEO’s top
needs, who are presently creating formal talent policies, which consist of new recruitment strategies,
core competency hiring practices, mentorship, inclusive training programs, career development,
performance score card, employee recognition, as well as up-to-date compensation practices. It is critical
for real estate firms to take into consideration that nothing in the real estate industry is attained without
incredible talent. Following the interest of real estate companies, the objective of our study is to
investigate the effect of talent management practices on sustainable organizational performance in real
estate companies located in the United Arab Emirates, specifically, to investigate the implementation
of talent attraction, talent retention, learning and development, and career management. In our study,
the research model shown in Figure 1 illustrates the relationships among our variables.

Figure 1. The research model.
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Data Source, Collection, and Method of Analysis

The measurement items for “talent attraction” (TA), “talent retention” (TR), “learning
and development” (LD), “career management” (CM), and “sustainable organizational performance”
(PE) were taken from a previous study [97]. TA, TR, LD, CM, and PE were measured with 8, 5, 8,
6, and 5 items, respectively, out of which 3, 1, 4, and 2 items were found to have a loading value
below the threshold in TA, TR, LD, and CM and were subsequently deleted from further analysis
(see Appendix A). The participants were requested to rate their level of agreement with several
statements relating to the main variables in this study, which were “Talent Attraction”, “Talent
Retention”, “Learning and Development”, “Career Management”, and “Sustainable Organizational
Performance”. The statements were scaled based on a 5-point Likert scale ranging from 1 (strongly
disagree) to 5 (strongly agree).

The target population of this study is the top manager working in real estate companies across
the United Arab Emirates. In choosing the sample size, owing the time and resources constraints,
Dubai and Abu Dhabi were first randomly selected out of the seven emirates in UAE. Thereafter,
the lists of real estate companies in these two cities were sourced from the “Yellow Pages”. The pages
show that 639 and 242 real estate companies are available in Dubai and Abu Dhabi, respectively,
totaling 881 real estate companies. Subsequently, the “Raosoft” sample size calculator was used to
determine the actual sample size, considering a 5% margin error, 95% confidence level, and a 50%
response distribution. The sample size was calculated to be 268. The sample size was then shared
between the two cities in ratio 73:27 in proportion to the available number of real estate companies
available. Finally, 277 and 103 real estate companies were randomly selected in the Dubai and Abu
Dhabi emirates, respectively. The companies were contacted and a questionnaire was given to the top
manager in the company. Out of the 380 questionnaires administered in the two cities, 233 (81.1%)
and 83 (80.58%), totaling 306 questionnaires, were retrieved from the Dubai and Abu Dhabi real
estate companies selected, respectively. The demographic characteristics of the participant show that
62% were male, while 38% were female. In respect of the age of the respondents, the data revealed
the larger proportion of the participant to be between the age of 41 and 50 years old (42.5%), 37.8%
between 31 and 40 years old, 11.6% above 50 years old, and 8.1% below 30 years old. The educational
background of the respondents shows that 4.9% had high school, 24.7% a diploma, 44.7% a B.Sc., 22.5%
a Masters, and 3.2% a PhD. In addition, the descriptive analysis of the main variables and correlations
are presented in Table 1.

Table 1. Descriptive statistics and the correlation matrix.

Construct Mean Std. Deviation (1) (2) (3) (4) (5)

Career Management (1) 4.06 0.558 1
Learning and Development (2) 3.67 0.574 0.636 1

Talent Retention (3) 3.93 0.535 0.741 0.694 1
Talent Attraction (4) 3.46 0.416 0.844 0.686 0.851 1

Sustainable Organizational
Performance (5)

2.69 0.449 0.758 0.618 0.542 0.701 1

For the data analysis, we applied the Structural Equation Modeling (SEM) procedure to examine
whether our proposed hypothesized model as stated in Figure 1 was appropriate. We first conducted
a Confirmatory Factor Analysis (CFA) to evaluate both the reliability and validity of our proposed
model. We then estimated the full structural model, which was then used to test the hypotheses.

The descriptive statistics of the main research variables are presented in Table 1.
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4. Data Analysis and Results

A Structure Equation Model (SEM) with AMOS was utilized to test the proposed hypotheses.
SEM is a covariance technique that evaluates the structured relationships between the observed
and latent variables in the model and controls the measurement error while evaluating
the relationship [98–101]. We implemented the two-step approach of Anderson and Gerbing [102]
for model analysis. First, we reviewed the measurement model by executing a confirmatory factor
analysis and analyzing the validity and reliability of this study. We also scrutinized the adequacy of
the model for the data observed. Secondly, we evaluated the conceptual framework by evaluating
the standardized coefficients of the structural relationship and their significance and, then, validated
the findings and test hypotheses, accordingly.

4.1. Measurement Model

The measurement model was assessed during Confirmatory Factor Analysis (CFA).
The modification indices and residual matrix indicate that three items from TA, one item from
TR, four items from LD, and two items from CM should be trimmed in order to improve the model fit.
This may be because there is a repetition in the items used to measure these constructs. Moreover,
the modification indices indicate some covariance between the measurement errors should be
constrained to improve the model fit. We believe this is because talent management practices
are highly correlated, and thus should share some covariance in the measurement errors.

Before evaluating the hypotheses, the measurement model should demonstrate a reasonable
degree of reliability and validity. In this analysis, the reliability of the measures was tested using
Cronbach’s alpha and composite reliability (CR), which are the standard parameters for determining
the reliability of the measures [85,86]. Both the Cronbach’s alpha and composite reliability of each
variable should be 0.7 or above, in order to show adequate reliability [103,104]. As shown in Table 2,
the Cronbach’s alpha values ranged from 0.71 (for learning and development) to 0.96 (for sustainable
organizational performance). Furthermore, the composite reliability values ranged from 0.75 (for
learning and development) to 0.96 (for organizational performance). These statistics indicate a
reasonable degree of reliability, because they were all above the value of 0.7.

Table 2. Reliability and convergent validity assessment.

Variable Name Cronbach’s Alpha CR AVE Item Weights

Talent Attraction 0.841 0.835 0.558

TA2 0.734 ***
TA4 0.773 ***
TA6 0.718 ***
TA8 0.763 ***

Talent Retention 0.806 0.820 0.534

TR1 0.776 ***
TR3 0.666 ***
TR4 0.702 ***
TR5 0.773 ***

Learning and Development 0.713 0.755 0.521
LD4 0.784 ***
LD5 0.855 ***
LD8 0.465 ***

Career Management 0.835 0.859 0.604

CM2 0.833 ***
CM4 0.742 ***
CM5 0.733 ***
CM6 0.797 ***

Sustainable Organizational Performance 0.96 0.969 0.861

PE1 0.725 ***
PE2 0.985 ***
PE3 0.984 ***
PE4 0.967 ***
PE5 0.951 ***

*** Significant at 0.01.
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In terms of validity, item loadings, their levels of significance, and “average variance extracted”
(AVE) were utilized to determine the “convergent validity” of the test [105]. Each element should
have a sufficient weight (loading ≥ 0.3) and a significant value (t-value ≥ 1.96) for its postulated
structure, in order to demonstrate reasonable convergent validity [102]. In addition, the AVE should
be equal to 0.5 or above [105]. As shown in Table 2, the weights of the items ranged from 0.46 to 0.98
and were significant at the 0.01 level, indicating that each item was weighted correctly and significantly
on its hypothesized structure. The AVE values ranged from 0.52 to 0.86, which were far above
the proposed threshold of 0.5. We may, therefore, deduce that the measurement model had accurate
convergent validity.

For differential validity, the chi-square (χ2) difference test was used to compare two “nested
models”, in which the covariance between a pair of variables in a single model is limited to zero [106].
The discriminant validity is formed once there is a considerable difference between the uncontrolled
and controlled models. We checked all ten pairwise combinations of the five constructs. As shown in
Table 3, the χ2 difference tests for all pairs of constructs were significant at the 0.001 level, suggesting
that each construct in the model varied significantly from the other constructs in the model.

Table 3. Chi-square (χ2) difference between the unconstrained and constrained models.

Construct Scale Pairs Chi-Square (χ2) Difference p-Value

Talent Attraction

Talent Retention 298.034 0.000
Learning and Development 271.523 0.000

Career Management 298.893 0.000
Sustainable Organizational Performance 287.941 0.000

Talent Retention
Learning and Development 273.787 0.000

Career Management 282.774 0.000
Sustainable Organizational Performance 271.836 0.000

Learning and Development Career Management 271.553 0.000
Sustainable Organizational Performance 275.263 0.000

Career Management Sustainable Organizational Performance 304.181 0.000

We used fit indices like chi-square (χ2), “comparative fit index (CFI)”, and “root mean square
approximation effort (RMSEA)” to examine the fit of the proposed model to the experimental results.
Such indices have been proposed to be the most comprehensive model fit indices [107]. The findings
of the CFA provided proof of a good model fit (χ2 = 248.703; d.f. = 156; χ2/d.f. = 1.594; CFI = 0.939;
RMSEA = 0.08; SRMR = 0.08).

4.2. Common Method Bias (CMB)

This research used perceptual data obtained from a single source and was, thus, vulnerable to
potential common bias (CMB) [108]. To analyze this problem, we used the rigorous test proposed by
Lindell and Whitney [109], which is a correlation-based marker variable tool. Within this approach,
the common method bias is controlled for by partialling out the smallest correlation (which was 0.542
in this study) from the correlation between all the substantial variables. The significance level was,
then, estimated for the adjusted correlations by evaluating the t statistic [109,110]. Following these
practices, the results (shown in Table 4) suggested that none of the significant correlations had become
non-significant when modified for common method bias, indicating that the method bias was not
satisfactory for the bias of the observations in this survey.
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Table 4. Common bias (CMB)-adjusted correlation.

Construct Pairs
Uncorrected
Correlation

Adjusted
Correlation

t-Statistic of the Adjusted
Correlation

Career Management Learning and Development 0.636 *** 0.636 7.817

Talent Retention 0.741 *** 0.741 10.468

Talent Attraction 0.844 *** 0.844 14.902

Sustainable Organizational
Performance

0.758 *** 0.758 11.020

Learning and Development Talent Retention 0.694 *** 0.694 9.135

Talent Attraction 0.686 *** 0.686 8.949

Sustainable Organizational
Performance

0.618 *** 0.618 7.458

Talent Retention Talent Attraction 0.851 *** 0.851 15.374

Sustainable Organizational
Performance

0.542 *** 0.542 6.119

Talent Attraction
Sustainable Organizational

Performance
0.701 *** 0.701 9.314

*** Significant at 0.01.

4.3. Structural Model Testing

In order to analyze our hypotheses, evaluation of the structural model was conducted using
the maximum likelihood approach of AMOS. The t-value of the path coefficients and the squared
multiple correlations were used to clarify the full structural equation model. The model estimation is
shown in Figure 2. The analysis demonstrated that talent management strategies accounted for 58.2%
of the variation in organizational performance. Table 5 shows the estimation of the path coefficients
and their levels of significance. These findings show that neither Talent Attraction (coefficient = 0.260,
p = 0.181) nor Talent Retention (coefficient = −0.186, p = 0.247) had a major impact on sustainable
organizational performance. Therefore, hypotheses H1 and H2 were rejected. On the other hand,
learning and development strategies had a significant and positive impact on sustainable organizational
performance (coefficient = 0.237, p = 0.04). This means that, as learning and development practices
improve, sustainable organizational performance also improves. Correspondingly, career management
had a positive and significant impact on sustainable organizational performance (coefficient = 0.517,
p = 0.002), indicating that career management is a silent predictor of sustainable organizational
performance. The proposed model showed a strong model fit (χ2 = 248.703; d.f. = 156; χ2/d.f. = 1.594;
CFI = 0.939; RMSEA = 0.08; SRMR = 0.08), suggesting that the data matched our structural model well.

Table 5. Estimation of the model.

Construct Coefficient Std. Deviation t-Value p-Value

Talent Attraction 0.260 0.197 1.337 0.181
Talent Retention −0.186 0.128 −1.157 0.247

Learning and Development 0.237 0.086 1.984 0.047
Career Management 0.517 0.126 3.153 0.002
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Figure 2. Full model estimation. TA: Talent Attraction; TR: Talent Retention; LD: Learning
and Development; CM: Career Management; PE: Sustainable Organizational Performance.

5. Discussion and Conclusions

5.1. Discussion

Interest in studying the talent management concept, in terms of its definition, importance,
and literature review, has increased, especially for academics and researchers. Talent management
focuses on positioning the right person in the right place, encouraging employees to develop
their qualifications and talent which, in return, serves to enrich and sustain the success of
the organization [111,112]. Prior research undertaken to study talent management has mainly
concentrated on the conceptualization of talent and talent management, as well as talent management
practices. These studies generally highlighted the positive and significant relationship between
talent management and organizational performance. Our research can be considered as an important
contribution to the literature of the talent management concept, due to the scarcity of empirical research.

We conducted this research to study the impact of talent management on the sustainability of
organizational performance; more precisely, to study the impact of talent management practices
(i.e., attraction, retention, learning and development, and career management) on organizational
performance. We empirically tested the developed theoretical model by gathering data from managers
working in the human resources departments of small- and medium-sized real estate companies,
in order to examine the relationships between the independent and dependent variables.

The findings of our study showed that there was no significant relationship between talent attraction
and organizational performance, which contradicts most of the previous studies concluded that have
stated that there exists a positive and significant relationship between the two variables [74,113,114].
The reason behind our findings refers to the idea that many organizations in the United Arab Emirates
execute talent management practices without having a clear perspective of talent management.
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Moreover, our findings indicate that there is no sign of attraction policies and practices, in disagreement
with the literature review, which stressed the idea that small- and medium-sized companies are
subjected to challenges in attracting talented employees more than large companies [115]. Thus,
the finding of our study proves that the real estate companies in the UAE do not identify talent at
the early stage of attraction practices.

Furthermore, the findings of our study demonstrate that talent retention had no significant
impact on the dependent variable, which means that real estate companies in the UAE do not
emphasize the implementation of talent retention policies, as they have little or no concern about
them. This result is in contrast with the study undertaken by Auranzeb and Bhutto [116], which
stressed the significant relationship between talent retention and organizational performance in
service-sector firms; this positive and significant relationship has been supported by most empirical
studies [68,114,117–119]. The increase in the resignation percentage may allude to the fact that most
talented and qualified individuals tend to search for better opportunities that help them to learn
and grow, as they believe that, in their current organizations, they have reached a point where they
cannot improve their skills and, so, they cannot add anything new to the interest of the organization.

Moreover, the findings of our research were consistent with the study undertaken by
Shaheen et al. [120], where the results of our study highlighted the significant and positive impact
that learning and development has on sustainable organizational performance in real estate firms.
Furthermore, the study of Poorhossienzadeh and Subramaniam [119] regarding MNCs in Malaysia
revealed that improving talent is the most important factor to attain success; this outcome was supported
by the research of both Lyria [97] and Johansson and Adams [121]. Learning and development provides
great opportunities for talented employees to work on developing their skills that best fit prospective
vacancies, such that they are ready and available once a vacant position opens up [122].

Furthermore, the results of our study indicate the significant and positive impact of career
management on sustaining organizational performance, which was also confirmed by previous
research [123,124]. The result stressed the importance of career management, which supports
improving qualifications at the individual level and, consequently, sustainability and development at
the organizational level, which implies that career management practices have the utmost impact on
the sustainability and improvement of organizational performance [113]. This is why executives must
recognize key positions, and the best-matching talented employees for such positions once the current
in-charge person decides to leave the organization. This idea has been supported by the perspective of
Collings and Mellahi [58] on talent management, who stressed the urge to recognize talent capabilities
for critical positions.

Implications

Our study makes a significant contribution to both the theory and practices for sustainable
organizational performance. The study empirically tests the model investigating the positive impacts
of talent attraction, retention, learning and development, and career management on sustainable
organizational performance. The study demonstrates that, in the real estate sector, sustainable
organizational performance can be achieved through learning and development as well as career
management of the employees. This indicates that the proposed model is a step forward in better
understanding sustainable organizational performance. This will serve as a foundation study for
future research to test the model in different contexts.

The results of this research have some managerial implications, which can help managers to
effectively attain their organizational objectives. It is evident from the findings that the management is
not paying the required attention to the talent attraction and retention in the industry, hence the need
for the management to overhaul their strategy on the talent attraction and retention, as these will
improve the explanation variations of talent management practices in the achievement of sustainable
organizational performance. Managers should focus their attention on implementing talent management
practices that emphasize the importance of human capital value in enriching sustainable organizational
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performance that will enable them to have a competitive advantage in the market where they operate.
Talent management should be considered more than simply a theoretical concept; managers should divert
their mind-set from discussing talent management practices informally to their strategic implementation
and integration using decision-making processes.

In addition, our findings may assist real estate companies to intensity efforts on the learning
and development and career management of their employees, as they both have demonstrated to be a
significant determinant of achieving sustainable organizational performance. Once talent management
practices have been implemented, the different stakeholders should have clear information about their
talent, as the absence of talent management awareness among managers may result in undesirable
organizational performance. In order to ensure successful results from the implementation of talent
management practices, managers should have full information regarding their talented employees,
capturing the details of individual job roles, their contributions, their qualifications, career development,
and so on. This information should always be updated, according to talent attraction, talent retention,
learning and development, and career management practices.

Meanwhile, it is worthy to note that “Industry 4.0” is gaining an increased attention from
both academics and practitioner in business [125,126], owing to its novel approach to how industry
can collaborate with new technologies to get maximum output with minimum resource utilization.
Kamble et al. [126] noted that “Industry 4.0” has the potential for realizing a sustainable industry
value creation in the social dimension, aside from economic and environmental sustainability. Thus,
the stakeholders in the real estate industry can look towards “Industry 4.0” for sustainable performance.

5.2. Conclusions

Most organizations recognize the importance of implementing talent management strategies
and practices, in order to improve their performance and to create a sustainable competitive advantage
that will permit them to stand out in the market. Talent management practices mainly focus on talent
attraction, talent retention, learning and development, and career management.

The purpose behind this research was to study the impact of talent management practices
(i.e., attraction, retention, learning and development, and career management) on sustainable
organizational performance in real estate companies in the UAE. Our findings revealed that both talent
attraction and talent retention practices had no impact on the dependent variable, as the surveyed
organizations were classified as small- to medium-sized organizations, which have little awareness
about attracting and retaining talent, in terms of enhancing and sustaining organizational performance.
In contrast, the research demonstrated that both learning and development and career management
practices had significant and positive impacts on the sustainable organizational performance of
real estate companies, stressing the impact of career management—which is considered a silent
predictor—and emphasizing the significance of improving qualifications, career coaching, identifying
career goals, and identifying the deficiencies that hinder the reaching of career objectives. Furthermore,
the significance of the learning and development practices are not limited to the size of the organization,
where managers should concentrate on coaching and training programs, as well as job rotation
experience, in order to leverage the performance of the organization regardless of the company size.

5.3. Limitations and Further Research

The study limitation lies in the restriction to the real estate sector in the two emirates in the UAE,
making the generalization of the findings from this study to be limited, due to the differences in
organizational context. Thus, the scope of the cities and industry covered can be extended in future
studies. Although talent management is a recent research concept that has attracted the attention of both
practitioners and academics, there is still much room for further research in this area. The study could
be conducted in different industries in the UAE that have not been researched previously. Furthermore,
other researchers could draw comparisons between the governmental and private sectors, in order to
investigate the respective differences in impact of implementing talent management practices.
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Appendix A

Table A1. Items measurements and source.

Constructs Items Source

Talent Attraction (TA)

This company’s good working conditions and fair wages have
enabled it to attract the right talent

Lyria [97]

In this company, we support employee training and
career progression

Work-life balance, as well as social networking facilities,
in this company are motivating factors for our employees

We ensure a good organizational climate, in order to attract
the right talent

Talent Retention (TR)

We use an effective leadership style and are careful with how
we handle employee issues

My company has a competitive compensation system,
in comparison to other organizations in the same industry,

which is a motivating factor for our employees

We have an internal recruitment policy that helps to raise
the loyalty and morale of our employees

My company has flexible working hours as a motivating factor
for our employees

Learning and Development (LD)

In our company, an in-house development program is
commonly used

Coaching by the line managers is carried out in this company

We believe E-learning is of great importance in our company

Career Management (CM)

This company believes career planning facilitates
the expansion and growth of this company

My company plans on employee growth and progression

My company strives to establish career paths and families of
jobs in every department

In my company, we develop programs and initiatives that
enhance employee development

Sustainable Organizational
Performance (SOP)

In this company, we believe talent managementincreases our
competitiveness

My company’s talent retention strategy has led to an increase
of sales

Talent management in the organization leads to increased
employee productivity.

This company’s internal recruitment policy helps to uplift
employee morale

This company’s formal succession planning has contributed to
a high return on investment.
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Abstract: Amid the strain related to the necessity of distance learning and related organizational
adjustments in higher education institutions (HEIs), this paper re-examines the problem-focused
coping strategy and its efficiency in addressing work-related strain. A case for the centrality of a
problem-focused coping strategy in maintaining sustainability and resilience of HEIs is made. To this
end, the spotlight is directed at workplace bullying in HEIs, which—due to its implications for
absenteeism, turnover, and productivity—represents one of the most challenging issues in talent
management in HEIs. What is termed here “hidden cost of workplace bullying” constitutes a direct
challenge for HEIs sustainability and resilience. The discussion and the findings elaborated in this
paper are based on a survey (n = 400) conducted across HEIs in Pakistan. It is argued that the findings
are generalizable, which makes this paper an important addition to the literature on sustainability
and resilience in HEIs.

Keywords: talent management; HEI sustainability; bullying; coping strategies; problem-focused
coping strategies; managerial implications; the hidden cost of workplace bullying

1. Introduction

Higher education institutions (HEIs) worldwide are in the process of transition. They need
to adapt to the twin-challenge of the changing political and economic environment in which they
operate [1,2] and to the evolving demands, expectations, and capacities of the student body [3].
This twin-challenge means that HEIs worldwide struggle with acquiring finance and transforming
their organizational structure and their business model, while at the same time seeking to develop a
curriculum that meets the demands and expectations of both the student body and the market. Talent
management in this context is not considered a priority. Moreover, more frequently than not, the bulk
share of the burden of this multi-scalar transition the HEIs undergo is moved on the shoulders of
the faculty [4]. As argued elsewhere, the faculty—for the sake of keeping their promotion options
open—is expected to and agrees to engage in additional non-paid “service” activities. As a result, the
workload the faculty already has may even double [2]. The COVID-19 pandemic, and the necessity
to switch to online distance learning nearly overnight, created an additional source of strain for the
faculty as well as for the HEI administration [5,6]. The situation of a continued escalation of challenges
and burden that the faculty and the administration are exposed to frequently exacerbates pre-existing
problems pertinent to the group dynamics, collaboration, equality, fairness, and bullying in a given

131



Sustainability 2020, 12, 10565

HEI. Research dealing with these issues is still nascent [7]. By focusing on bullying in HEIs, this paper
inserts itself in this debate to argue that, especially today, an effective problem-focused coping strategy
might be the best way of navigating challenges and issues, of which bullying is but one representation.

The debate on bullying in academia is not new, and yet regrettably the problem persists, and
relating research maintains its relevance [8–14]. Diverse forms of bullying exist. The thrust of the
phenomenon lies in “the infliction of various forms of abuse (e.g., verbal, emotional, psychological)
against a colleague or subordinate by one or more other members of a workplace” [8]. Details about
which forms of action bullying can take are redundant at this point. Clearly, several detailed accounts
of bullying and its forms exist in the literature [8,10,12,13]. The case that this paper seeks to make is that
there is a direct correlation between the scale and scope of bullying in HEIs, the ways of coping with
bullying and its implications, and the sustainability of HEIs. In other words, considering that bullying
in HEIs results in increased absenteeism, increased turnover intention, and decreased productivity, it
represents one of the most salient challenges HEIs face today. Its gravity is exacerbated by the fact that
workplace bullying in HEIs is underreported.

Given that sustainability and resilience of HEIs, and so quality education [15], are the key goals
all societies strive for, this paper re-examines the problem-focused coping strategy in connection to
workplace bullying in HEIs. Drawing from the findings of a survey conducted among 400 respondents,
faculty members in HEIs in Pakistan, a positive relationship between a problem-focused coping strategy
and the degree of individual strain and turnover intention is evidenced. It is argued that the findings
elaborated in this paper are generalizable, at least as regards the recommendations and suggestions
for HEI administration, which makes this paper an important addition to the literature on talent
management and sustainability. The argument in this paper is structured as follows. The following
section sheds light on the debate on coping strategies, bullying, and strain in HEIs and links them to
the issue of organizational performance of HEIs, including questions of sustainability and resilience.
Section 3 elaborates on the methods and methodology applied for this study, including detailed insights
into the specific scales applied for the examination and the outcomes of the examination themselves.
Discussion and conclusions follow.

2. Bullying, Problem-Focused Coping Strategy, and Sustainability in HEI

The discussion on diverse styles of coping strategies and their efficiency in navigating specific
situations of stress in an individual’s private and professional lives have been thoroughly discussed
in the literature [15–20]. In a similar manner, the discussion on bullying in the workplace maintains
its momentum [8–14,21–23]. In this context, bullying in HEIs establishes itself as an important and
self-standing challenge [24–26]. Bullying in HEIs is a multi-scalar problem [8–10] that affects an
individual’s well-being and takes such forms as anxiety, insomnia, indigestion, lack of appetite, and
others. It also affects an individual’s family and family life because the stress and strain are “imported”
into the household [27]. Finally, it has an adverse impact on an individual’s performance at work.
It manifests itself through absenteeism, decreased productivity driven by dwindling motivation,
intention to leave, and others [28,29]. As a result, the overall performance of a given HEI falls, and
an avalanche of adverse implications follows [30–36]. In the extant research on strategies aimed at
coping with stressful work-related situations, the value of problem-focused strategies was frequently
stressed [37]. The essence of problem-focused coping strategies rests in a conscious attempt by the
victim to resolve the problem by confronting those who are responsible for the situation of strain.
This may include direct and instrumentalized forms of action.

Relatively little has been written so far on the correlation between bullying-related strain and
efficient coping strategies [38–40]. Even less, however, has been written about the efficient ways of
navigating bullying-related strain and implications of bullying in the context of HEIs [41,42]. It remains
yet to be determined whether it is valid to consider the context of an HEI on the same par with any
other business organization and whether, accordingly, comparisons with and experiences gained in the
business sector, especially as regards bullying, can be applied in HEIs [43,44]. In several respects, HEIs,
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always on average because exceptions exist, do not stand the comparisons and standards applicable in
the business sector [45] and, for instance, are considered as the late adopters of certain organizational,
human resources (HR), and leadership solutions [35]. In addition, as research suggests [45,46], there is
a certain qualitative specificity to the HEI environments, which may not be applicable to a regular
business setting. The key factors that are at play here include the individual personality traits of the
faculty that led them to pursue research and teaching, the usually non-profit orientation, the increasingly
sensitive and unresolved issue of student seen as the customer, frequently subjective, open-ended, and
grossly unfair promotion requirements, and many more. As outlined in the introduction, the case that
this paper seeks to make is that there is a direct correlation between the scale and scope of bullying in
HEIs, the ways of coping with bullying and its implications, and the sustainability of HEIs. In this view,
it is mandatory to examine the intersection of bullying in HEIs and the effectiveness of coping strategies
with a view to proposing a few recommendations for the faculty and the administration, including the
deans and the human resource management department. This paper does that by evidencing that a
problem-focused coping strategy is the most efficient in view of addressing some of the implications of
workplace bullying in HEIs. Accordingly, the question is how to exploit this finding and apply it in the
context of HEIs worldwide.

3. Methodology, Methods, and Materials

The objective of this section is to provide evidence that a positive direct correlation exists between
a problem-focused coping strategy and bullying and bullying-related strain in HEIs. The discussion
builds on the assumption that bullying-related strain generates a variety of physical and emotional
implications for the victims of bullying, which leads to diverse, prolonged, and frequently hidden costs
and related losses in productivity in HEIs. By evidencing the said positive correlation, a case is made
that, with regards to bullying in HEIs, problem-focused coping strategies represent the most efficient
way of dealing with bullying and bullying-related strain. Therefore, a positive correlation exists
between problem-focused coping strategies and the sustainability of HEIs. The argument evidencing
that draws from the outcomes of a survey (n = 400) conducted across HEIs in Pakistan.

3.1. About the Survey

For the sake of this research, a survey was conducted. The sample consisted of 400 faculty
members (men = 200, women = 200) recruited from 12 public universities in Pakistan. The age range of
the sample was 24 to 60 years (M = 33.85, SD = 8.0). A purposive sampling technique was used to collect
the sample. The demographic information forms, the Workplace Bullying Scale (WBS), the Workplace
Bullying Strain Inventory (WBSI), the Brief Cope Inventory Scale (BCIS), and the Turnover Intention
Scale (TIS) questionnaires were individually administered to and completed by all study participants.
Each scale was accompanied by a set of written guidelines explaining how the questionnaire should be
responded to. All questionnaires were collected personally. The present study was conducted in a
manner that respects the dignity, right, and welfare of all the participants of the research. Participants
were informed that all the information provided by them would be kept confidential. They were also
informed that they could withdraw from the study at any time. The data collected were analyzed using
the Statistical Package for the Social Sciences (SPSS) version 20.0 and the Analysis of Moment Structures
(AMOS) version 22.0. To assess the internal consistency of the scales, reliability analyses were run,
and Cronbach’s alphas of all scales were obtained. Regression analyses were employed to identify the
role of the independent variable (workplace bullying) on dependent variables (workplace bullying
strain) and turnover. The mediation role of problem-focused coping strategies between workplace
bullying and bullying strains and turnover was investigated using structural equation modeling (SEM)
through AMOS.
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3.2. The Sample

There is no statistically systematic record about the faculty in Pakistani HEIs, which could be
accessed and adopted as the target population. Furthermore, workplace bullying is a culturally and
socially inhibited issue and thus its scale tends to be underreported [47,48]. For these two reasons,
it was not acceptable to employ any method of probability sampling strategy. Accordingly, following
a cross-sectional design, the purposive sampling approach was employed. A total of 521 faculty
members from 12 HEIs in Pakistan were invited to respond to the survey. Of these potential participants,
400 respondents (men = 200, women = 200) completed the questionnaires. This sets the response rate
at 76%. The age range of the survey participants was 24–60 years (M = 33.55, SD = 8.0). The baseline of
academic qualification of the sample was sixteen years of education with a minimum of one year of
teaching experience. Non-teaching staffwas not included in the present study.

3.3. The Scales (Measures)

For the sake of the examination in this study, the following scales were employed: the Workplace
Bullying Scale (WBS) to assess the respondents’ exposure to bullying; the Workplace Bullying Strain
Inventory (WBSI) to assess the strain caused by bullying; the Brief Cope Inventory Scale (BCIS) to
assess the respondents’ preferred strategies to cope with stressful situations; and the Turnover Intention
Scale (TIS-6) to assess the respondent’s intention to leave the organization in near future as a result of
bullying. The following paragraphs offer an insight into these scales and how they were applied in
this study.

The Workplace Bullying Scale (WBS) [49] was used to assess the participants’ exposure to bullying.
Participants were asked to point out how often over the past six months they had been exposed to
negative behaviors associated with bullying; a list of behaviors was listed. This scale consisted of
21 items. All items in the scale were written in a behavioral form. Not a single item of the WBS used
the word “bullying”. The scale consisted of two subscales. The first subscale, consisting of 10 items,
focused on work-related bullying, e.g., withholding necessary information affecting the respondent’s
professional progress and setting unrealistic goals and deadlines. The second subscale, comprised of
11 items and examined person-related bullying, e.g., spreading rumors, social exclusion, and others.
The Cronbach’s alphas acquired in the present study are α = 0.77 and 0.87 for work-related bullying
and person-related forms of bullying, respectively, and 0.94 for the total bullying scale. The scale was
scored on a 5-point Likert rating scale, where “Never” was scored as 1 and “Daily” as 5.

The Workplace Bullying Strain Inventory (WBSI) [48] was used to assess the bullying strain.
The use of the WBSI derived from the assumption that strain results from bullying experience
and that it manifests itself in several areas/domains related to job/work, psychology, interpersonal
relations/problems, physical, and behavioral issues/problems. The WBSI consisted of 33 items. The scale
was scored on a 5-point Likert rating scale where “Never” was scored as 1 and “Always” as 5. The WBSI
consisted of 5 subscales. There were 6 items for job strain, 7 items for the dimension of psychological
complaints, 6 items for physical complaints, 7 items for interpersonal complaints, and 6 items for
the dimension of behavioral complaints. Respondents’ higher scores on WBSI were indicative of
greater strain in specific areas. The Cronbach’s alphas of the five subscales of the WBSI acquired in
the present study are α = 0.89, 0.87, 0.89, 0.85, 0.86 for the psychological strain subscale, interpersonal
strain subscale, physical strain subscale, job-related strain subscale, and behavioral strain subscale,
respectively, and 0.94 for the total WBSI scale. Sample items are “I feel a lack of interest in my office
work”, “These days I feel depressed due to the problems related to my job”, and “I have trouble falling
asleep and sleeping well”.

To examine how the survey respondents cope with bullying-related strain, the Brief Cope Inventory
Scale (BCIS) [50] was used. This scale enables assessing the respondents’ preference to apply certain
coping strategies over others when facing a stressful situation. While the original scale consists of
28 items, for the purpose of this study, only a 10-items-subscale of problem-focused strategies was
used. The sample items of that subscale included: “I’ve been taking action to try to make the situation
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better” and “I’ve been trying to get advice or help from other people about what to do”. This scale is
scored on a four-point rating scale: with responses pertaining 1 “Usually don’t do” to 4 “Do this a lot”.
The Cronbach’s alpha for the problem-focused coping scale for this study was 0.97. The higher scores
on the BCIS indicated a greater preference and tendency to use these coping strategies.

Finally, the Turnover Intention Scale (TIS-6) [51] was applied to assess the respondents’ intention
to leave the HEI organization in near future. The original version of this TIS-6 consists of 14 items [43],
but its shorter version is also available [52] and consists of 6 items. The items included in the TIS-6
applied in this study were as follows: “How often have you considered leaving your job?” and “How
likely are you to accept another job at the same compensation level should it be offered to you?”
The Cronbach’s alpha for the Turnover Intention Scale on present data was 0.82. The higher the score
on the TIS-6 scale, the greater the intention to leave the institution.

3.4. The Results

The following seven tables, i.e., Tables 1–7, offer an insight into the results of the detailed analysis of
the responses to the survey. Each table dwells on a specific issue, an item comprising the research model
applied in this study. Table 7 serves as the most important table, perhaps, as it confirms the positive
correlations between a problem-focused coping strategy, the faculty’s degree of bullying-related strain,
and intention to leave the organization. Details are provided below.

Table 1 offers an insight into the descriptive statistics, Cronbach’s alphas, and inter-correlations
of the study variables. With the goodness of fit at 0.99, the comparative fit index at 0.99, goodness
of index at 0.1, the root mean square of residual at 0.02, and χ2/df ratio at 2.76 showing that the
proposed model provided a good fit to the data. Forty-two percent of teachers reported experience
of workplace bullying in their respective institutions. Findings indicate that bullying positively and
significantly predicted bullying strains and turnover intentions, and this relationship was mediated
by problem-focused coping strategies. Table 1 shows that all scales possess excellent reliability and
support the use of these scales in the present study [53].

Table 1. Descriptive statistics, Cronbach’s alphas, and inter-correlations of the study variables (N= 400).

Scales 1 2 3 4 A

1-Work-bs - 0.54 ** 0.34 ** 0.20 ** 0.90
2-Bul-si - - 0.22 ** 0.18 ** 0.83

3-Prob-foc - - - 0.13 ** 0.88
4-Turnover 0.82

M 53.84 92.14 23.72 22.58
SD 10.63 25.75 10.26 3.27

** p < 0.01. Note: Work-bs =Workplace Bullying Scale, Bul-si =Workplace Bullying Strain Inventory, Prob-foc =
problem-focused coping.

Table 2 demonstrates that 42% of the participants reported bullying exposure, while 58% of the
participants were never exposed to workplace-bullying. Women were subjected to bullying more
frequently (66%) as compared to male faculty members.

Table 2. Percentage of higher education teachers according to bullying exposure (N = 400).

Bullying Exposure
Men (N = 200)

n (%)
Women (N = 200)

n (%)
Total (N = 400)

n (%)

Bullied 36 (18) 132 (66) 168 (42)
Non-bullied 164 (82) 68 (34) 232 (58)

Table 3 indicates that workplace bullying is a significant positive predictor of coping strategies
as it explained 12% of the variance in coping strategies. Workplace bullying is a significant positive
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predictor of bullying strain (ß = 0.54, p < 0.001) as well as it explained 30% of the variance in workplace
bullying strain. Table 3 also shows that the predictability of turnover is the result of exposure to
workplace bullying. Results show that workplace bullying is a significant positive predictor of turnover
(ß = 0.20, p < 0.001); it accounted for 4% of the variance in turnover intention.

Table 3. Linear regression for predicting use of coping strategies, strains, and turnover from workplace
bullying exposure (N = 400).

Variables Coping Strains Turnover

B SEB ß B SEB ß B SEB ß

Workplace 0.33 0.04 0.34 *** 1.31 0.10 0.54 *** 0.06 0.01 0.20 ***
Bullying

R2
0.12 0.30 0.04

F
54.58 21.63 167.05

*** p < 0.001. Note: SEB = Standard Error of the Un Standardized Beta.

Table 4 offers an insight into person-related and work-related bullying subscales that were
examined through the stepwise regression analysis. Accordingly, Table 4 shows that 18% of the
variance in bullying strain is accounted for by work-related exposure to bullying alone. At the same
time, work-related and person-related bullying collectively account for 30% of the variance in bullying
strains. F = 92.71, 83.10, p < 0.001 supported the model. Thus, both types of bullying were found to
serve as significant predictors of bullying strain.

Table 4. Stepwise regression for predicting bullying strain from the subscales of workplace bullying
(N = 400).

Model B SEB β

1. Constant 43.8 5.15 0.43 ***

Job-related bullying 1.73

R2 0.18

F 92.71

2. Constant 20.91 5.64

Job-related bullying 1.38 0.17 0.34 ***

Person-related bullying 1.25 0.16 0.33 ***

R2 0.3

F 83.1

Note: *** p < 0.001.

Table 5 demonstrates the results of the stepwise regression analysis of the workplace bullying
subscales. On the person-related subscale, bullying appeared as a significant predictor of workplace
bullying strains (ß = 0.19, p < 0.001), while person-related exposure to bullying explained 3% of the
variance in employees’ turnover intention.
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Table 5. Stepwise regression for predicting turnover from the subscales of workplace bullying (N= 400).

Model B SEB β

1. Constant 20.21 0.62

Person-related bullying 0.09 0.02 0.19 ***

R2 0.03

F 15.36

Note: *** p < 0.001.

Table 6 offers evidence that the model applied for this study fits the data. The above model is
judged to be a good-fit model as χ2 = 2.76 with a p-value > 0.05; the values of the comparative fit
index (CFI), Bollen’s incremental fit index (IFI), and goodness of fit index (GFI) are higher than 0.90,
and root mean square residual (RMSR) is less than 0.08 [54]. The ratio of χ2/df was used as a further
goodness-of-fit criterion that is not larger than 5. Therefore, the model fits the data well [55].

Table 6. Fit indices for the mediation model (N = 400).

Model χ2 df CFI IFI GFI RMSR

2.76 1 0.99 0.96 0.1 0.02

Note: χ2 = chi-square, df = degree of freedom, CFI = comparative fit index, IFI = Bollen’s incremental fit index,
GFI = goodness of fit index, RMSR = root mean square residual.

Table 7 showcases that the standardized direct effects of workplace bullying are a significant
predictor of bullying strain and employees’ turnover. According to the findings shown in Table 7,
problem-focused coping strategies fully mediate the relationship between bullying exposure, employees’
strains (ß = 0.07, p = n.s), and their intention of turnover (ß = 0.02, p = n.s). Accordingly, it can be
argued that problem-focused coping strategies can mitigate the effects of bullying on employees’ level
of strain and their turnover intention.

Table 7. Standardized direct, indirect, and total effects of workplace bullying on bullying strains and
turnover intention (N = 400).

Predictor Outcome
Direct
Effect

Lower-Upper
Indirect

Effect
Lower-Upper Total p

Workplace bullying Strains 0.52 0.45–0.60 0.02 −0.01–0.05 0.54 0.000
Workplace bullying Turnover intention 0.18 0.06–0.28 0.02 −0.00–0.06 0.20 0.000
Workplace bullying Coping 0.34 0.34 0.000

Coping Strains 0.07 0.07 0.170
Coping Turnover 0.02 0.02 0.342

3.5. A Few Words on the Limitation of This Study

There are three key limitations to this study. First, the data were collected through a self-reporting
method. This might have exacerbated the already existing problem of the underreporting of workplace
bullying [8,10,30,54]. The suggestion, therefore, is that future research dealing with the problem
examined here is enriched by focus groups and interviews. In this way, more detailed information
about the frequency, severity, and consequences of bullying might be collected. Second, the respondents
invited to this study were only from public HEIs. Even if, at face value, adding respondents from
private HEIs would add to the discussion, a decision was made not to do so at this point. Research
suggests that the prevalence of workplace bullying is higher in public HEIs [56]. At the same time,
a case can be made that dissimilarity in work environments between public and private HEIs exists.
This issue has to be factored into the analysis. This is the subject of our ongoing exploration. Third, the
discussion in the paper might have benefitted from additional covariates in the regression analysis, e.g.,
work-family conflict, the institutional environment where bullying takes place, victims’ personality
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type, and his/her personal characteristics, such as age, gender, job rank, and length of experience.
The inclusion of these factors would certainly add a more sophisticated twist to the analysis. To remain
concise and focused on the purpose of the study, these covariates were not addressed in this study.
Notably, these factors not only enhance the occurrence of bullying but may also lessen the coping
process. All things considered, these issues shall be addressed in our future research.

4. Discussing the Survey’s Results

The objective of this paper was to query the relationship between bullying and bullying-related
strain in HEIs and the efficiency of problem-focused coping strategies seen as a function of HEIs’
sustainability. The key assumption on which the discussion in this paper was built is that workplace
bullying in HEIs—due to its implications for absenteeism, turnover, and productivity—represents one
of the most challenging issues in talent management in HEIs. It was argued that the diverse, prolonged,
and hidden implications of workplace bullying in HEIs, a phenomenon termed here as the “hidden
cost of workplace bullying”, constitutes a direct challenge for HEI sustainability and resilience. To
support these interrelated assumptions, a survey (n = 400) was conducted across HEIs in Pakistan.
The findings of the analysis performed on the outcomes of the survey are discussed below.

The results of this study confirm the initial assumption that bullying in HEIs is a common
practice [57–59]. Indeed, 42% of the HEI faculty who responded to this survey indicated that they were
subjects to work-related bullying (see Table 2). These findings are consistent, but not identical, with the
findings presented in the broader literature on the subject [57]. Country-level disparities, institutional
specificity, and (organizational) culture are the key factors that determine the emergence and forms of
workplace bullying [60–62]. These factors are complemented by such issues as an increased demand
for efficiency in HEIs, a tendency for an over-evaluation of the faculty, an incommensurate weight
of students’ opinions in the overall evaluation of the faculty, frequently subjective and overall unfair
rules defining the prospect of promotion, and many others, including the changing global landscape
of education [63]. The same factors also play a role vis-à-vis the degree of tolerance for workplace
bullying behaviors, and finally vis-à-vis self-reporting of acts of bullying.

To explore the bullying strain, it was assumed that experience of workplace bullying predicts
psychological health complaints, physical strain, interpersonal strain, job-related strain, and behavioral
strain. Regression analyses performed for the purpose of this study showed that workplace bullying
exposure significantly predicted bullying strain. These outcomes are in line with the findings of earlier
studies [64–67] that made a clear connection between exposure to bullying in the workplace and
propensity for depression, anxiety, low self-esteem, and others. Empirical evidence indicates that
bullying impacts all aspects of targets’ lives.

Workplace bullying bears significant costs for any organization. The cost can be quantified, but
it is rather the qualitative dimension of the cost that, paradoxically, is the costliest for organizations.
In the case of HEIs, the loss of talent due to high turnover, or under-exploitation of the talent aboard,
is responsible for what we call the “hidden cost of workplace bullying”. As argued earlier in this paper,
victims of bullying tend to underperform in general, where underperformance may take the form of
increased absenteeism, lesser commitment to workplace duties and obligations, the resultant decreased
quality and quantity of performance, and many others. Institutional turnover is one of the major
possible consequences of bullying [11–13,65–68]. In this study, a simple linear regression analysis was
employed to test if workplace bullying may significantly predict the respondents’ intention of turnover.
The finding shows that the predictor explained 4% of the variance (ß = 0.20, p < 0.001).

This study also examined the mediating role of problem-focused coping strategies in association
with workplace bullying, bullying strain, and turnover intention (see Table 3). It was hypothesized
that problem-focused coping strategies will mediate the relationship between workplace bullying and
bullying strain and employees’ turnover intention. To examine this the classic mediational analysis was
applied [69–71]. In order to meet the initial criteria, set by Baron and Kenny [69], significant relationships
were established between (i) the independent variable (workplace bullying) and dependent variables
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(strain and turnover); (ii) the independent variable and mediator (problem-focused coping); and
(iii) between the mediator variable and the outcome variables (strains and turnover) (see Table 3).

The condition of mediation also requires that the independent variable must have no effect on the
outcome variable when the mediator is held constant (full mediation) or should become significantly
smaller (partial mediation). To test the mediation analysis the SEM approach was used. Results
describe a good fit of the hypothesized model to the data. According to the findings of this study,
problem-focused coping strategies mediate the relationship between workplace bullying, bullying
strain, and employee turnover. These results echo the finding described earlier in the literature on
the subject [72,73]. What is interesting, and the results of this study confirm it, the problem-focused
coping strategy proved an effective mediator of workplace-bullying-related strain and the intention
of turnover. This is consistent with arguments raised in the literature that stress that active coping
strategies, of which problem-focused coping strategies are a part, tend to yield sustainable solutions to
problems, in this case, to bullying in HEIs and its diverse implications [73–80].

5. Conclusions

The objective of this paper was to query the relationship between bullying and bullying-related
strain in HEIs and the efficiency of problem-focused coping strategies seen as a function of HEIs’
sustainability. A study based on the responses of 400 individuals, faculty members in HEIs in
Pakistan, provided evidence for a positive relation between problem-focused coping strategies and
the implications of workplace bullying. Throughout the paper, the negative long-term and frequently
hidden implications of workplace bullying on the overall performance of HEIs were stressed. We
termed them the “hidden cost of workplace bullying” in HEIs. To this end, we argued that the hidden,
frequently unaccounted for, yet very pricy, cost of bullying in HEIs may unfold at three interconnected
dimensions, including (i) adverse effects on an individual’s well-being, as evidenced by anxiety,
insomnia, indigestion, lack of appetite, and others; (ii) adverse effects on an individual’s family and
family life because of stress and strain that are “imported” into their households; and (iii) an adverse
impact on an individual’s performance at work, as it manifests itself through absenteeism, decreased
productivity driven by dwindling motivation, intention to leave, and others. As it was argued in this
paper, the hidden cost of workplace bullying in HEIs is immense, and yet it remains under-explored
and under-rated. Against this backdrop, this paper sought to stress that active problem-focused coping
strategies represent the most efficient way of navigating the multi-scalar challenge of bullying in HEIs.
The promise that the problem-focused coping strategies bear is derived from the fact that the victims
are enabled and empowered to confront those who are responsible for the situation of strain, in this
case, bullying. This may include direct and instrumentalized forms of action. The remainder of this
paper sheds light on what could be done to reify the value of addressing bullying and bullying-related
strain in HEIs through problem-focused coping strategies. The following three points, seen merely
as an introduction to a conversation, are dedicated to a brief discussion on soft and hard tools of
purposeful problem-focused coping strategies that HEIs might promote.

As for hard tools, these would entail legal and paralegal measures the victims of bullying might
refer to. However, grievances and lawsuits tend to be inefficient when it comes to workplace bullying
in HEIs. Frequently, faculty manuals do not expressly foresee the possibility of reacting to acts of
bullying; ad hoc committees that might be established to deal with a complaint tend to be either biased
or confined by their own members’ fear of the implications of going against a superior. As regards
lawsuits, these require time and resources, rare goods in the world of HEIs.

As for soft tools associated with problem-focused coping strategies, there is an urgent need for
space for the faculty to socialize and relax at the premises of a given HEIs. There is a need for a faculty
space clearly delineated from areas accessible by students and by the administration. The faculty needs
to have the possibility to develop soft tools of active response to instances of bullying, caused by the
fellow faculty member(s) and by the administration, including the deans. The soft tools of response,
serving as necessary enablers of problem-focused coping strategies require friendship, skilled helpers,
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and genuine buffering of groups and individuals. These informal institutions can only develop and
thrive if the faculty can build and develop their group identity. Failure by the administration to provide
for such a space is a serious hindrance.

What follows is that HEIs need to have clearly written faculty manuals that give the faculty
members the possibility of having justice served. This requires that open and confidential channels of
communication exist where victims of bullying can seek first instance support. Several institutional
solutions to this idea exist, and the actual model that might be developed will be a function of a given
institution’s culture, resources, and tradition. In this context, however, the role of accreditation bodies,
for instance, NEASC or AACSB, should be stressed. Their institutional review process should include
the question pertaining to workplace bullying and unfair behavior both toward the faculty, among the
faculty, and by the faculty. This means that a 360 counter-bullying strategy may make a difference.
This paper sought to contribute to the debate.
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Abstract: In the context of the debate on platform economy, on the one hand, and the gig economy, on

the other, this paper delineates the conceptual boundaries of both concepts to query the gig economy

research included in the Web of Science database. The initial search, cutoff date February 2020,

targeting “gig economy” returned a sample of 378 papers dealing with the topic. The subsequent

analysis, employing the science mapping method and relating software (SciMAT), allowed to query

the body of research dealing with gig economy in detail. The value added by this paper is fourfold.

First, the broad literature on gig economy is mapped and the nascent synergies relating both to

research opportunities and economic implications are identified and highlighted. Second, the findings

reveal that while research on gig economy proliferates, the distinction between “platform” and “gig”

economy frequently remains blurred in the analysis. This paper elaborates on this issue. Third, it is

highlighted that the discussion on gig economy is largely dispersed and a clearer research agenda is

needed to streamline the discussion to improve its exploratory and explanatory potential. This paper

suggests ways of navigating this issue. Fourth, by mapping the existing research on gig economy and

highlighting its caveats, the way toward a comprehensive research agenda in the field is highlighted.

Keywords: gig economy; platform economy; science mapping; WoS; servitization; digital economy

1. Introduction

Advances in sophisticated information and communication technology (ICT) are the
key source of disruption, both positive and negative, in today’s politics, economy, and
society [1,2]. One of the still nascent and, therefore, underexplored fields is the platform
economy that denotes the possibility of connecting employers and employees via online
digital platforms to accomplish very specific tasks of diverse degrees of complexity [3–5].
While literature on the technical aspects underlying the emergence of platform economy
abounds [6–8], at this point, suffice it to say that blockchain and safe contracts are bound to
introduce a new wave of advances in this domain, rendering the platform economy one of
the key drivers of business activity in the economy; caveats certainly exist.

One of the corollaries of the emergence of platform economy is the phenomenon
of gig economy. In contrast to the traditional definition of gig economy that used to
denote short-term contracts and freelance work, as opposed to permanent jobs, the onset
of platform economy redefines the very concept of the gig economy [9–11]. In other words,
the ever more advanced technological solutions, involving blockchain, smart contract, and
AI, enhance the capacities, opportunities, and economic synergies that the, by now digital,
platforms can deliver. Thus, representing a departure from the classic definition of gig
economy, this digital-platform-based gig economy+ suggests that new fields, domains,
and modes of collaboration will be possible. In contrast to the traditional meaning of
gig economy, gig economy+, from now on referred to as gig economy, on the one hand,
requires a specific set of skills, notably digital literacy, ability to work in geographically
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distributed virtual teams, etc., and on the other, suggests that high-value-added jobs, or
gigs, will also be feasible. In brief, gig economy requires a serious reconsideration [9].

Considering the substantial and crucial entanglement of platform and gig economies
it is necessary to carefully delineate the two. One way of looking at this issue is to view
the platform economy through the perspective of the digital platform itself and, thus,
through the function that the ICT-enabled platform performs. In this view, the digital
platform serves as the intermediary between actors operating on the market. Advances
in ICT expanded the range of activities a digital platform was an intermediary for from
activities such as sale of goods, e.g., Amazon in its early years of existence, to an entire
ecosystem of digital-platform-based collaborations [12] including the sale of goods and
services and the provision of labor [13]. The emergence of the digital platform, and the
array of implications for the market players it bears, makes it challenging to conceptualize
it. With the (digital) platform economy owing its consolidation to advances in ICT and the
related emergence of ICT-based tools enabling communication (via social networking sites
and associated tools), safe transactions (via safe contracts and blockchain-based solutions)
etc., it may well capture the basics of traditional market activity, but it may also give
rise to new, so far largely absent, aspects of economic exchange. For instance, research
suggests that digital-platform-mediated services require that people share also social value
beyond mere economic considerations [14]. In this view, gig economy is but a part of
the broader notion of platform economy. A rich body of research on both platform and
gig economy exists [15–18]. However, the COVID-19 pandemic, the quarantine, and the
necessity of relying on remote modes of work, created a momentum to rethink the nature
and the added value of both platform and gig economy, respectively. Corresponding
advances in blockchain technology, smart contracts, and AI add to that momentum. In
this context, regulatory issues come to the surface of the discussion on gig economy too,
albeit respective advances are geographically fragmented and confined by national and
regional labor markets’ specificity [19–23]. Considering the value, the potential, and the
inescapability of both platform and gig economies, new insights and perspectives are
needed to query the field. This paper upholds this plea to map the key areas of research
dealing with gig economy and to identify topics and issues that remain underdiscussed.
The argument in this paper is structured as follows.

The following section offers an insight into the research model underpinning the
discussion in this paper. To this end, the key research steps and the key analytical tools
employed for this study are elaborated on. In Section 3, the findings are presented. Then, a
discussion and conclusions follow.

2. Materials and Methods

This article uses science mapping analysis to display scientific research structural
characteristics, and academic field architecture [24] to address the development of gig
economy studies and identify the critical area of work and employment research. The
following sections outline the details, including the limitations, of this approach.

2.1. Science Mapping and Bibliometric Analysis: Their Relevance and Value Added

Science mapping is a graphic representation of how certain knowledge areas, doc-
uments, or authors are related to one another as shown by their physical proximity and
relative locations [25]. Science mapping can be applied to any field concerning specific
research issues [26]. Science mapping applies automated, algorithm-based assessment,
thus providing unbiased insight into the research subject based on secondary bibliometric
data. It can be viewed as a development of traditional methods of bibliometric analysis.

Bibliometric analysis employs a quantitative approach for the evaluation of published
research [27] and applies statistical methods to develop an objective and quantitative
perspective on a selected area of study [28], thus greatly improving the quality of the
review [29]. The most common methods of bibliographic analysis are citation-based
analysis, co-authorship analysis, and keyword co-occurrence analysis [30].
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For the purpose of the analysis presented in this paper, science mapping based on
keyword co-occurrence analysis has been adopted, because it provides an insight into the
content of the specific topics that are queried. The co-occurrence analysis assesses the
frequency of keyword co-occurrence (the number of papers in which two keywords appear
together), thus providing an insight into the interaction strength between keywords in
the analyzed pool of scientific papers [31]. Therefore, keyword co-occurrence analysis
is employed to explore the concept networks, to build thematic network, and to review
trends in research themes, because keywords are provided to represent the primary focus
of the articles [32].

The analysis carried out in this study serves to identify themes and their thematic
networks based on keyword co-occurrence. SciMAT software was used in the analysis
to achieve a fine-grained result [33]. SciMAT facilitates theme visualization in a strategic
diagram and thematic network (theme network) representation enabling research gap
analysis [27].

A research strategic diagram is divided into four quadrants representing four types of
themes: motor, basic, specialized, and emerging themes. Each theme is characterized by
two dimensions, i.e., centrality and density [34]. Based on these characteristics, a theme is
allocated to a given quadrant of the strategic diagram.

The dimension “centrality” measures the degree of interaction of a thematic network
with all other thematic networks in the diagram, thus providing an insight into the strength
of the thematic network’s external ties. Centrality can be viewed as a measure of theme
importance in the research area. Callon’s centrality [34,35] is used as default network
measure on each detected theme and its thematic network in SciMAT [36]. Callon’s
centrality is applied to measure the degree of interaction of a thematic network with other
thematic networks. It is defined as follows:

c = 10 ∑ euv (1)

with u an item (keyword) belonging to the theme and v an item (keyword) belonging to
other themes [37].

“Density”, in turn, examines the internal strength of the thematic network, that is the
strength of links between the number of co-occurring keywords that create the thematic
network (internal ties). Density can be viewed as a measure of theme development [24].
Callon’s density is used in SciMAT to measure the internal strength of the network. It is
defined as follows:

d = 100 (∑ eij/n) (2)

with i and j items (keywords) belonging to the theme and n the number of items (keywords)
in the theme [37]. Please, consider Figure 1 that offers a visualization of the strategic
diagram template.

Figure 1. Strategic diagram—an example.
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Motor themes are well developed and important for the research area and have
strong centrality (well-developed external ties with other themes) and high density (well-
developed internal ties, within its thematic network). Therefore, motor themes make a
major contribution to the research area. Basic themes are important themes for the research
area but are not well developed in terms of their internal ties within their thematic networks.
Therefore, basic themes make an important but not focused contribution to the research
area. Specialized themes correspond to themes that are internally well developed but are
isolated from the other themes and, therefore, make a limited but focused contribution to
the research area. Themes with a poorly developed internal and external network represent
emerging themes in the research area. The sphere size can represent bibliometric indicators,
such as the document number or number of citations by documents in the theme and in its
internal network, thus adding an additional analytical dimension [24].

The science mapping approach can be used to analyze thematic networks to provide
an additional dimension to the research landscape analysis and more fine-grained insight
into the themes. Each theme can be visualized with a number of keywords and their
interconnections that build a network graph, called a “thematic network”. By default, the
thematic network is designated by the most significant keyword. This keyword appears
in the center of the graph, and it is the same as the theme name. The sphere size with the
keywords in the thematic network corresponds to the number of documents where a given
keyword occurs. The thickness of the line between two keyword spheres is proportional to
the equivalence index [37]. The equivalence index is given by the following equation:

Eij =
(

Cij
2
)

/
(
Ci × Cj

)
(3)

The number of occurrences of the keyword i is Ci, and the number of occurrences
of the keyword j is Cj. Two keywords, i and j, co-occur if they are used together in the
description of a single document. The number of co-occurrences of the keywords i and j
is Cij that is the number of documents that are described by both keywords in the set of
keywords used to index them. Note that when two keywords always appear together, the
equivalence index equals unity, when they never occur together it is zero [34].

The equivalence index can be viewed as a measure for normalized co-occurrence
frequency. Therefore, the greater the proportion of documents in which the two keywords
appear together to the total number of documents where they occur, the thicker the line
between the keyword spheres in the thematic network [37]. As an example, a thematic
network is presented in Figure 2 with theme A and keywords 1, 2, 3, 4, 5, and 6.

Figure 2. An example of thematic network. Theme A and keywords 1, 2, 3, 4, 5, and 6.
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The science mapping analysis employed in this research follows a six-step procedure:
data search, data refinement, standardization and network creation, map creation, analysis
and visualization, and performance analysis [36]. In this research, the bibliometric data
was obtained through the Web of Science (WoS) database and the sample used in this study
was limited to published articles. To guarantee the homogeneity of the sample, books,
conference proceedings, and reports were not considered in the analysis.

As a novel approach, science mapping analysis has already been applied in the
field of social and economic studies. The same method, including SciMAT software and
the use of strategic diagram analysis, has been applied to support research into a large
variety of topics including among others: future of work [10,24], big data [38], circular
economy [39], e-government [40], sustainability of family firms [41], and creativity in
business economics [42].

2.2. Limitations

This study uses science mapping analysis based on bibliometric data. Therefore, it is
not devoid of embedded limitations related to the use of this research method and other
limitations related to the scope of the study. Two basic limitations shall be highlighted here.

First, consider that science mapping, as a method of analysis, is based on the assump-
tion that the content of the articles included in the analysis is adequately represented by the
keywords provided by authors of specific texts. In this view, the quality and accurateness
of the outcome is a function of the quality and accurateness of the input data. This issue
cannot be controlled during research employing science mapping. Nevertheless, to ad-
dress this limitation, other research methods, such as systematic analysis and text mining
methods, could be employed to bypass the this defined caveat inherent in the science
mapping method.

Second, the findings of a query conducted by means of science mapping depends
on the choice of language of the data to be examined, i.e., the articles. While the issue of
the prevalence of the English language literature is self-explanatory, the really important
issue to be raised is that of the existence and accessibility of databases. In brief, science
mapping and bibliometric analysis tend to be applied to data included in Scopus and WoS.
This certainly raises questions of inclusion, exclusion, and bias in [43–46]. Despite the
comprehensive scope of the WoS database, the use of other databases such as Scopus would
have extended the scope of the analysis. As far as the focus of the study is concerned,
this analysis targets the connection between gig economy and future of work. Other
perspectives on the gig economy body of knowledge could be applied to provide valuable
insight and research progress.

3. Results

The data search in this research covered texts indexed in the WoS identified using
the specific phrase “gig economy” in any fields as of 20 August 2020. The search returned
378 articles. In the data refinement, the sample was limited to an article published in a
scientific journal as all other texts were excluded to ensure adequate scientific rigor of the
analysis. This step resulted in the sample being limited to 269 articles with 1142 different
keywords. Further data refinement enabled keywords to be grouped by combining sin-
gular and plurals as well as British and American spellings in the same groups to avoid
keyword duplication.

3.1. Strategic Diagram

The next stages of the science mapping process were performed with the use of SciMAT
software, which enabled the creation of the following strategic diagram for gig-economy
studies presented in Figure 3.

149



Sustainability 2021, 13, 5023

Figure 3. Strategic diagram of gig economy themes (number of documents).

Twenty themes have been identified and mapped in gig economy research. The size of
the theme sphere is proportional to the document number covered by the thematic network
stated below each theme label. The themes with the highest number of articles in gig econ-
omy research landscape are “employment”, producing 85 documents; “sharing economy”
producing 59 texts; and “information”, producing 37 articles. This metric, however, can be
viewed only as a proxy for theme popularity. It does not provide insight into theme centrality
and density for gig economy research, which is achieved with strategic diagram analysis (data
about centrality and density of each theme are included in Appendix A, Table A1).

Gig economy science mapping analysis using a strategic diagram enabled the follow-
ing to be identified: six motor themes (employment, organization, labor-standards, virtual
work, consequence, home), four basic themes (sharing economy, social-media, information,
flexibility), four emerging themes (culture, platform-capitalism, decision, migration), three
specialized themes (governance, crowdworking, UK), and two borderline themes (future
and freelancing) between emerging and specialized and between specialized and motor
themes, respectively.

3.2. Motor Themes

Primary research themes have been identified as motor themes that have high central-
ity and density for the gig economy research landscape. From among six themes, those with
the highest centrality were chosen for more focused analysis, and these were employment,
virtual work, and organization.
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3.2.1. Employment in the Gig Economy

Employment is the major motor theme in gig economy research (see Figure 3), with
85 documents and 558 citations. The employment thematic network exploration reveals
that its internal network covers the following keywords: work, labor, precarious work, job
quality, and autonomy as presented in Figure 4 below. (Data about the equivalence index
in the employment thematic network are included in Appendix A, Table A2).

Figure 4. Thematic network (employment) in gig economy research.

The employment thematic network includes terms related semantically to labor and
work. The remaining keywords, which were job quality, autonomy, and precarious work,
indicate that the employment theme in gig economy research is studied predominantly
with a focus on the supply side of the labor market.

Employment institutional arrangements and worker status in the gig economy remain
a crucial research area, while there is no consensus on definitions so far, discussed by De
Stefano [47], Tassinari and Maccarrone [18], and others. Gandini [48] stated that workers
who work through (and for) a digital platform, such as gig workers, are not merely “users”
of a platform but actually paid laborers. Friedman [49] called the intermediary platform
a “shadow employer”. Ashford, Caza, and Reid [50] underlined that the gig economy
consists of “people working independently, outside of organizations”.

Employment in the gig economy undermines the popular assumption related to
human capital at work. The research results tentatively indicate that an employee with
high or specialized skills is no longer the most desirable worker. A gig economy typically
means microtasking, i.e., work fragmentation into simple activities that can be easily
codified. According to Gandini [48], a gig economy employer strives to make every
task operationalized and codified so that the worker performing that task becomes an
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interchangeable part of the process and can be replaced with little disruption. As a result,
in the gig economy, employment ceases to fulfil its traditional social functions, i.e., a source
of professional identification, prestige), and becomes a commodity.

The gig economy is often associated in popular discourse with the expression “new
work arrangement”. Due to the Uber platform, often considered a precursor of these new
arrangements and a hallmark of the gig economy, the way work is organized in the gig
economy is sometimes dubbed “uberization” of work [51]. For now, uberization is mainly
researched in relation to employment arrangements. In the future however, the concept of
uberization may be expanded to cover other areas of the economy and society as well.

3.2.2. Virtual Work in the Gig Economy

Another motor theme identified in the course of our analysis is “virtual work”, with
19 articles and 178 citations. This is one of the smallest motor themes in terms of the
number of articles but has a significant level of centrality and density within the gig
economy research landscape to consider it for more in-depth analysis. The virtual work
thematic network consists of the following keywords: gig work, temporary worker, human
resource management, determinants, and motivation, as presented in Figure 5. below.
(Data about the equivalence index in the virtual work thematic network are included in
Appendix A, Table A3).

Figure 5. Thematic network (virtual work) in gig economy research.

Virtual work practices have been seen to penetrate real-world work routines, e.g.,
workers can easily collaborate between various geographical locations, but more distinctly
virtual collaboration is becoming common even among workers who are collocated [52].
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Ashford et al. [50] observed that alternatives to traditional organization and traditional
work are developed based on virtual work, on-line communication, and virtual workspace.
The virtual work theme stresses the creation of a new profession, i.e., virtual assistant, and
the development of virtual economies [53].

The gig economy and gig platforms cater for both kinds of work, physical and local,
versus virtual and global [54]. Uber offers physical local work for low-skilled workers. Fully
virtual and global work is offered by MTurk (Amazon Mechanical Turk, a crowdsourcing
website) for low-skilled workers, but examples of gig economy platforms for highly skilled
professionals, such as LabMate, were also analyzed [11].

There is a research consensus that virtual work in the gig economy requires new
management routines, as gig workers are also supervised virtually [55]. In the search for an
adequate metaphor for virtual work in the gig economy, it has been described as a “virtual
assembly line” [56]. Moreover, virtual work has been said to contribute to the physical
atomization of work and that has given rise to virtual communities of gig workers [57].

The researchers seem to lean toward analyzing threats arising from the development
of virtual work as indicated above. Only a limited number of studies highlight the benefits
of virtual work that can be applied to the gig economy. These include not only organization
gains such as cost reduction, risk reduction, and increasing operational efficiency but also
advantages for virtual workers, such as a greater feeling of autonomy and job satisfaction,
less work–family conflict due to helping workers juggle professional and personal work,
and less time spent commuting [53].

3.2.3. Organization in a Gig Economy

Work and business are being transformed within the gig economy to an extent that
poses a challenge for existing management theories to accommodate these new arrangements.
The next motor theme identified in the gig economy research landscape is “organization”,
which produced 23 texts and 235 citations and the highest density and centrality, which
places this topic at the heart of the gig economy debate. The organization thematic network
consists of the following keywords: management, contingent work, resistance, subjectivity,
and construction (identity), as shown in Figure 6 below. (Data about the equivalence index in
the organization thematic network are included in Appendix A, Table A4).

Gig economy research addresses the fundamental aspects of an organization [51]. The
boundaries as to who should be considered an organization member are fiercely debated
among scientists. The answers to such dilemmas are of fundamental importance to furnish
the institutional void in which organizations in the gig economy operate. Under the
current conditions, platform-enabled gig work is managed in the absence of a structured
employment relationship between the organization and those cooperating with it, and
this setup is resisted by workers [58]. At the same time, traditional human resource
management (HRM) tools such as remuneration and benefits, performance feedback,
training et cetera, become obsolete under gig economy conditions.

The hallmark of the platform, a primary business model in the gig economy, is a
risk-management practice that transfers the maximum risk from the organization to the
platform users. This increases organization competitiveness as it greatly reduces operating
costs, such as employees’ medical insurance, paid sick leave, and pension contributions.
According to Meijerink and Keegan [59], this presents a paradox, as intermediary platform
organizations simultaneously disavow employers’ responsibilities while they do exercise
considerable control over work time, place, and quality with selected HRM instruments.

While in traditional organizations HRM activities are the primary tasks of HR pro-
fessionals and line managers, in the gig economy this responsibility is shared among
intermediary platforms, gig workers, and end-users. It has been emphasized that gig
workers may even be deprived of a human supervisor. This does not, however, por-
tend supervision absence, as control has been redesigned and is exercised by algorithms.
Algorithm-based control in the workplace operates through a recommendation mechanism
and users’ ratings replace worker evaluation and recognition [57].
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Figure 6. Thematic network (organization) in gig economy research.

It has been observed that gig workers are individually and collectively resisting
algorithm-based control [58]. Moreover, digital gig work platforms seem to be designed
as organizational models that “invisibilize” the managerial figure, which remains hidden
and inaccessible for workers as it sits behind the screen of a digital device and a set of
anonymous notifications, and prevents workers from socializing with each other, thus
reducing the potential for resistance and unionization [48].

The gig economy organizational research perspective highlights the severe tension be-
tween the intermediary platform, gig workers, and end-users. As the law and institutional
changes do not keep up with the changes imposed by gig economy growth, many conflicts
remain to be resolved by local courts on case-by-case basis [59]. However, scientific research
improves the understanding of existing practices and can contribute to the resolution of
more systemic disputes.

3.3. Basic Themes—Sharing Economy

Four basic themes have been identified in gig economy research: social media, sharing
economy, flexibility, and information. The basic themes have a high centrality and low
density of thematic networks. Therefore, they are important for gig economy research, but
their internal thematic networks are relatively sparse as connections between keywords
tend to be relatively weak and less numerous.

The most prominent basic theme in gig economy research field in terms of number of
articles as visualized by the size of the sphere in a strategic diagram is the sharing economy.
The sharing economy thematic network consists of the following keywords: platform
economy, self-employment, employment contract, labor market, and Uber presented in the
Figure 7. (Data about the equivalence index in the sharing economy thematic network are
included in Appendix A, Table A5).
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Figure 7. Thematic network (sharing economy) in gig economy research.

A particularly strong thematic connection in this area of gig economy research has
been identified between the “sharing economy” and “platform economy”, between the
“sharing economy” and “Uber”, as well as in the thematic triangle “sharing economy”,
“self-employment”, and “employment contract”.

The interconnectivity between the gig economy, sharing economy, and platform
economy and its impact on work and employment has been the subject of numerous studies.
The research points out internet platform use by various professions as a cornerstone of
both the sharing and gig economy, indicating their affiliation to the broader concept of
the platform economy [3,9,10]. Therefore, platform owners secure surplus value from
a transaction via technological control over transaction facilitation in both the sharing
and gig economy. However, labor, as a factor of production, is more commonly used
in gig economy ventures [60], whereas capital is a more important source of surplus in
the sharing economy [48]. Companies—internet platform operators—prefer to embrace
sharing economy rhetoric, rather than acknowledge the gig economy affiliation, in order
to build an image of being entrepreneurship-supporting entities [61]. This approach is
used to support their claim that their de facto workers are independent entrepreneurs or
self-employed specialists, which excludes them from labor law standards, granting more
power to platform operators [62].

An important example used to stress the connection between the gig economy and
sharing economy with self-employment and an employment contract as well as a flagship
subject on many studies in this field, is Uber [51]. Most studies highlight negative aspects
of Uber’s performance, among others the company’s attempts to misclassify workers and
employ the most economically vulnerable [63]. This has led to calls for more corporate
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social responsibility [64] and regulation [65]. Further in-depth empirical studies have
revealed that the development of Uber indeed had adverse effects on the earnings of
incumbent workers in the industry; however, such distributional impacts do not always
translate into worse employment prospects in traditional jobs [66].

3.4. Emerging Themes—Culture

As a result of the analysis, five emerging themes were identified (culture, decision, labor
law, migration, and platform capitalism) and one border theme between the emerging and
specialized theme domain (future), which will be included in this section of the analysis.

An emerging theme with the highest density and centrality is “culture”, and its
proportionate importance within the emerging theme is additionally confirmed by the
highest number of articles. The “culture” thematic network in the gig economy has vital
importance for understanding work in the gig economy, which is proven by the keywords
in its network, which include the following: working life, on-demand labor, surveillance,
identity, and political economy, as presented in the Figure 8 below. (Data about the
equivalence index in the culture thematic network are included in Appendix A, Table A6).

Figure 8. Thematic network (culture) in gig economy research.

Research on the culture theme in the gig economy demonstrates that online platforms
that facilitate on-demand work are contested spaces with some characteristic business
culture features, where on one hand algorithms may reshape organizational control through
new efficient surveillance techniques [61], but on the other hand digital labor politics
penetrates beyond the algorithmic power of the new technology [67]. Moreover, value
extraction, exploitation of labor, efficacy, and inequality are among the most important
areas for further studies using political economy theoretical lenses [68,69].
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Researchers have attempted to address the working life and identity in the gig econ-
omy for various professions. In this stream of research, it has been shown that musicians
routinely involved in activities that could be viewed as entrepreneurial in a gig economy
are reluctant to label themselves as entrepreneurs [70]. Moreover, occupational identity
is also problematic for drivers, due to the ambiguity of their legal classification and the
precarious nature of their material conditions [57]. In order to address identity challenges
and other demanding aspects of work-life culture, a number of coping strategies have been
identified by researchers, which among creative workers include downplaying competition
and conflict and changing career [71]. Studies show that while gig workers share some
vulnerabilities that are highly harmful to their health, the extent of their exposure varies
depending on regions of the world [72].

3.5. Specialized Themes—Freelancing

The results of a science mapping analysis for gig economy research shows that there
are three specialized themes (governance, UK, crowdworking) and a one borderline theme
between specialized and motor themes. This is included in this part of the review (free-
lancing). The proximity of the freelancing theme to motor themes and the high number
of research papers focusing on this theme are important premises to select a freelancing
thematic network for further analyses.

The visualization of the freelancing thematic network in gig economy research shows
a network constructed with the keywords “outsourcing”, “digital work”, “digital labor”,
“precarity”, and “business”. The network diagram shows the strongest connection between
the keywords “freelancing” and “outsourcing”, as well as a strong connection within the
triangle freelancing, precarity, and digital-work, as shown in Figure 9 below. (Data about the
equivalence index in the freelancing thematic network are included in Appendix A, Table A7).

Precarity in digital work is highlighted as a crucial social and economic consequence
of the rise of the gig economy [73]. This research analyses how gig-economy-driven
precarity can result in a number of negative repercussions depriving individuals of choice
and control as well as leading to experiences of disempowerment, alienation, anxiety,
and insecurity [74]. Researchers vary in their proposed solutions to address these issues,
but regulators and policymakers are mainly encouraged to strengthen the regulatory
framework governing gig work, which may include significant amendments to labor
law [75]. Such developments could include more effective law enforcement, a clearer
definition of “employment”, creation of a new category of “independent worker” with
adequate rights, and a review of the concept of “employer” [58].

The emergence of the gig economy is a reinforcement of the long-term trends of
increasing contingent work, rising labor market flexibility, and increasing use of outsourc-
ing [76]. The global reach of online platforms facilitating freelancing in services ranging
from software development to copywriting and graphic design has been analyzed as a
form of offshore outsourcing. Contrary to the traditional approach, where outsourced
services are provided by large multinationals, in the gig economy, cross-border services
are predominantly provided by individuals who are microproviders located in emerging-
economy countries. This further diminishes the importance of home-country institutions
such as labor regulations and promotes cross-border business [77].
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Figure 9. Thematic network (Freelancing) in gig economy research.

4. Discussion and Conclusions

Against the backdrop of the inroads of ICT in today’s economies and the resulting
digitization and servitization of contemporary economies, the objective of this paper was to
employ the method of science mapping to query the debate on gig economy [78]. In other
words, the objective of this paper was to identify and map the existing, indexed in the Web
of Science database, research on gig economy, to delineate the conceptual boundaries of
gig and platform economy, and having done so, to critically examine the directions and
underexplored synergies that have emerged in the gig economy research.

The findings of the examination thus performed suggest that the gig economy and
its twin concept of platform economy offer a variety of still underexplored research op-
portunities. Five major points have been raised, queried, and substantiated in this paper.
First, it is argued that while research on gig economy proliferates, the distinction between
platform and gig economy remains blurred in the analysis. This paper addresses this
issue. Second, the discussion on gig economy is largely dispersed, and a clearer research
agenda is needed to streamline the discussion and improve its exploratory and explanatory
potential. This paper suggests ways of navigating this issue. Third, taking into account the
technology-driven features of gig economy today, a clear focus on diverse manifestations
of gig economy at local, regional, national, and possibly transnational levels is needed to
understand the plethora of implications it bears for the society and the economy [9,18].
Conversely, fourth, provided the flexibility and geographically distributed nature of gig
economy, it is equally vital to explore factors that enable and/or constrain the development
of the gig economy. This certainly brings the discussion to, fifth, questions of regulatory
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frameworks and models of economic growth [9,10,21]. The paradox that the ICT-driven
gig economy reveals is that space, distance, and territorial boundaries become increasingly
obsolete in the digital economy [23]. This paper sets the background for this discussion to
unfold in future research.
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Appendix A

Table A1. Strategic diagram of gig economy themes’ centrality and density.

Name (Theme) Centrality Density

Organization 55.43 30.48
Home 35.7 15.74
Virtual work 40.07 17.41
Future 17.59 11.11
Governance 24.91 14.49
Freelancing 32.59 16.16
Crowdworking 22.73 12.27
Employment 66.71 13.24
UK 31.98 11.48
Labor standards 32.76 26.73
Culture 23.9 10
Sharing economy 39.78 7.85
Flexibility 33.7 4.39
Social media 36.9 9.03
Information 44.23 4.83
Decision 13.52 7.54
Labor law 6.49 6.48
Migration 13.35 5.93
Platform capitalism 14.9 2.12

Table A2. Equivalence index in the employment thematic network.

Keyword 1 Keyword 2 Equivalence Index

Labor Work 0.07
Labor Precarious work 0.04
Labor Job quality 0.03
Labor Employment 0.08
Labor Autonomy 0.04
Work Precarious work 0.02
Work Job quality 0.03
Work Employment 0.09
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Table A2. Cont.

Keyword 1 Keyword 2 Equivalence Index

Precarious work Job quality 0.02
Precarious work Employment 0.08
Precarious work Autonomy 0.01
Job quality Employment 0.13
Job quality Autonomy 0.07
Employment Autonomy 0.08

Table A3. Equivalence index in the virtual work thematic network.

Keyword 1 Keyword 2 Equivalence Index

Motivation Gig work 0.03
Motivation Human resource management 0.11
Motivation Virtual work 0.11
Motivation Temporary workers 0.11
Gig work Human resource management 0.03
Gig work Virtual work 0.13
Gig work Temporary workers 0.03
Gig work Determinants 0.03
Human resource management Virtual work 0.11
Human resource management Temporary workers 0.11
Virtual work Temporary workers 0.11
Virtual work Determinants 0.11

Table A4. Equivalence index in the organization thematic network.

Keyword 1 Keyword 2 Equivalence Index

Organization Contingent work 0.12
Organization Resistance 0.28
Organization Subjectivity 0.17
Organization Construction (identity) 0.19
Organization Management 0.15
Contingent work Construction (identity) 0.04
Contingent work Management 0.02
Resistance Subjectivity 0.33
Resistance Construction (identity) 0.04
Resistance Management 0.31
Subjectivity Construction (identity) 0.06
Subjectivity Management 0.1
Construction (identity) Management 0.01

Table A5. Equivalence index in the sharing economy thematic network.

Keyword 1 Keyword 2 Equivalence Index

Employment contract Sharing economy 0.07
Employment contract Self-employment 0.07
Labor market Sharing economy 0.05
Labor market Self-employment 0.01
Labor market Platform economy 0.01
Sharing economy Self-employment 0.06
Sharing economy Platform economy 0.07
Sharing economy Uber 0.07
Self-employment Platform economy 0.02
Platform economy Uber 0.02
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Table A6. Equivalence index in the culture thematic network.

Keyword 1 Keyword 2 Equivalence Index

Identity Political economy 0.07
Identity Culture 0.07
On-demand labor Surveillance 0.07
On-demand labor Culture 0.11
Working life Culture 0.11
Surveillance Culture 0.07
Political economy Culture 0.11

Table A7. Equivalence index in the freelancing thematic network.

Keyword 1 Keyword 2 Equivalence Index

Digital labor Precarity 0.01
Digital labor Outsourcing 0.06
Digital labor Freelancing 0.1
Digital labor Digital work 0.02
Precarity Business 0.02
Precarity Outsourcing 0.02
Precarity Freelancing 0.11
Precarity Digital work 0.11
Business Freelancing 0.08
Outsourcing Freelancing 0.27
Outsourcing Digital work 0.07
Freelancing Digital work 0.11
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Abstract: Small and medium-sized enterprises (SMEs) not only support the country in financial

and business aspects but also overcome unemployment by creating job opportunities. The SME

sector contributes more than thirty-five percent of the country’s Gross Domestic Product (GDP). The

study aims to discover entrepreneurial-specific characteristics and their impact on accessing bank

financing. The study collects primary data through questionnaires. Approximately 204 questionnaires

were distributed randomly, out of which 192 were returned and analyzed through a binary logit

model. Entrepreneurial personal traits play a vital role in obtaining financing from banks and other

financial institutions in Pakistan. The study reveals that age and level of education are significant

and play a vital role in accessing bank financing in Khyber Pakhtunkhwa (KP). Conversely, gender,

experience, and SME skills that entrepreneurs have are insignificant to accessing bank financing

in KP. This paper attempts to identify the entrepreneurial-specific characteristics within a large

sample size of enterprises and compares the small and medium-sized ones separately in KP, Pakistan.

Additionally, the study reveals how an entrepreneur’s personal traits impact the accessibility of bank

financing and the need to formulate strategies and policies to strengthen these entrepreneurial-specific

characteristics through training, development, and personality growth for the efficient operations

of the SME sector in KP, Pakistan. The study is also significant for policymakers, stakeholders,

and lenders.

Keywords: SMEs; access to finance; SMEs entrepreneur; entrepreneurial characteristics; Pakistan

1. Introduction

SMEs play a vital role in the economy of both developed and developing countries
across regions. In a developed country, such as Australia, SMEs serve as a means of
reviving stagnant industries [1,2]. The importance of a healthy industrial sector cannot
be overlooked; in the last two centuries, industrial production has been the main impetus
for productivity and improved quality of life in developed countries [3]. According to the
European Commission’s 2011 report, the countries that have not successfully developed
industrially remain poor, and SMEs are the backbone of any economy around the world
due to their significant contribution. US small businesses comprise 99.7% of all employer
firms, employing half of all private sectors, which have, over the past ten years, gained
60 to 80%of new jobs per year, thereby generating more than 50% of the non-governmental
private GDP [4].

Small businesses are an integral part of an economy. Data and reports from the SME
subgroup also indicate that SMEs in developing countries contribute significantly to em-
ployment and an approximate 45% to an annual 33% gross domestic product [5]. The
financial needs and practices of SMEs must first be considered, as these institutions are
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important for the development of most economies around the world. They have con-
tributed significantly to the development of various countries’ economies and the creation
of employment opportunities. In addition, they make valuable contributions to regional
income and savings, facilitate training, and create a competitive edge by helping large firms;
thus, they are a stimulus for economic growth and development. The enrichment and
development of SMEs have significantly helped not only by generating job opportunities
but also by reducing poverty [6].

In Pakistan, SMEs own 90% of all companies, including in the textile industry. SMEs
also play a vital role in Indonesia’s national economy, as evidenced by the large number of
different small businesses, which reached up to 62.9 million, which is equal to a 99.99%-unit
share. However, large firms are 5460 units, which equals a 0.01%-unit share, in 2017 [7].

In Jordan, the government believes that human, social, and economic development
depends on MSMEs (micro, small, and medium-sized enterprises). The national agenda of
2006–2015 helps utilize MSMEs as a strategy to improve social security and well-being and
promote economic development. In Jordan, SMEs face various problems, such as a lack
of credit history, which impede their growth and development. In Bangladesh, the SME
sector developed in the last twenty years and plays an indispensable role in the economy;
however, Bangladesh’s SME sector is facing issues and challenges in the country [8].

In Thailand, small firms were responsible for up to forty percent of GDP in 2008 and
more than seventy-five percent of the jobs in 2013. In Vietnam, small businesses contributed
40% to GDP, and profits increased by about 20% annually [9]. The importance of the rapid
development of small businesses in all regions of Russia is explained for the period up to
2030. It is shown that, from 2015 to 2016, the number of small businesses and employees
increased at the same time [10].

While financing is an important, though sometimes challenging aspect, of SMEs’
success in all regions around the globe, several studies have pointed out various other
obstacles to developing SMEs across different regions, such as marketing, technology,
innovation, HR practices, skilled personnel, bureaucracy, and regulations of the regulatory
authorities [11].

These studies have demonstrated different challenges faced in SME entrepreneurship,
which occasionally cause drastic failures in small-business operations. The challenges
include an entrepreneur’s personal traits, internal factors of SMEs (resources), and external
factors [12,13]. The entrepreneur plays an indispensable role in an SME’s success. The
entrepreneur’s personal traits related to business operation cannot be negated, and, in
particular, their education and skills really impact the success of SMEs [14].

Despite the entrepreneurial-specific characteristics, resources and financial-related
factors have also been a challenge to the SME sector. The SME sector has been facing
hurdles when approaching banks and other formal financial institutions in the country,
and it has been revealed that banks and other formal financial institutions prefer to finance
the corporate sector and large enterprises and ignore the SME sector in the country. The
promotion and development of the SME sector in KP is primarily weakened by a lack of
financing, which negatively affects a large portion of industrial units; thus, a comprehensive
study is required to find a better solution. Furthermore, a study is needed to elaborate upon
the factors which impact the loan access of SMEs. Therefore, this study seeks to address the
factors that play a crucial role to obtain financing from banks and other formal financial
institutions in KP. In particular, this study has the following objectives:

O1. To elaborates the access of financing and the role of entrepreneurial characteristics in
obtaining the loan.
O2. To observes the entrepreneurial personal traits and their due role in access to bank
financing in KP.
O3. The study will also pose some suggestions and recommendations for the SME sector,
banks, and other lending institutions for how to deal with SMEs, particularly in KP and
generally across Pakistan.
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The remaining paper has been structured as follows: Section 2 pertaining to literature
review and hypotheses, followed by methodology in Section 3, data analysis in Section 4,
discussion and conclusions in Section 5, implications of the study in Section 6; and the
study’s limitations and future research directions in Section 7. The paper concludes with a
comprehensive reference list.

2. Literature Review and Hypotheses Development

Pakistan’s economy is based on agriculture, fisheries, and forestry, which contribute
about twenty-percent of the country’s GDP. The manufacturing sector in Pakistan has been
growing since 1950, but due to the scarcity of resources, the newly established economy of
Pakistan faces a problematic trade deficit and external debt burden. In 1970, the government
nationalized all the major industrial sectors of the country but failed to obtain the desired
economic results. In 1980 and 1990, denationalization encouraged the private sector,
most of which focused on the larger sector of industrial units. Subsequently, after 1990,
the government focused on agriculture, privatization, and developing the SME sector
through entrepreneurship in the country. Later on, the Small and Medium Enterprises
Development Authority, (SMEDA) an independent body that which looks after the SME
sector in the country and has regional offices in major cities across Pakistan, began working
for the development and growth of SMEs in the country. SMEDA and SME banks were
being developed by the government of Pakistan to cater to the needs of the SME sector,
providing support through policy formulations and infrastructure development in the
country. SMEDA has been working for entrepreneurs and the SME sector in the country
and has opened provincial offices across Pakistan. Additionally, SME banks have also been
established in each and every major city across the country for purposes of supporting
entrepreneurship and the SME sector.

Currently, governments, along with other bodies, are working to promote entrepreneur-
ship culture in the country by introducing various programs and initiatives to develop
and promote SME and entrepreneurship in Pakistan. Recently, the government of Pak-
istan launched schemes for the youth and women entrepreneurs in the country by pro-
viding financing for the skillful individuals who work for their family and encourage
entrepreneurial culture in the country [15].

It has been important to know about the entrepreneur-specific characteristics and how
these personal traits influence business operations of the SME sector and the entrepreneurs.
Keeping in mind this importance, various studies have been undertaken on these personal
traits of entrepreneurs across the globe. Some of the studies have also been undertaken
during the educational careers of the students, which elaborated upon these personal
traits in their studentship. Likewise, a study in Iran conducted by [16] addressed the
entrepreneurial personal traits, consisting of eight factors of the undergraduate students of
the three universities in the country. Additionally, a similar study has also been conducted
in Brazil [17]. Thus, as is evident from the literature, the entrepreneurial personal traits play
an important role in promoting entrepreneurial culture and developing the SME sector of
a country.

Entrepreneurial-specific features or personal traits of SMEs’ owners/managers have
a huge impact on access to finance. A study in the UK and the US points out that SMEs’
success is associated with education, age, net worth, and several years of work [18]. The
study discovered that the personal values of owners and managers, the strategies they
adopt when running their companies, and the results of their business performance are
inwardly related, observing a positive relationship between owner/manager personal
traits and business performance of SMEs [19]. Previous literature suggests that financing
factors for firms are owner characteristics, company characteristics, and ownership [20–22].
Meanwhile, it is factors such as financial issues (including short and long-term loans), good
access to infrastructure, reliable supply chain systems, work experience, and educational
background that drive the success of SMEs.
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A study conducted by [23] focuses on the experiences of entrepreneurs and the per-
sonal attributes that prevent them from starting a business at the micro level in Pakistan. A
total of eighty-four families in rural Sindh, Pakistan were interviewed. The findings reveal
that religious, social, economic, and structural forces play a key role in suppressing social
and cultural capital in rural Pakistan, which explains the low level of entrepreneurship
in these areas. Social and cultural capital require a specific socio-economic perspective to
promote business in Pakistan.

2.1. Age of SME’s Entrepreneur

An entrepreneur’s age is found to also be relevant in the development of SMEs and
entrepreneurship culture as observed by [24]. Many studies have examined the access to
loans and the age of the owner/manager. While some show that there is some importance
with an observed positive impact on bank loan accessibility [25], some have shown that age
does not have any association with access to finance [26]. A study examined the financial
behavior of SMEs using two datasets comprised of 15,750 and 3239 SMEs from the UK and
the US, respectively. The results reveal that younger owner-managers use more bank loans,
credit cards, savings, and family resources than older ones, who rely on income. The young
owners had a better chance of survival in SMEs compared to the older owners [27]. Based
on the literature, the proposed hypothesis will be

Hypothesis 1 (H1). The age of an SMEs entrepreneur has a significant relation toaccess to loans.

2.2. Gender of SME’s Entrepreneur

Like other entrepreneurial-specific characteristics, the entrepreneur’s gender also
plays a vital role in an SME’s efficient operation [28–30]. The study found an association of
gender and external finance access and reveals that both men and black and ethnic minority
participants are inclined to the advice of family and friends, while women are more likely
than men to use a business link [31]. A study by [32] does not provide any evidence
to suggest a financial gap in the small businesses in Australia. In addition, the study
further found no gender difference treatment by the financial institutions with respect to
financing. Meanwhile, a study in the USA examined the views of SMEs’ owner/managers
regarding the gender differences and obtaining loans. Their results show that business
owner/managers and male and female partners of bankers had a higher confidence level
to loan and banking knowledge [33].

The women surveyed showed that the raising of funds by females was easier than by
their male counterparts, while ethnic minority businesses, especially black owners, had
the most difficulty obtaining financial assistance, which is why they resorted to financing.
Based on the literature, the following hypothesis is empirically tested:

Hypothesis 2 (H2). The gender of an SME’s entrepreneur has a significant relation to access to loans.

2.3. Education of SME’s Entrepreneur

Entrepreneurship plays a vital role in a country’s economy. For a good entrepreneur-
ship, an individual’s education and skills have a significant role. In this sense, education
plays a key role in enhancing an individual’s skills and abilities, as the business trend
increases employment opportunities and serves as an engine to boost the country’s econ-
omy [34]. Reference [35] provided an excellent case study of a frontline business family,
Memons, (a family name) in Pakistan, whose business-based community structure largely
reflects the educational preferences of other business families in Pakistan. It was found that,
contrary to the preferences of most educated youth, Memon considered himself unwelcome
in government jobs and preferred to start his own business and encouraged entrepreneurial
culture in the country. It is suggested that the higher level of education tends towards a
positive role in the access to credit from banks (39). In addition, considering the education
factors, including the gender and ethnicity of the owner/manager, the result shows that
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graduates had less difficulty obtaining funding than college students. It has been found
that there is a positive association of owners’ education level and loan availability [36].
Similarly, a study used the level of education of senior managers and revealed a relation
with access to loans [37]. The impact of education level and training on indirect bank loan
access through business trends was investigated. SMEs with an entrepreneur who has a
professional level of education have a legal right of access to creditor a higher chance of
success [38]. Therefore, the researchers propose the following hypothesis;

Hypothesis 3 (H3). The education of an SME’s entrepreneur has a significant relation to access
to loans.

2.4. Professional Experience and Skills of SME’s Entrepreneur

An entrepreneur’s experience is one of the main factors of an SMEs business operations
and efficient utilization of their resources [39]. Experience is an important factor for external
financing from the formal and informal financial institutions [40]. In addition, business size,
gender, and location of owners are important factors at the company level that influence
companies’ reliance on informal credibility. Finally, the level of economic development
in the country has significant implications in reducing the everyday use of credit. Most
companies rely heavily on prior knowledge and experience [41].

Entrepreneurial skill has been proven to be the main factor of an SME’s success [42].
Skill (managerial and business development) plays its role in attaining the funding from
formal and informal financing sources. A study clarified that previous experience and
skills were associated with access to loans from external sources for SMEs [43]. Experienced
entrepreneurs perform well compared to less-experienced entrepreneurs in SMEs. It is
thus advisable to include experience in loan credibility [44]. A significant relation has
been proved with management skills and experiences in Bangladeshi SMEs [45]. Thus, the
following hypotheses are proposed:

Hypothesis 4 (H4). The experience of an SME’s entrepreneur has a significant relation to access
to loans.

Hypothesis 5 (H5). The skills of an SME’s entrepreneur have a significant relation to access
to loans.

Figure 1 is the proposed conceptual framework of the current study, i.e.,

Figure 1. Conceptual Framework. Source: Authors.
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3. Methodology of the Study

3.1. Binary Logistic Regression

This type of regression is employed when predicting an association in variables. The
dependent variables are binary, having two choices (yes/no, male/female) and not more
than that are termed as binary logistics. Binary logistics regression analysis is performed
by multiple descriptive variables and the relationship between one single binary response
variable, a categorical variable with two types [46].

Log(Pi/1 − Pi) = B0 + B1X1 + B2X2 + B3X3 + B4X4 + B5X5 + . . . . . . . BkXk + E

where Log(P/1 − P) = Log(likelihood)

P = ea+bx ÷ 1+ ea+bx

P = Target variable (0 to 1)
B0 = Constant
B1 = Coefficient of variable X1 and so on
X1 = Independent variable
E = Error term.

Based on the above regression equation, the regression model of the study is as follows:
Access to finance = B0 + B1 (Age) + B2 (Gender) + B3 (Education) + B4 (Experience) + B5

(Skills) + E.

3.2. Population and Data

The population of the study is based on the SME sector of KP, Pakistan. According to
the Census Report 2017 of Pakistan, KP, a province of Pakistan, had a population of more
than 35.50 million. A total of more than 2.50 million individuals have been employed in
different sectors of the economy, such as agriculture, trade, and commerce. The majority of
the work force involved in the sub-sectors of SME in the province, e.g., textile, leather, and
apparel; food and beverage; flour mills; and the tobacco sector.

According to the Small and Medium Enterprises Development Authority (SMEDA),
there are more than 2250 industrial units operating in the province [47]. This is more than
a14% contribution in the share of the SME sector in the country by KP.

There are different industrial zones in KP, spread in Peshawar, Gadoon, Hattar, DI
Khan, Swat, and other provinces. This study focuses on the Peshawar district, the capital of
KP. The industrial zone is located in Hayatabad Peshawar, the main city of the capital, and
is the province’s hub for business. The Hayatabad Industrial Sector has various kinds of
industries and units of SMEs working. There are 431 firms working in Hayatabad Industrial
Zone Peshawar, and this is the target population of the current study.

According to Cochran formula, the study’s sample size is calculated for 204 SMEs.
Therefore, 204 questionnaires are distributed randomly in Hayatabad.

According to the Cochran formula [48] the Hayatabad Industrial Sector was selected
for data gathering and a total of 204 questionnaires distributed randomly among the owners
and managers of SMEs. Of the 204, 197 questionnaires were successfully filled and returned,
among which 192 were used for data analysis (response rate is 94%), and five were excluded
due to lack of data or an incomplete identification of subject domain.

3.3. Variables of the Study

This section is comprised of the variables used in the study. Table 1 shows the details
of the study variables. There is one dependent variable and five explanatory variables
that predict the dependent variable. The variable age and experience have six categories,
followed by gender having two options, and level of education has four categories, while
both the skills (managerial and business development) and access to finance have two
options in the questionnaire and details as shown in Table 1.
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Table 1. Variables Description.

S.No Independent Variables Option/Category

1 Age 1. 25–30 years
2. 30–35 years
3. 35–40 years
4. 40–50 years
5. 50–55 years
6. 55–60 years

2 Gender Male = 1, Female = 0
3 Education 1. School level

2. College level
3. University level
4. Diploma level

4 Experience 1. 1–5 years
2. 5–10 years
3. 10–15 years
4. 15–20 years
5. 20–25 years
6. 25–30 years

5 Skills (managerial & business development) Yes = 1, No = 0

S.No Dependent variable Option/Category

1 Access to finance Yes = 1, No = 0

4. Analysis and Results

The data analyzed through binary logistic regression as the dependent variables
(access to finance) are categorical and have two options (yes/no), and the explanatory
variables are age, gender, education, experience, and skills. Therefore, the binary logistic is
suitable for analysis. Before analyzing, some assumptions are mandatory to check the data,
such as running a normality test.

Table 2 shows the Shapiro-Wilk test; if the value of significance is >0.05, then data are
normally distributed. Table 2 indicates that the p values of each variable are greater than
0.05, confirming that the data are normal.

Table 2. Tests of Normality.

Shapiro-Wilk

Statistic df Sig.

Age 0.907 192 0.484
Gender 0.572 192 0.613

Education 0.910 192 0.497
Experience 0.800 192 0.747

Skills 0.623 192 0.835
Access to finance 0.614 192 0.814

Lilliefors Significance Correction

The study also uses tolerance and VIF to check collinearity of the data. If the tolerance
value is less than 0.1 or the VIF value is larger than five, there is a correlation between
the variables.

Table 3 shows that the value of tolerance of each variable is greater than 0.1, and the
value of VIF is less than 5; thus, it means that the variables have no collinearity and are
hence feasible for logistic regression analysis.
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Table 3. Multi-collinearity diagnosis indices.

Collinearity Statistics

Tolerance VIF

Age 0.488 2.048
Gender 0.565 1.770

Education 0.799 1.252
Experience 0.962 1.040

Do you have skills? 0.969 1.032

Dependent Variable: Do you have access to loans?

Table 4 shows the output results of the dependent and explanatory variables of the
study; according to the table, age (p < 0.000 and the value of the odds ratio are 5.488)
is significantly associated with access to finance of SMEs. It means that if the age is
increasing, there is a 1.703-unit increase in access to finance of the SMEs; therefore, null
hypothesis is rejected at a 1% level of significance. This could imply that whenever the
age of the entrepreneur (owner/manager) of SMEs increases, they know the business
better. They have seen many activities involving the business, including financing and
different strategies for external funding opportunities for their business compared to the
younger individuals.

Table 4. Binary logistic regression model results.

Variables B S.E. Wald df Sig. Exp(B)

Age 1.703 0.439 15.024 1 0.000 5.488
Gender 23.732 416.882 0.001 1 0.995 20,657.2

Education 0.589 0.287 4.22 1 0.040 1.801
Experience 0.239 0.323 0.548 1 0.459 1.27

Skills −0.643 1.035 0.385 1 0.535 0.526
Constant −30.697 416.884 0.012 1 0.994 0

−2 Log likelihood 29.468
Cox & Snell R

Square
0.694

Nagelkerke R
Square

0.941

Hosmer and Lemeshow GOF Test

Chi-square (df)
2.248(8)
(0.945)

Omnibus Tests of Model
Chi-square(df) 227.437(8) ***

Variable(s) entered: Age, Gender, Education,
Experience, Skills.

*** Note: Indicated significance at 1% level.

The education (p < 0.040 and the value of the odds ratio are 1.801) also has a sig-
nificant association with access to finance and, hence, rejects the null hypothesis at the
5% significance level, accepting the alternate hypothesis. When education increases by
0.589 units, there is an increase in access to loans by the owner/manager of the SME. As
the entrepreneurs (owner/manager) of SMEs have more education, they can easily obtain
the business’ financing compared to the individual who has less education. Banking and
other financial institutions hesitate and do not encourage the owner and manager of SMEs
with less education for credit opportunities compared to more educated owner/managers
of SMEs.

Although the gender, experience, and skills of an entrepreneur (owner/manager) of
SMEs are important personal traits and impact the business decisions, including financ-
ing and external sources for obtaining funds for the SMEs, in the present study, gender,
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experience, and skills have not been significant. The p-value is (0.995, 0.459, and 0.535)
respectively, which means that these three factors have no significant relation to finance
access in the current study.

The likelihood ratio test value is 29.468 with a p-value of 0.000, which indicates that
the overall fit of the model is good and statistically significant. The value of Cox and Snell
R-square is 0.694, and the Nagelkerke R-square is 0.941, which shows that the model is
good and shows the explanatory variables in the model explained between 69.4% and
94.1% of the changes in the dependent variable.

In Table 4, the Hosmer–Lemeshow test shows the goodness of fit of the model; the
higher the value of the test, the better-fitted the model. The value of the test is (Chi-square
2.248(8), 0.945); this gives the predictive quality of the model, and it results in correctly
predicting at a value of 94.5%, which is a very high value and close to 1. Thus, the model
has high goodness of fit. Based on the Omnibus test, the corresponding Chi-square value
is reported 227.437, with eight degrees of freedom with the p-value (p < 0.0001), so the
explanatory variables used in the model have significantly contributed as compared to the
model where the predictors are not used.

Table 5 is about the classification table and shows the dependent variable (access to
finance) having a yes or no option. The classification table is another way of estimating
the accuracy of the logistic regression model. This table contains the observed values
(user-defined cut-off value, for example, p = 0.50) for dependent results and predicted
values. This table shows the individual’s percentage of the choice of the variable’s answer
in the model. The overall percentage of the model is 95.31%, which shows that the model
is accurate.

Table 5. Classification Table.

Predicted

Access to finance

Observed No Yes Percentage Correct

Do you have access to finance?
No 71 4 94.67
Yes 5 112 95.73

Overall Percentage 95.31

The cut value is 0.500

5. Discussions and Conclusions

The results of the binary regression analysis show that age and education are the
two variables with significant results at 1% and 5% significance level and reject the null
hypotheses at 1% and 5%. These results are similar to [49–53], who have also reported
the same findings in their studies about a significant association of age and experience of
entrepreneurs with their access to loans.

Although gender, experience, and skills of an entrepreneur (owner/manager) of an
SME are important personal traits and impact business decisions, including financing and
external sources for obtaining funds for the SMEs, in the present study, gender, experience,
and skills have no significant relation to finance. These results are similar to the studies
by [54–57].

Financial institutions are usually reluctant to lend to startups because of the high risks
of loan default. Another personal aspect of the problem may be that credit officials as a
group of clients can pose a threat to women entrepreneurs, thinking that women have less
knowledge. Many banks’ marketing strategies are based on a user profile that may not be
suitable for female business people. Facing cultural barriers that women entrepreneurs
face, e.g., maximized mobility and time demands, further limit women and their ability to
access finance.

Some studies have mixed results regarding the entrepreneurial-specific characteristics
and access to finance. A study by [58] reveal that loan accessibility in Kenya is not related
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to knowledge of financing but related to income level, age, marital status, gender, and
education. A study examined that the owner/manager’s age has a relation with access to
loans for SMEs. On the other hand, access to bank loans has no significant effect on the
educational level.

It is concluded that different factors related to the firm’s entrepreneur (owner/manager
of the SME) are influencing the financing and credit availability from the financial insti-
tutions operating in the country and specifically in KP. The entrepreneur’s factors, such
as educational background, experiences, professional skills (managerial and business de-
velopment), age, and gender influence the SME’s business operations. All these personal
traits of the SME’s entrepreneur are important in its operations and especially in obtaining
the financing from the external sources for the SMEs in KP. It summarized that age and ex-
perience, both the unique features of the entrepreneurs of SMEs, are significantly positively
associated with access to financing from external sources, including formal and informal
banking and financial institutions who deal in providing the funds to the businesses in the
KP. On the other hand, other factors, education, and skills of the owner/managers of SMEs
are insignificant with the access to financing. Although these factors also play an important
role, this study showed that these are not relevant in SMEs working in KP.

The education is the major contributor in the development of an entrepreneur’s per-
sonal traits. Without education, it is very difficult for an entrepreneur to easily understand
the business environment of an SME. Above all, educational background must have devel-
oped an entrepreneur’s personality in all aspects of their personal and business life. If an
entrepreneur’s level of education increases, their power of knowledge and understanding
definitely increases, which leads them to efficient utilization of business resources and re-
sults in better performance of SMEs. Entrepreneurs with rich educational backgrounds can
easily handle complex problems and challenges they face as compared to the entrepreneurs
who lack education or have a low level of that. Hence, the well-educated entrepreneurs
can easily access loans and funds in a professional manner while dealing with financial
institutions, including banks, Non-Governmental Organizations (NGOs), and other fund-
ing agencies working for the promotion of entrepreneurial culture and the development of
SME sector in the country.

The current study contributed that the educational factor is the main personal trait of
entrepreneurs in the context of KP, Pakistan. The current study also contributed in the sense
that entrepreneurs play a vital role in SMEs’ business operations in obtaining access to loans.
Age is one of the important factors of entrepreneurial personal traits. Older entrepreneurs
will have the knowledge and understand the ups and downs in their business operations.
They handle pressure of any sort well (e.g., lack of supplies and resources) in contrast with
the younger entrepreneurs, who may have not faced such business dealings in their career.
The older entrepreneurs deal with the lending institutions in a professional manner and
understand the tricks to convince the bankers and lenders in obtaining funds for their
business. In short, it has been summarized that an entrepreneurs’ age is also important in
an SME’s business operations and access to financing in the context of KP, Pakistan.

It has been evident that a number of studies have been undertaken on large enterprises
in Pakistan and the SME sector. Specifically, in the SME sector of the country, various
researchers have focused on the different aspects of SMEs and access to financing in
KP, but the researchers have not found any particular study which has elaborated the
entrepreneurial personal traits and their impact on financing and access to bank loans in
KP. Thus, the current study pioneers the subject domain in KP. The present research has a
major contribution in the subject under consideration and will also be helpful for future
researchers to further elaborate upon the SMEs in KP, Pakistan.

The study has also added to the existing literature and opened a new area for further
elaboration by comparing various aspects of SMEs and entrepreneurial personal traits.
Additionally, the study will also be useful in policy formulation for the SME sector to
further improve and strengthen the entrepreneurial personal traits through training and
development, conduct seminars & workshops, and, above all, involve the entrepreneurs

174



Sustainability 2022, 14, 10189

in live case studies of the developed nations across the globe through which they can
understand and enhance their ability, skills and work environment according to the current
requirement and development of the SME sector in KP, Pakistan.

6. Implications & Recommendations of the Study

The implications & recommendations of the study are threefold for policy-makers
who will formulate policies and strategies for the SME sector in the country and will keep
in mind the need of the small business, especially for their resources and financing. That is
how they can easily acquire funds and loans for their business operations and their efficient
utilization to obtain the maximum benefit and lead to the success and performance of the
SME sector in the country.

The implications for entrepreneurs are that, while starting their business at early stage,
they will have hired human capital in a well-judged manner, especially keeping in mind the
personal characteristics of personnel, as it has been proven that entrepreneurial personal
traits will play a major role in the success of a business, especially in the SME sector. In a
later stage, once a business is established, a proper measure should be undertaken for the
professional development of the entrepreneurs of SMEs.

It has been recommended that the top management and owners of the business must
focus on the personal characteristics and enhance these factors through educating, training,
conducting seminars & workshops, and hands on practices during training and develop-
ment activities. Through their professional and personality development, an entrepreneur
will enrich their education, experiences, and professional skills to deal business operations
in the best way and will also enhance their ability and cognitive skills, which benefit them
in solving complex problems and scenarios they face.

The banks and other formal financial institutions will have also benefited in the
sense that, whenever an SME’s entrepreneur approaches them for their financing and loan
opportunities, they can analyze all aspects of their business and thus be comfortable in
dealing with the entrepreneurs having rich qualities and traits. Because the bankers and
other lenders are convinced by SME entrepreneurs, this will result in the granting of loans
and funds for their business.

7. Limitations & Future Research

The present study limited to the SME sector of the country, in which only the manufac-
turing SMEs of Pakistan have been considered. The entrepreneurial-specific characteristics,
including age of not more than 60 years along with experience of not more than 30 years,
have not been considered. The study is limited to only one province of Pakistan and has
not considered other provinces of the country. The informally documented SMEs of KP
have not been under consideration of the current study.

The study only focused on the Hayatabad Industrial of Khyber Pakhtunkhwa as cluster
sampling through which a total of 204 SMEs has been selected and has not considered the
other industrial zones across the province

The study suggests that future researchers explicitly narrate the entrepreneurial
specific-characteristics with a large sample while comparing the small and medium-sized
enterprises separately in KP, Pakistan. The study should also consider various sub-sectors
of SMEs in KP. Additionally, it should observe how personal traits of entrepreneurs’ impact
accessibility to bank financing in the country and formulate strategies and policies for
strengthening these entrepreneurial-specific characteristics through training and develop-
ment and personality growth for the efficient operations of the SME sector in Pakistan.
Nevertheless, a cross-provincial analysis will also apply in which the SME sector of one
province with the other province of the country will be observed and will observe how the
entrepreneurial-specific characteristics impact the financing decision and access to bank
loans in Pakistan.
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Abstract: Environmental sustainability is a major concern of contemporary societies, businesses, and
governments. However, there is a lack of knowledge as to how countries can achieve the goal to end
poverty, whilst protecting the planet. It is the objective of our study to examine the moderating role
of institutional quality on the financial development and environmental quality nexus in South Asia.
Our sample consists of panel data of five South Asian countries (India, Bangladesh, Nepal, Sri Lanka
and Pakistan) from 1984 to 2018. We find that financial development increases CO2 emissions in this
region, implying that countries in South Asia have utilized financial development for capitalization,
instead of improving production technology. Institutional quality moderates the negative impact of
financial development on environmental sustainability. An implication of our findings is that efforts
to improve institutional quality may help to promote sustainable development in South Asia.

Keywords: economic growth; energy consumption; environmental pollution; financial development;
foreign direct investment; institutional quality

1. Introduction

A clean natural environment is considered an essential element for improving the quality of
human life in modern societies. Government and regulatory authorities have a keen interest in the
management of natural resources to preserve the ecosystem. Yet, natural resources, in particular fossil
fuels and minerals, are essential to economic development since they are key inputs to the production
of goods and services. However, the expenditure of natural resources through the combustion of fossil
fuels, increases CO2 emission into the atmosphere, a gas that absorbs and emits thermal radiation
and is a primary contributor to the so-called ‘greenhouse effect’. In the last four decades, global CO2

emissions have been the main contributor to environmental degradation and climate change risk.
Although the share of South Asian countries in global CO2 emissions is currently less than ten percent,
it is expected to increase significantly as these economies develop further [1].

179



Sustainability 2020, 12, 3805

Given that climate change poses a significant threat to human life, researchers are increasingly
focusing on achieving better understanding of the link between economic growth and environmental
degradation. Financial development has been strongly linked to environmental degradation [2]:
financial development increases environmental pollution by boosting industrial activity [3]. However,
countries with well-developed financial markets tend to have a cleaner environment [4].

Institutional quality—rules of law, risk of expropriation, corruption, quality of bureaucracy—is
a less considered factor in terms of the causes of environmental degradation [5–9]. Arguably,
environmental quality improves when government institutions are effective enough to enforce
environmental standards and regulations that have been adopted [10].

Empirically, the financial development and environmental quality nexus has been examined in
a number of developing countries, including Brazil, Russia, India and China (BRIC) countries [11],
China [12–14], sub-Saharan African countries [15], Turkey [16], Indonesia [17], South Africa [18],
Vietnam [19], Middle East and North Africa (MENA) countries [20], and 19 emerging economies [21].

South Asia is characterized by rapid urbanization and population explosion. It has many industries
with highly outdated technologies and high carbon-emitting infrastructure. As a result, air, surface and
water pollution have increased substantially in this region of the world as it has developed economically.
If appropriate measures are not taken to reduce environmental pollution, South Asian countries may
have to face severe negative economic consequences as a result of climate change. Nevertheless, only
a limited number of studies have examined the financial development and environmental quality
nexus in this region, notably India [22,23] and Pakistan [24–26]. However, these studies have ignored
the influence of institutional quality on environmental quality, even though institutional failure may
exacerbate this association. The aim of our study is to fill this gap in the literature.

Our sample covers five countries of South Asia for the period 1984 to 2018: Pakistan, India,
Sri Lanka, Nepal, and Bangladesh. Our panel analysis indicates that financial development causes
environmental pollution, consistent with the prevailing literature. Hence, countries in South Asia
have utilized financial development for capitalization, instead of improving production technology.
Notably, institutional quality moderates the negative impact of financial development on environment
quality, suggesting that well-functioning institutions act in enhancing environmental sustainability.

The remaining part of this paper is organized is as follows. Section 2 provides the hypotheses and
a short literature review, followed by a discussion of the data and methodology in Section 3. Empirical
findings are provided in Section 4, whilst Section 5 provides a conclusion of our findings, including a
policy implication and suggestions for future research.

2. Literature Review and Hypotheses Development

There is a rich theoretical literature on the relation between financial development and
environmental performance. Scholars [4,11,27] argue that financial development helps reduce
environmental pollution for the following main reasons: (1) businesses are required to periodically
update production technology and equipment in order to lessen production costs as well as
improve the market competitiveness of products, which are possible only with adequate financial
support. Businesses can achieve this by effectively mitigating their financing constraints through
a well-developed financial system; (2) governments promote environment friendly projects, clean
energy usage, and overall industrial transformation in order to cope with environment degradation.
Financial institutions considering such policy arrangements play an important role as governments
can obtain the necessary funds to finance such projects, reducing environmental pollution through
improvements in energy infrastructure; (3) firms listed on the stock market are required to disclose
all types of information (including environmental information) on a regular basis and are under
strict supervision of regulatory authorities. To remain credible, firms need to create and maintain
a good image/reputation, such as using environment friendly technologies which helps to reduce
environmental pollution.
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Grossman et al. [28] argue that the acceleration of economic growth results in higher environmental
pollution in the early stage, but in later stages lowers environmental pollution; high emissions of
pollutants are the result of high energy usage resulting from economic growth [29]; economic growth
and environmental degradation have a causal relation [30].

Energy consumption is a key determinant of environmental pollution [29,31,32]. Rapid growth in
the social economy leads to higher energy usage, increasing environmental pollutant emissions [33].
Zhu et al. [34] propose that energy plays a vital role in economic development and poverty reduction
and that such countries need to use energy in an effective way and move to clean and renewable energy
by adopting an energy development program.

Foreign direct investment (FDI) is also thought to be associated with environmental pollution [31].
The pollution haven hypothesis and the halo effect hypothesis are two perspectives of the relation
between FDI and environmental pollution. The pollution haven hypothesis states that developing
countries, through non-enforced or relaxed regulation, tend to disregard environmental concerns in
order to attract FDI [35]. Contrarily, the pollution halo hypothesis argues that the FDI effect is inverted
by introducing low polluting technologies [36]. The empirical literature has reached consensus about
the existence of positive linkage between FDI and financial development (SMD) [37–40]. FDI leads to
economic growth and economic growth promotes SMD [41]. Therefore, FDI promotes SMD. Malik
and Amjad [42] derive an inference on the role of FDI in promoting aggregate SMD in Pakistan. On
the other hand, Heyes et al. [43] argue that air pollution could influence brain health, cognition and
risk attitude, resulting in decreased risk tolerance, changed mood and trading behavior of investors.
Further, they provide evidence that poor air quality in a stock-market based city causes market prices
to diverge from prices based on fundamentals, which results in lower returns.

Figure 1 shows the proposed theoretical framework of our study. We consider financial
development, institutional quality, foreign direct investment, economic growth and energy consumption
as key determinants of environmental quality.

Figure 1. Proposed theoretical framework.

According to Yuxiang and Chen [13], financial development influences environmental quality
in four probable ways, including capitalization, technology, income and regulation effects. In the
capitalization effect, the growth of small-scale industries is stimulated by financial development having
some benefits, including the reduction in pollution and economies of scale [44]. The technology effect
requires the encouragement of environment-friendly projects through financial development [11] and
advancements in technology by offering cheaper financing, which in turn reduces pollution through
adopting more efficient production processes [45]. On the other hand, technologically advanced firms
need more natural resources which may negatively affect environmental quality [46]. In the income
effect, it is assumed that long-run economic growth is stimulated by financial development [47], which
can have either positive or negative impacts on the environment [48]. The regulation effect implies
that financial development, in the presence of environmental regulations, is advantageous for the
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environment [13]. Firms having ordinance of environmental regulation can protect the environment
and can access external financing from banks based on their environmental assessment. This policy is
thought to have significantly contributed to improved environmental quality in China [49]. According
to Adom et al. [50], financial development negatively affects environmental pollution as it has less
scale effects but more technical effects at the macro level. Saidi and Mbarek [21] report negative impact
of financial development on environmental pollution. Others [18,51,52] document similar findings.

Considering the weight of the arguments provided above, we predict the following:

Hypothesis 1 (H1). Financial development negatively affects environmental quality.

Institutional quality, such as rule of law, quality of bureaucracy, and control of corruption, is an important,
although somewhat neglected aspect that may influence environmental quality [5–9,53]. Conversely,
institutional failure may lead to degradation of the ecosystems. Well-functioning quality institutions
improve the environment even if a country has a low level of income [53]. Environmental quality
improves when government institutes are strengthened enough to enforce environmental standards
and regulations [10]. Governmental organizations may prioritize factors like legal and political
framework, sufficient budgetary resources, feedback mechanisms availability, citizens’ perceived ease
of engagement and motivated citizens that boost citizen engagement to create higher value with open
government data (OGD) to solve societal problems, which may improve institutional quality [54].
Practitioners and policymakers need to assure the importance of key factors, i.e., user satisfaction,
usefulness, efficiency, quality, ease of use, which ultimately enhance institutional performance [55].

Persson et al. [56] argue that at the early stages of economic development, environmental pollution
can be reduced through adopting policies for pollution reduction. One such policy to mitigate pollution
is a strong financial system along with an efficient institutional structure. Hence, environmental quality
improves with future higher income as income growth and environmental regulation go side by side.
That is, environmental standards are relaxed at initial stages of economic development but become
stronger when the level of development improves [10]. Tamazian and Rao [2] argue and find that both
financial development and institutional quality are negatively associated with environmental pollution.

Based on the discussions above, we predict the following:

Hypothesis 2 (H2). Institutional quality positively affects environmental quality.

Hypothesis 3 (H3). Institutional quality moderates the negative relation between financial development and
environmental quality.

3. Data and Methodology

3.1. Data

The sample of our study consists of annual data from five South Asian countries (India, Bangladesh,
Nepal, Sri Lanka, and Pakistan) over the period of 1984 to 2018. Three South Asian countries (Bhutan,
Maldives, and Afghanistan) are excluded from our sample due to unavailability of data. We use
the corruption index as the proxy for institutional quality, with the data taken from Table 3B of the
International Country Risk Guide (ICRG). Goel et al. [57] use the same proxy in their study to measure
institutional quality. We use World Development Indicators (WDI) to obtain data for the remaining
macroeconomic variables. WDI is an online database operated by the World Bank. CO2 emissions data
are extracted from World Data Atlas.
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3.2. Methodology

To test our hypotheses, we estimate the following panel regression model (Equation (1)):

enqi,t = β0 + β1ecgi,t + β2enci,t + β3fidi,t + β4fdii,t + β5insqi,t + β6(ecgi,t * insqi,t) + β7(enci,t * insqi,t)
+ β8(fidi,t * insqi,t) + β9(fdii,t * insqi,t) + υi,t

(1)

where enqi,t is CO2 emissions (CO2), ecgi,t is economic growth, enci,t is energy consumption, fidi,t is
financial development, fdii,t is foreign direct investment, insqi,t is institutional quality and υ is the
residual term.

Environmental quality (enq) is proxied by per capita CO2 emissions (metric tons per capita) [34,58].
Countries with higher per capita CO2 emissions have lower environmental quality. Environmental
degradation and global warming are affected by CO2 emissions at a larger scale in comparison to other
greenhouse gases (GHGs), such as sulfur dioxides and nitrogen oxides which are generated by power
plants, energy-intensive industries, and transportation [59].

Economic growth (ecg) is proxied by real GDP per capita in US dollars (income) [34]. The intuition
is that economic activities, like manufacturing, electricity generation and operation of motor vehicles,
boost air pollution.

Energy consumption (enc) is proxied by the per capita kilogram of oil equivalent [33,34]. Arguably,
energy consumption has a strong negative impact on the environment. It affects the environment
through the burning of fossil fuels, in particular coal.

Financial development (fid) is proxied by the private sector domestic credit, as a percentage of
GDP [33,34,58]. Whilst several studies have used M2 or M3, as a percentage of GDP (liquid liabilities),
Shahbaz and Lean [60] criticize this measure claiming that these represent liquid liabilities instead of
the size of the financial sector. We predict that financial development increases pollution.

Foreign direct investment (fdi) is proxied by foreign direct investment as a percentage of GDP [34].
The net effect of FDI on environmental quality depends upon the prevailing conditions discussed in
the pollution haven hypothesis and the pollution halo hypothesis.

In Equation (1), both the independent and dependent variables are represented in logarithmic
form. Thus, the β-coefficients show elasticities. For example, β1 is the elasticity of environmental
pollution with respect to economic growth, which is anticipated to have a positive sign since pollution
is anticipated to increase with economic growth in South Asia.

To test for the moderating effect of institutional quality on CO2 emissions through economic
growth (ecg), energy consumption (enc), financial development (fid) and FDI (fdi), we add the following
interaction terms to the regression model: (ecgi,t * insqi,t), (enci,t * insqi,t), (fidi,t * insqi,t) and (fdii,t * insqi,t)
respectively. We expect the coefficients on each of these interaction terms to be negative and significant.
Effective regulatory framework exercised through strong institutions ensures efficient use of energy
which decreases environmental pollution [61]. A well established and effective institutional mechanism
discourages FDI in contaminating industrial sectors and encourages FDI in environment-friendly and
less polluting industries. Variables measurement is summarized in Table 1.

Table 1. Variables measurement.

Variable Description Symbol Reference

CO2 Emission Per capita CO2 emissions (metric tons per capita) Enq Zhu et al. [34]; Jiang and Ma [58]
Economic Growth Real GDP (Gross Domestic Product) per capita Ecg Zhu et al. [34]

Energy Consumption Per capita kilogram of oil equivalent Enc Jian et al. [33]; Zhu et al. [34]

Financial Development
Domestic credit to private sector as a percentage of

GDP
Fid

Jian et al. [33]; Zhu et al. [34];
Jiang and Ma [58]

FDI Foreign direct investment as a percentage of GDP Fdi Zhu et al. [34]

Institutional Quality
The corruption index developed by the

International Country Risk Guide (ICRG)
Insq Goel et al. [57]

Ignoring cross-sectional dependence in the estimation may result in loss of efficiency of the
estimators, biased test statistics and spurious inferences in hypothesis testing. Consequently, we
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conduct several cross-sectional dependence tests. The null hypothesis of no-cross-sectional dependence
is as follows: Pij = Corr(νit, νjt) = 0 for I � j, where Pij is correlation coefficient among the disturbances
in cross-sectional units i and j.

4. Empirical Results

Table 2 provides the descriptive statistics of the sample. The mean value of environmental quality
measured by CO2 emissions is 0.54, ranging from 0.03 to 2.02 metric tons CO2 per capita. Economic
growth per capita has an annual average of 2825.13 US dollars, ranging from 892.92 to 11,738.40 US
dollars. Energy consumption per capita ranges from 103.91 to 639.95 kilogram of oil equivalent, with a
mean value of 356.14. Financial development, proxied by domestic credit to the private sector as a
percentage of GDP, has an average value of 27.73, ranging from 8.49 to 66.92. FDI is relatively low for
our sample of South Asian economies, with an average value of just 0.74 percent, ranging narrowly
between 0 and 3.68 percent. Finally, institutional quality proxied by the corruption index has a mean
value of 2.25 and varies between 0.10 and 4.00. A score of 4 represents very low corruption risk, whilst
a score of 0 represents very high corruption risk.

Table 2. Descriptive statistics.

Variable Mean
Standard
Deviation

Median Minimum Maximum
Coefficient
of Variation

CO2 Emission 0.54 0.45 0.46 0.03 2.02 0.81
Economic Growth 2825.13 1927.94 2435.64 892.92 11,738.40 0.67

Energy Consumption 356.14 126.40 367.33 103.91 639.95 0.36
Financial Development 27.73 11.94 25.97 8.49 66.92 0.44

FDI 0.74 0.75 0.55 0.00 3.68 0.98
Institutional Quality 2.25 0.83 2.50 0.10 4.00 0.37

Table 3 shows the Pearson pairwise coefficient matrix of the regression variables. Notably,
environmental quality proxied by CO2 emissions (enq) has a high and positive correlation with energy
consumption (enc) and financial development (fid), as expected. CO2 emissions is also positively
correlated with economic growth (ecg) and FDI (fdi). The correlation between environmental quality
and institutional quality (insq) is also positive. Based on the relatively weak correlations between the
dependent variables, multicollinearity is unlikely to be a major concern in our regression analysis.

Table 3. Pearson correlation matrix of key variables.

Variable 1 2 3 4 5 6

1 CO2 Emission

2 Economic
Growth

0.315
(3.866) ***

3
Energy

Consumption
0.806 0.608

(15.860) *** (8.828) ***

4
Financial

Development
0.606 0.270 0.411

(8.772) *** (3.029) *** (5.046) ***

5 FDI
0.472 0.437 0.557 0.553

(5.985) *** (5.622) *** (7.339) *** (7.477) ***

6
Institutional

Quality
0.201 0.294 0.395 0.295 0.287 0.585

(2.276) ** (3.454) *** (4.806) *** (3.467) *** (3.376) *** (8.086) ***

Note: t-values are in parentheses. *, **, *** represent significance at 10, 5, and 1 percent level, respectively.

Table 4 provides the results of our cross-sectional dependence tests. The table shows that the
null hypothesis of no-cross-sectional dependence is rejected in all tests, indicating the existence of
cross-section dependence in the data. To overcome this problem, we estimate the model by applying
the generalized least squares (GLS) technique. In our model, the number of explanatory variables
considered exceeds the number of cross-sectional units. As a result, we estimate the model using
country fixed-effects.
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Table 4. Cross-section dependence (CD) tests.

Test Statistic p-Value

Breusch-Pagan LM test 25.9166 *** 0.0038
Pesaran scaled LM test 2.5410 *** 0.0145

Pesaran CD test 2.9682 *** 0.0039
Baltagi et al. bias-corrected scaled LM test 2.1792 ** 0.0217

Pesaran et al. bias-adjusted LM test 4.2132 *** 0.0001

Note: t-values are in parentheses. *, **, *** represent significance at 10, 5, and 1 percent level, respectively.

The regression results are reported in Table 5. Economic growth (ecg) has a statistically significant
positive association with CO2 emissions (column 1), suggesting that economic growth in South Asian
economies is at the cost of the environment, as predicted. Our finding is inconsistent with the
phenomenon of “decoupling of economic growth and CO2 emissions” [62,63]. We also find that energy
consumption (enc) is positively and significantly associated with CO2 emissions (see columns 1 to 6).
This finding supports the proposition that energy consumption is a key driver of CO2 emission.

Table 5. Panel regression results for CO2 emissions (enqit).

Variable (1) (2) (3) (4) (5) (6)

Constant
−1.599 −1.775 −1.561 −1.763 −1.758 −1.934

(−3.950) *** (−3.318) *** (−3.443) *** (−2.188) ** (−3.271) *** (−3.887) ***

ecgit
0.424 0.714 0.567 0.823 0.718 0.713

(1.914) * (2.131) ** (1.831) (2.394) *** (2.146) ** (2.768) ***

encit
0.247 0.262 0.229 0.270 0.259 0.284

(3.338) *** (2.816) *** (2.844) *** (1.738) * (2.717) *** (3.197) ***

fidit
0.148 0.241 0.145 0.250 0.236 0.219

(1.669) * (2.971) *** (2.017 ) ** (2.330) ** (2.910) *** (1.715) *

fdiit
−0.012 −0.022 −0.019 −0.019 −0.022 −0.022

(−1.699) * (−2.651) *** (−2.669) *** (−1.842) * (−2.539) ** (−2.577) ***

insqit
−0.115

(−1.875) *

ecgit * insqit
−0.014

(−1.810) *

encit * insqit
−0.022

(−1.846) *

fidit * insqit
−0.038

(−1.787) *

fdiit * insqit
−0.011

(−2.713) ***

enqit−1
0.843 0.839 0.855 0.830 0.840 0.830

(20.130) *** (18.278) *** (19.986) *** (11.316) *** (17.964) *** (16.784) ***
R2 0.996 0.993 0.995 0.992 0.993 0.994

Adjusted R2 0.996 0.992 0.994 0.991 0.992 0.994
S.E. of regression 0.057 0.069 0.061 0.070 0.068 0.064

F-statistic 2834.69 *** 2268.27 *** 2262.52 *** 2177.32 *** 2271.61 *** 2502.33 ***
Durbin h −2.451 −2.029 −2.116 −2.037 −1.985 −2.360

Prob. (J-statistics) 0.259 0.617 0.146 0.674 0.585 0.831

Note: t-values are in parentheses. *, **, *** represent significance at 10, 5, and 1 percent level, respectively.

The coefficient of financial development (fid) is statistically significant and positive (column 1).
Thus, financial development is associated with lower environment quality in South Asian countries,
as predicted. This result is robust to alternative specifications and consistent with the estimates and
inferences of the literature for developing economies [14,26,64]. The interpretation is that financial
development is used in developing countries for capitalization, i.e., to boost the growth of small and
medium scale industries. Small and medium enterprises have fewer advantages of economies of scale
(in the usage of resources) and pollution reduction. So, pollution increases as a result of financial
development. Our findings show that in South Asia, the technology effect is outweighed by the
capitalization effect, suggesting that environment friendly and fuel-efficient technologies are not the
priority of the financial sector for the provision of finance. To sum up, our results do not provide any
evidence for the proposition that financial development reduces pollution through the dominance of
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the technology effect. This finding deviates from Boutabba [22] for India, and Abbasi and Riaz [25] for
Pakistan, who report that financial sector development enhances environmental quality.

Our main variable of interest is institutional quality. Institutional quality (insq) has a negative
and statistically significant association with CO2 emissions, suggesting that strong institutions boost
environment performance, whilst weak institutions are associated with environmental harm. Further,
all the interaction terms (with institutional quality) are negative and statistically significant. Taken
together with the findings detailed above, strong institutions lessen the adverse impacts of economic
growth, energy consumption and financial development on the environment. This provides support
for the regulation effect hypothesis, i.e., with the implementation of (environmental) standards, the
trade-off between financial development and environmental quality lessens. Hence, in the presence
of strong institutions, financial markets are more likely to provide capital to environment-friendly
business projects. Therefore, the negative impact of financial development on environmental quality
should be balanced with highly effective institutions so as minimize harm to the environment.

Foreign direct investment (fdi), our proxy of financial openness, is negatively associated with CO2

emissions. Our results provide some support for the “pollution halo hypothesis”, in that the inflow of
foreign investment helps to reduce pollution by transferring energy-efficient technology to the host
country [11,65]. However, we should be careful in terms of attributing causation to this relationship as
it is possible that more polluted countries attract less FDI. Our results are contrary to those of Cole et
al. [66] for their large sample of 94 countries for the period of 1987 to 2000, who find that the inflow of
FDI leads to environmental harm.

The coefficient of the interaction of FDI with institutional quality is negative and is statistically
significant. This finding suggests that, jointly with effective institutional infrastructure, FDI can play
an effective role in reducing CO2 emissions. This reinforces the complementary role of the regulatory
framework and effective institutional infrastructure in developing countries in terms of boosting
environmental protection [67]. Knowledge incentive economies and technology driven innovation
may provide a benchmark and is one of the key challenges towards sustainable growth from a global
perspective [68].

Overall, our model has high explanatory power. The Durbin-h test results, used to diagnose
autocorrelation, show that all statistical values of Durbin-h test are higher than 1.96, indicating no
evidence of the presence of autocorrelation in the model. The F-statistics shows that all independent
variables are jointly significant. The validity of the instruments has been checked by employing the
J-test, also called ‘Sargan J-test’. The p-values for the J-statistics are high which suggests that the
instruments are valid.

Next, we examine the efficiency and scale effect of stock market development and financial sector
development, following Zhang [14]. Efficiency effect is proxied by credit to the private sector as a
percentage of GDP, while the scale effect of financial sector development is proxied by total credit as a
percentage of GDP.

Table 6 shows that both indicators of financial sector development, i.e., total credit (tc) as a
percentage of GDP and private credit (pc) as a percentage of GDP, increase CO2 emissions. This is in
line with earlier findings that financial development negatively affects environmental quality in South
Asia. Our results are inconsistent with that of Abbasi and Riaz [25] who find a negative impact of
total credit, as a percentage of GDP, on CO2 emissions in Pakistan. The estimates presented in Table 6
column (1) are similar to those reported in Table 5 column (1). The efficiency effect of financial sector
development outweighs the scale effects as indicated by the size of the coefficients. Moreover, the
efficiency effect has high statistical significance as compared to the scale effect. These finding contradict
with those of Zhang [14] for China.
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Table 6. Scale and efficiency effects (enqit).

Variable (1) (2) (3) (4) (5)

Constant
−0.937 −1.804 −1.303 −2.427 −2.521

(−7.516) *** (−3.288) *** (−3.557) *** (−5.220) *** (−7.557) ***

ecgit
0.502 0.753 0.775 0.484 0.394

(3.527) *** (2.081) ** (1.885) * (3.273) *** (62.213) ***

encit
0.254 0.268 0.198 0.374 0.388

(8.603) *** (2.806) *** (2.695) *** (4.354) *** (7.384) ***

tcit
0.207 0.069

(1.981) ** (2.847) ***

pcit
0.243 0.019

(2.991) *** (0.615)

mcit
0.045 0.024

(1.986) * (1.718) *

stit
−0.025 −0.031

(−1.984) ** (−2.161) **

fdiit
−0.021 −0.022 −0.017 −0.017 −0.016

(−1.936) * (−2.653) *** (−2.126) ** (−1.892) * (−1.689) *

insqit
−0.064 −0.113 −0.118 −0.051 −0.054

(−1.231) (−1.836) * (−1.897) * (−1.875) * −2.450) **

enqit−1
0.854 0.843 0.864 0.745 0.731

(39.942) *** (17.118) *** (24.568) *** (15.774) *** (20.231) ***
R2 0.986 0.982 0.982 0.986 0.986

Adjusted R2 0.985 0.981 0.982 0.985 0.985
S.E. of

regression
0.059 0.071 0.065 0.044 0.047

F-statistic 1322.463 *** 2467.375 *** 2306.321 *** 2101.106 *** 1569.432 ***
Durbin h −2.026 −2.128 −2.208 −2.246 −1.965

Prob.
(J-statistic)

0.235 0.626 0.689 0.298 0.416

Note: t-values are in parentheses. *, **, *** represent significance at 10, 5, and 1 percent level, respectively. Variable
definitions are presented in Table 1.

Stock market capitalization (mc) has a positive coefficient and is statistically significant, while
the estimated coefficient of stock traded (st) has a negative coefficient. These results imply that CO2
emissions increase with scale effects of stock market development, while CO2 emission decrease with
the efficiency of stock markets, consistent with the findings of others [14,25]. Column 5 presents the
joint effect of the financial sector variables on CO2 emissions. The coefficient of each test variable is
consistent both in terms of their sign and statistical significance. However, the coefficient of private
credit is now statistically insignificant, plausibly a result of multicollinearity as this variable is highly
correlated to total credit, as show in Table 7.

Table 7. Correlation matrix of financial development variables.

Variable tcit pcit mcit

tcit

pcit
0.706

(15.689) ***

mcit
0.664 0.501

(9.532) *** (7.036) ***

stit
0.517 0.293 0.804

(8.231) *** (4.831) *** (13.872) ***

Note: t-values are in parentheses. *, **, *** represent significance at 10, 5, and 1 percent level, respectively. Variable
definitions are presented in Table 1.
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5. Conclusions

We examine the moderating effect of institutional quality on the financial development and
environmental quality nexus in South Asia. We use panel data and conduct empirical analysis over the
period from 1984 to 2018. We find that financial development is used for capitalization purposes, not
for directing the use of clean energy, leading to increased environmental degradation. Thus, financial
development deteriorates the environment in South Asia, as proxied by per capita CO2 emissions. FDI,
a measure of financial openness, reduces CO2 emissions. This relation offers some support for the
pollution halo hypothesis, which specifies that FDI brings technological advancements to the host
country, helping in reducing environmental pollution in South Asia.

We find institutional quality is a key factor in improving the environment. Institutional quality
moderates the adverse effects of economic growth, energy use, and financial development on the
environment. In sum, weak institutions damage the environment, whereas strong institutions improve
the environment in South Asia. In terms of policy implications, we believe that sustainable development,
i.e., economic growth while preserving the quality of the environment, can be achieved in South Asian
countries through strengthening of their institutions. For this, governments should create public
awareness about the environment, introduce effective environmental monitoring, and strictly enforce
environmental laws and systems, using pro-active policies.

Our study has several limitations. First, we employ country-level data only. It may be worthwhile
to extend the empirical analysis at the disaggregate level using firm-level data so as to gain insights into
how financial development can encourage firms to use efficient technologies that are environmentally
friendly. Second, we used a single indicator of institutional quality. Future studies may develop a more
comprehensive composite index of institutional quality using multiple indicators related to governance,
regulatory framework and enforcement. Finally, our proxy of financial development is credit to the
private sector, future research could use a broader proxy for access to capital market finance.

Author Contributions: Conceptualization, A.I.H. and M.I.C.; methodology, P.V. and T.T.; software, A.M.;
validation, A.I.H. and P.V.; formal analysis, A.I.H. and M.I.C.; investigation, A.M. and A.I.H.; writing—original
draft preparation, A.I.H. and M.I.C.; writing—review and editing, P.V. and T.T.; supervision, A.I.H. and P.V.;
project administration, A.I.H., T.T. and M.I.C. All authors have read and agreed to the published version of
the manuscript.

Funding: This research received no external funding.

Conflicts of Interest: The authors declare no conflict of interest.

References

1. Olivier, K.M.; Schure, J.G.J.; Peters, J.A.H.W. Trends in Global CO2 and Total Greenhouse Gas Emissions: 2017
Report; PBL Netherlands Environmental Assessment Agency: The Hague, The Netherlands, 2017.

2. Tamazian, A.; Rao, B.B. Do economic, financial and institutional developments matter for environmental

degradation? Evidence from transitional economies. Energy Econ. 2010, 32, 137–145. [CrossRef]

3. Sadorsky, P. The impact of financial development on energy consumption in emerging economies. Energy
Policy 2010, 38, 2528–2535. [CrossRef]

4. Dasgupta, S.; Laplante, B.; Mamingi, N. Pollution and capital markets in developing countries. J. Environ.
Econ. Manag. 2001, 42, 310–335. [CrossRef]

5. Cole, M.A. Corruption, income and the environment: An empirical analysis. Ecol. Econ. 2007, 62, 637–647.

[CrossRef]

6. Dutt, K. Governance, institutions and the environment-income association: A cross-country study. Environ.
Dev. Sustain. 2009, 11, 705–723. [CrossRef]

7. Lau, L.S.; Choong, C.K.; Eng, Y.K. Carbon dioxide emission, institutional quality, and economic growth:

Empirical evidence in Malaysia. Renew. Energy 2014, 68, 276–281. [CrossRef]

8. Ibrahim, M.H.; Law, S.H. Social capital and CO2 emission—Output relations: A panel analysis. Renew.
Sustain. Energy Rev. 2014, 29, 528–534. [CrossRef]

188



Sustainability 2020, 12, 3805

9. Ibrahim, M.H.; Law, S.H. Institutional quality and CO2 emission—Trade relations: Evidence from Sub-Saharan

Africa. S. Afr. J. Econ. 2016, 84, 323–340. [CrossRef]

10. Yandle, B.; Bhattarai, M.; Vijayaraghavan, M. Environmental kuznets curves: A review of findings. methods,

and policy implications. Property and Environment Research Centre (PERC), Research study 02-1 update.

Available online: http://citeseerx.ist.psu.edu/viewdoc/summary?doi=10.1.1.618.3163 (accessed on 15 June

2019).

11. Tamazian, A.; Chousa, J.P.; Vadlamannati, K.C. Does higher economic and financial development lead to

environmental degradation: Evidence from BRIC countries. Energy Policy 2009, 37, 246–253. [CrossRef]

12. Jalil, A.; Feridun, M. The impact of growth, energy and financial development on the environment in China:

A cointegration analysis. Energy Econ. 2011, 33, 284–291. [CrossRef]

13. Yuxiang, K.; Chen, Z. Financial development and environmental performance: Evidence from China. Environ.
Dev. Econ. 2011, 16, 93–111. [CrossRef]

14. Zhang, Y.J. The impact of financial development on carbon emissions: An empirical analysis in China. Energy
Policy 2011, 39, 2197–2203. [CrossRef]

15. Al-mulali, U.; Sab, C.N.B.C. The impact of energy consumption and CO2 emission on the economic growth

and financial development in the Sub Saharan African countries. Energy 2012, 39, 180–186. [CrossRef]

16. Ozturk, I.; Acaravci, A. The long-run and causal analysis of energy, growth, openness and financial

development on carbon emissions in Turkey. Energy Econ. 2013, 36, 262–267. [CrossRef]

17. Shahbaz, M.; Hye, Q.M.A.; Tiwari, A.K.; Leitão, N.C. Economic growth, energy consumption, financial

development, international trade and CO2 emissions in Indonesia. Renew. Sustain. Energy Rev. 2013, 25,

109–121. [CrossRef]

18. Shahbaz, M.; Tiwari, A.K.; Nasir, M. The effects of financial development, economic growth, coal consumption

and trade openness on CO2 emissions in South Africa. Energy Policy 2013, 61, 1452–1459. [CrossRef]

19. Al-Mulali, U.; Saboori, B.; Ozturk, I. Investigating the environmental Kuznets curve hypothesis in Vietnam.

Energy Policy 2015, 76, 123–131. [CrossRef]

20. Omri, A.; Daly, S.; Rault, C.; Chaibi, A. Financial development, environmental quality, trade and economic

growth: What causes what in MENA countries. Energy Econ. 2015, 48, 242–252. [CrossRef]

21. Saidi, K.; Mbarek, M.B. The impact of income, trade, urbanization, and financial development on CO2

emissions in 19 emerging economies. Environ. Sci. Pollut. Res. 2017, 24, 12748–12757. [CrossRef]

22. Boutabba, M.A. The impact of financial development, income, energy and trade on carbon emissions:

Evidence from the Indian economy. Econ. Model. 2014, 40, 33–41. [CrossRef]

23. Shahbaz, M.; Mallick, H.; Mahalik, M.K.; Loganathan, N. Does globalization impede environmental quality

in India? Ecol. Indic. 2015, 52, 379–393. [CrossRef]

24. Shahbaz, M. Does financial instability increase environmental degradation? Fresh evidence from Pakistan.

Econ. Model. 2013, 33, 537–544. [CrossRef]

25. Abbasi, F.; Riaz, K. CO2 emissions and financial development in an emerging economy: An augmented VAR

approach. Energy Policy 2016, 90, 102–114. [CrossRef]

26. Javid, M.; Sharif, F. Environmental Kuznets curve and financial development in Pakistan. Renew. Sustain.
Energy Rev. 2016, 54, 406–414. [CrossRef]

27. Islam, F.; Shahbaz, M.; Ahmed, A.U.; Alam, M.M. Financial development and energy consumption nexus in

Malaysia: A multivariate time series analysis. Econ. Model. 2013, 30, 435–441. [CrossRef]

28. Grossman, G.M.; Krueger, A.B. Environmental Impacts of a North American Free Trade Agreement; National
Bureau of Economic Research (NBER) Working Paper No. 3914: Mexico, USA; NBER: Cambridge, MA, USA, 1991.

29. Ang, J.B. CO2 emissions, energy consumption, and output in France. Energy Policy 2007, 35, 4772–4778.

[CrossRef]

30. Wang, Z.; Zhang, B.; Wang, B. The moderating role of corruption between economic growth and CO2

emissions: Evidence from BRICS economies. Energy 2018, 148, 506–513. [CrossRef]

31. Tang, C.F.; Tan, B.W. The impact of energy consumption, income and foreign direct investment on carbon

dioxide emissions in Vietnam. Energy 2015, 79, 447–454. [CrossRef]

32. Wang, Y.; Chen, L.; Kubota, J. The association between urbanization, energy use and carbon emissions:

Evidence from a panel of Association of Southeast Asian Nations (ASEAN) countries. J. Clean. Prod. 2016,

112, 1368–1374. [CrossRef]

189



Sustainability 2020, 12, 3805

33. Jian, J.; Fan, X.; He, P.; Xiong, H.; Shen, H. The effects of energy consumption, economic growth and financial

development on CO2 emissions in China: A VECM Approach. Sustainability 2019, 11, 4850. [CrossRef]

34. Zhu, H.; Duan, L.; Guo, Y.; Yu, K. The effects of FDI, economic growth and energy consumption on carbon

emissions in ASEAN-5: Evidence from panel quantile regression. Econ. Model. 2016, 58, 237–248. [CrossRef]

35. Pao, H.T.; Tsai, C.M. Multivariate Granger causality between CO2 emissions, energy consumption, FDI

(foreign direct investment) and GDP (gross domestic product): Evidence from a panel of BRIC (Brazil,

Russian Federation, India, and China) countries. Energy 2011, 36, 685–693. [CrossRef]

36. Zarsky, L. Havens, halos and spaghetti: Untangling the evidence about foreign direct investment and the

environment. Foreign Direct Invest. Environ. 1999, 13, 47–74.

37. Tsagkanos, A.; Siriopoulos, C.; Vartholomatou, K. Foreign direct investment and stock market development:

Evidence from a ‘new’ emerging market. J. Econ. Stud. 2019, 46, 55–70. [CrossRef]

38. Jeffus, M.W. FDI and stock market development in selected Latin American countries. Int. Financ. Rev. 2005,

5, 35–44. [CrossRef]

39. Soumaré, I.; Tchana Tchana, F. Causality between FDI and financial market development: Evidence from

emerging markets. World Bank Econ. Rev. 2015, 29, S205–S216. [CrossRef]

40. Raza, A.; Iqbal, N.; Ahmed, Z.; Ahmed, M.; Ahmed, T. The role of FDI on stock market development: The

case of Pakistan. J. Econ. Behav. Stud. 2012, 4, 26–33. [CrossRef]

41. Adam, M.A.; Tweneboah, G. Foreign direct investment and stock market development: Ghana’s evidence.

Int. Res. J. Financ. Econ. 2009, 26, 178–185.

42. Malik, A.I.; Amjad, S. Foreign direct investment and stock market development in Pakistan. J. Int. Trade Law
Policy 2013, 12, 226–242. [CrossRef]

43. Heyes, A.; Neidell, M.; Saberian, S. The Effect of Air Pollution on Investor Behavior: Evidence from the S&P 500;
National Bureau of Economic Research (NBER) Working Paper w22753: New York, USA; NBER: Cambridge, MA,

USA, 2016.

44. Lundgren, T. A real options approach to abatement investments and green goodwill. Environ. Res. Econ.
2003, 25, 17–31. [CrossRef]
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Abstract: Our paper addresses the relevance of a set of continuous and categorical variables that

describe industry characteristics to differences in performance between foreign versus locally owned

companies in industries with dissimilar levels of technological intensity. Including data on manufac-

turing sector performance from 20 European Union member countries and covering the 2009–2016

period, we used the random forests methodology to identify the best predictors of EU manufacturing

industries’ a priori classification based on two main attributes: ownership (foreign versus local) and

technological intensity. We found that EU foreign-owned businesses dominate locally owned ones

in terms of size, which gives them an edge in obtaining higher profits, cash flow and investments

and coping with higher personnel costs. Furthermore, ownership is a more important differentiator

of performance at the industry level than the industry’s technological level. The performance of

foreign-owned high-tech manufacturing industry units across the EU is the most heterogeneous

compared to the other four categories, indicating particularities linked to technological level, owner-

ship, and even location. Our findings suggest that multinational enterprises in high-tech industries

transfer to eastern EU countries’ activities and processes with lower technological intensity and

higher labour intensity, but also that locally owned businesses, even within high-tech industries,

have lower technological levels.

Keywords: performance; European Union; foreign investors; high-tech industries; random forests

1. Introduction

The March 2000 Lisbon European Council established the objective of making the
European Union “the most competitive and dynamic knowledge-based economy in the
world, capable of sustainable economic growth with more and better jobs and greater social
cohesion” [1]. This ambitious target cannot be reached without the consolidation of an
efficient and competitive manufacturing sector, since an economy based only on service
industries cannot survive for a long period of time. The ongoing COVID-19 crisis has
significantly shaken the manufacturing sector around the world, and it will take years for
turnover to return to its precrisis levels. Moreover, the accelerated trend towards the use of
Industry 4.0 technologies that include automation, advanced analytics use, and connectivity
will transform the manufacturing sector in terms of efficiency and effectiveness, product
and service customization to clients’ needs, and will lead to the creation of new business
models [2].

The manufacturing sector includes diverse activities that occur in a wide range of
enterprises, from traditional smaller businesses to large-scale and technology-intensive
corporations. The manufacturing sector’s contribution to the value added in the EU
declined sharply in recent decades, from 19.8% in 1991 to 13.9% in 2009, but reached 14.4%
in 2019 [3]. In 2018, more than 32 million people were employed in the manufacturing sector
in the EU in 2.1 million enterprises (21.7% of the people in employment and 8.7% of the
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number of enterprises in the non-financial business economy). In addition, manufacturing
was responsible for 64% of private sector research and development (R&D) and 49% of
innovation expenditure in Europe in 2018 (European Commission, 2020). Looking back,
the competitiveness of the EU economy proved to be remarkably dependent on the ability
of the manufacturing sector to deliver high-quality innovative products employing the
latest advances in information and communications technology (ICT), and this trend will
certainly accelerate in the years after the COVID-19 pandemic.

The last ten years have seen a notable increase in the foreign ownership of EU compa-
nies [4], fueled by the globalization process and the expansion of multinational enterprises
(MNEs). Researchers have investigated the effects of inward investments, technological
opportunities, and spillover effects brought by foreign companies, building on the owner-
ship, location, and internalization (OLI) paradigm of international production articulated
by John Dunning [5,6]. The paradigm offers a framework for the decision of multinational
enterprises to expand abroad through foreign direct investments, indicating a logical ap-
proach from assessing ownership advantages (O) to location-related advantages (L) and
internalization advantages (I). From this perspective, a still unsolved problem concerns
whether and to what extent foreign-owned firms have superior performance (productivity,
profitability, etc.) compared to locally owned firms. In many cases, foreign owners select
the best local firms to invest in or local firms in high-productivity industries. Thus, some
foreign-owned businesses may benefit from a productivity advantage that is disconnected
from ownership.

The general view is that ownership provides an edge for companies, as foreign
companies perform significantly better than local ones, although several contributions in
the literature have questioned this opinion. Our paper builds on this strand of the literature
and provides evidence on the differences in performance between foreign-owned and
locally owned companies in the EU-28 manufacturing industry between 2009 and 2016,
after the global financial crisis of 2008–2009, but with a focus on how the technological level
of industries within the manufacturing sector might intermediate between these differences.
Our main research hypothesis is that significant differences exist between the performance
of companies with different types of ownership and levels of technological intensity in
the manufacturing sector in EU-28. We address the relevance of a set of continuous and
categorical variables that describe industry characteristics for the observed differences in
performance and contribute to the literature by identifying the best variables that predict
the a priori classification of manufacturing industries in a class defined by two attributes:
ownership and technological intensity. To our knowledge, this is the first investigation of
the manufacturing sector in the EU when both performance differentiators are considered.
Gaining insight into manufacturing industries’ attributes from both perspectives might
represent a starting point for the manufacturing sector’s transformation with the support
of industrial policies in the post-COVID-19 world.

In this framework, it is worth considering the heightened interest in the increasing
role of technological advancements in economic growth and development brought about
by the COVID-19 pandemic, when the use of technology became a critical and essential
component of our lives. For the EU, recent reports forecasted an impressive growth of the
digital economy, which is estimated at adding 1.1% to the EU’s annual economic growth
and at increasing the region’s GDP by more than 14% by 2030 [7], building on the desired
position of EU as global leader through the implementation of the Digital Single Market
strategy [8]. Starting with the “A Digital Agenda for Europe” series of documentation
issued in 2010 [9], the EU has constantly reinforced its willingness to use digitalization
and technologies such as the Internet of Things, big data and artificial intelligence as
major drivers of innovation-led economic growth. The EU’s commitment to the digital
economy will also be backed by a planned budget of 7.6 billion Euros within the Digital
Europe Programme that aims at accelerating the economic recovery after the pandemic and
supporting the digital upscaling of the EU’s economies and societies, with a particular focus
on small and medium-sized companies [10]. Therefore, it is expected that the development
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of industries with a strong high-tech orientation will represent a fundamental component
of economic advancement in the EU. Moreover, the EU’s economies and particularly
the eastern ones may use the technological spillover effects induced by foreign direct
investments to boost the technological level of local enterprises, which may further foster
economic growth [11–13]. From this perspective, our paper’s genuine contribution is
to shed light on the current situation in the manufacturing sector of the EU when the
technological level and ownership are considered, which may lay the foundations for a
better formulation of industrial policies and of measures towards attracting FDI that are
able to support technological advancements.

The rest of this paper is organized as follows. Section 1 offers insight into the re-
search directions and results in the literature. Section 2 presents the data and the research
methodology used. The main findings are shown and discussed in Section 3. The last
section concludes, discusses the limits of our analysis, and outlines a few directions for
future research.

2. Research Background

Over time, various theoretical frameworks have attempted to assess the main reasons
behind superior business performance, and numerous studies have empirically examined
the factors behind companies’ results. Researchers are constantly revisiting this field,
driven by the evolving transformation of economies and business environment.

The starting point in understanding firm performance was the work of Bain and
Mason written between 1940 and 1950 [14–16] who proposed the industry environment
as a performance driver in the structure-conduct-performance framework, as part of the
paradigm of industrial organization. Later, Refs. [16,17] supported this view, with the
amendment that [16] suggested the firm’s capability to use and sustain its competitive
advantages as an addition to the performance framework.

Company ownership as a criterion for performance is a factor that is often discussed
in the literature. Empirical research attempted to explain whether foreign ownership
resulting from foreign direct investments, for example, provides companies with better
performance compared to local or domestic ownership. Interestingly, the literature focused
on two main directions in responding to this question: the specific advantages of MNEs
which accompany foreign ownership, and the liability of foreignness. The well-known
OLI paradigm proposed by Dunning [5,6] introduced the “ownership advantage”, built
on tangible and/or intangible assets of the firm that are transferred abroad, as one of the
factors behind the higher competitiveness of MNEs. From here, the literature developed,
and various authors advanced improvements by adding industry, size, country of origin,
host country level of development, multinationality per se or multinationality level as
superior performance drivers associated with foreign ownership [17–21]. On the other
hand, the “liability of foreignness”, understood as “the cost of doing business abroad that
results in a competitive disadvantage for an MNE subunit” [22], in the form of spatial
distance, unfamiliarity with the host country, or obstacles and restrictions in conducting
business [23], counterbalances foreign ownership benefits. The consequence is a lower
profitability of foreign-owned companies against domestic-owned ones, although the
sector or industry of operation of the firm, the country of origin, or the specific mode of
entry may alter this result [24,25]. In this context, several contributions point out that a
differentiation needs to be made between purely foreign companies and affiliates of MNEs
when comparing their performance with local companies [26,27].

In a recent study, two main reasons behind the superior performance of foreign-owned
firms over locally owned ones were highlighted [28]. The first reason is that only highly
productive companies are the origin of foreign investments, and the second is that foreign
investors select only well-performing companies to invest in, which links the superior
performance to a selection bias. In this context, Ref. [29] discovered that MNEs were
more profitable than local corporations in Greece, but foreign ownership did not have a
significant impact on business performance in Portugal. At the same time, Ref. [30] found
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that profitability drivers differ between foreign and local Greek companies. While the
profitability of foreign companies mainly depends on their market share, knowledge and
experience acquired in the local market, training intensity, and product differentiation using
more technologically intensive inputs, the profitability of local companies depends only on
market share and product differentiation through local advertising and R&D. Our research
complements this line of research by providing insight into the differences between foreign
versus locally owned companies within the EU, thus portraying dissimilarities not only at
the country level, but also at a wider level, within a region where economic integration for
decades now is expected to have significantly changed the performance patterns across
countries and industries [31–33].

Concerning the manufacturing firms’ performance, in the last two decades, the em-
pirical literature has been growing. Previously, empirical research addressed firm-level,
industry-level, and macroeconomic determinants of firm performance [34]. The evidence
based on firm-level and industry-level determinants outlined a positive and significant
link between R&D intensity and productivity of manufacturing firms. Other authors exam-
ined the link between innovation and productivity considering manufacturing firms from
Finland, Norway, and Sweden, and discovered that R&D and innovation performance
were the main determinants of the differences in productivity growth between firms [35].
Later, the positive effects of R&D expenditures, output innovation, investments in physical
capital, market share, and export on labour productivity in Spanish manufacturing compa-
nies were shown [36]. It has often been demonstrated that R&D activities play an essential
role in firms’ product or process innovations [37], which further allows us to link a higher
degree of technological intensity of an industry to superior performance.

Other factors were also proposed as drivers of performance for manufacturing firms.
For instance, Ref. [38] discovered that the previous year’s growth, minimum efficient scale,
total factor productivity, exports, capital–labour ratio, technology usage, sunk costs, and
age had an impact on firms’ growth in both SMEs and large manufacturing firms in Iran, but
company size and economic particularities of the country also had their role in explaining
performance. In the same vein, [34] used firm, industry, and macroeconomic determinants
as performance drivers and have shown that age, labour costs, industry concentration,
GDP growth, and inflation were significantly influencing the profitability of Croatian
companies. Ref. [39] reported that e-business use contributes positively to the performance
of manufacturing SMEs in Spain by the instrumentality of organizational innovation.

Regarding the differences between firms from high- and low-tech industries, most re-
searchers investigated them considering the number and type of innovations implemented
or how firms handle the process of commercialization. In this framework, Ref. [40] found
that low-tech product innovators differed from their high-tech counterparts regarding struc-
ture, market orientation, and need for external financing. Furthermore, Ref. [41] suggested
that high-tech firms’ higher investment propensity in product R&D and low-tech firms’
higher investments in process R&D may not be an appropriate approach to innovation
for SMEs.

The empirical literature regarding the driving factors of performance of firms in high-
versus low-tech industries is rather poor to our knowledge. Ref. [42] found that foreign
ownership cannot be considered a driving factor for the growth of Canadian high-tech and
low-tech firms. Later, Ref. [43] found remarkable differences between innovative and non-
innovative Italian firms in terms of profitability and growth rates, particularly when size is
considered. In this framework, our paper is one of the pioneering endeavours that aims
at a better understanding of the drivers of performance dissimilarities in industries with
different technological levels, which may be further used by businesses and governments
alike to address the existing profitability and productivity gaps as an avenue towards
fostering economic growth and development.
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3. Materials and Methods

3.1. Data

Our investigation covers the 2009–2016 period and includes data on manufacturing
sector performance from 20 EU member countries (Austria, Bulgaria, Czech Republic,
Finland, France, Germany, Greece, Hungary, Italy, Latvia, Lithuania, the Netherlands,
Poland, Portugal, Romania, Slovakia, Slovenia, Spain, Sweden, and the United Kingdom).
Annual frequency data for 11 manufacturing industries were collected from the Foreign
Affiliates Statistics Database (FATS) of Eurostat. The number of countries and industries
included in the analysis is strictly based on data availability.

The core of our analysis is the “industry unit” (IU), which represents the “average”
enterprise in each manufacturing industry. An IU has three attributes: ownership, industry
of operation, and country where the IU originates from. In terms of ownership, IUs were
classified as foreign (F) or locally owned, and, from the country perspective, we included
them in the eastern (E) or western-located groups, depending on their geographical location
within the EU. The 11 industries were further classified depending on their technological
intensity, into high-technology (high-tech) or low-technology (low-tech) industries (see
Table 1), using the EU High-tech classification of manufacturing industries based on
NACE Rev.2 2-digit codes. To the best of our knowledge, no previous research has used
the “average enterprise” as defined by the three attributes employed in our endeavour,
although other authors have dealt with this type of artificial construct [44–46]. However,
we found this approach more useful instead of building other constructs such as “average
employee”, given our interest in observing firm performance depending on ownership and
technological levels in specific industries.

Table 1. Descriptive statistics of performance variables.

Variables Mean Median Min Max SD Mean SE Skewness Kurtosis

Turn_en 20.09 5.30 0.08 341.48 39.48 1.88 4.24 22.96
VA_en 4.50 1.33 0.02 73.94 7.77 0.37 4.06 24.11

GOS_en 1.77 0.49 −0.09 42.47 3.57 0.17 5.51 46.53
Perscost_en 2.73 0.83 0.01 37.88 4.63 0.22 3.88 20.75

GI_en 0.74 0.23 0.00 13.05 1.47 0.07 4.61 27.16
Empl_en 77.70 40.43 1.78 751.33 104.44 4.98 3.08 11.98

Turn_emp 0.19 0.15 0.02 1.19 0.15 0.01 2.16 7.86
VA_emp 0.05 0.04 0.00 0.20 0.03 0.00 1.23 2.23

GOS_emp 0.02 0.01 0.00 0.12 0.01 0.00 2.37 8.21
Perscost_emp 0.03 0.03 0.00 0.13 0.02 0.00 0.85 1.08

GI_emp 0.01 0.01 0.00 0.03 0.00 0.00 1.85 4.51
ALP 47.41 42.91 4.68 233.14 32.33 1.54 1.27 3.17

SWALP 166.98 158.88 62.45 383.55 40.61 1.94 1.76 5.02
GOR 9.57 9.39 −11.45 23.23 3.78 0.18 0.08 2.78

GIturn 4.59 3.99 0.61 18.68 2.38 0.11 1.94 5.77
VAturn 26.75 26.76 8.55 45.05 6.58 0.31 0.08 −0.41

Pcostturn 17.15 17.16 3.78 34.81 5.86 0.28 0.20 −0.47

Source: Authors’ calculations.

Overall, 440 IUs were included in our investigation, equally divided into foreign
versus locally owned (40 IUs per industry). Of them, 280 IUs were in low-tech industries
(7 industries), and the remaining 160 IUs were in high-tech industries (4 industries). In
regional terms, 242 IUs were western-located, and 198 were eastern-located. In our sample,
locally owned IUs held higher shares than foreign-owned IUs in turnover and persons
employed, but in some industries, such as C20 or C29, both in the high-tech category,
the share of foreign-owned IUs was higher, in the 40–50% range. In addition, foreign-
owned businesses had higher shares in turnover and persons employed in high-tech versus
low-tech industries, in the range of 30–50% for turnover and 25–50% for employment.
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Figure 1 shows the relative importance of the 11 industries in EU manufacturing in
2016. Their shares in turnover vary between 1.1% (C13 and C18) and 14.6% (C29), and in
the number of employees between 2.2% (C18) and 14% (C10). In absolute terms, industry
C29 generated the highest turnover in 2016—1,082,642.5 million Euros— and industry C13
generated the lowest—78,000 million Euros in 2016. In the same year, 638,794 persons were
employed in industry C18 (the lowest number in our 11 industries), and 4,019,413 persons
worked in industry C10. The countries included in our sample cover to a significant extent
the industries’ turnover and number of employees, which ensures its representativeness;
our IUs hold a share in turnover between 89.7% (C10) and 98.6% (C31), and a share of the
number of employees between 77.4% (C18) and 98.3% (C29).

Figure 1. Manufacturing industries’ importance in total sector turnover and employment, 2016
Source: Authors’ calculations. Note: Bubbles’ size indicates industry turnover in 2016.

3.2. Sample Characteristics

The IUs included in our research depict a diverse landscape of performance across EU
on the ownership versus technological intensity axis. Table 1 shows the descriptive statistics
of the 17 continuous variables based on their 2009–2016 mean values for each IU. Between
2009 and 2016, manufacturing IUs generated a turnover of 20.09 million Euros, value-added
of 4.50 million Euros and gross operating profit of 1.77 million Euros at the mean average
enterprise level. They have also employed a mean of 77.70 persons per enterprise and
paid average personnel costs of 2.73 million Euros. Their mean gross investments reached
0.74 million Euros at enterprise level. When we change the reference to the employee, the
turnover reached, on average, 0.19 million Euros, gross operating profits only 0.02 million
Euros, and personnel costs 0.03 million Euros (higher than operating profits).

Manufacturing IUs had a labour productivity measured by ALP of 47.41 thousand Eu-
ros per person employed and by SWALP of 166.98%. Mean profitability (GOR) was 9.57%,
and IUs’ mean shares in turnover were 26.75% for value-added, 17.15% for personnel costs,
and 4.59% for gross investments. The medians were, with a few exceptions—Perscost_emp,
GI_emp, VAturn, and Pcostturn—lower than the corresponding means, which indicates
right-skewed distributions (positive skewness). This applies to each of the four categories
of IUs. Kurtosis values showed leptokurtic distributions and the presence of “fat tails”,
for all variables at the enterprise level, for most of the variables at employee level, as well
as for ALP, SWALP and GIturn. This points towards the existence of larger IUs, but with
significantly higher labour productivity and propensity towards investment.

The high variation in performance across IUs is also signalled by the minimum and
maximum values of variables, as well as by standard deviation. These differences between
IUs are better understood when we consider the ownership and the technological intensity
of the origin industry. Foreign-owned companies had higher mean turnover, value added,
personnel costs, gross investments, employees, and gross operating profits at both the
enterprise and employee level compared to locally owned companies. The differences
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in means are high particularly at the enterprise level—between 7.87 (Perscost_en) and
10.17 times (GOS_en) larger for foreign-owned companies—but also at the employee level,
although only up to two times higher for foreign-owned companies. This suggests a higher
homogeneity in terms of employment between foreign and locally owned IUs.

Foreign-owned companies’ mean SWALP was only 1.11 times higher than locally
owned companies’, while for the other relative performance variables, locally owned
companies recorded slightly better values than foreign-owned companies. Moreover,
variables’ distributions for locally owned IUs show higher kurtosis than for foreign-owned
IUs, indicating the likely presence of larger and better-performing IUs for the former. In
relative terms, however, locally owned companies seem to be more profitable, generate a
higher value-added share of turnover, invest more (as share of turnover), but allocate a
higher proportion of costs and turnover to personnel costs. This implies that locally owned
IUs have a higher labour use intensity and/or employ more personnel than needed.

When we use technological intensity as a performance discriminator, the results mirror
those for ownership; this time, IUs in high-tech industries record better performance than
IUs in low-tech industries at the enterprise and employee level. In contrast, the difference
at the enterprise level is significantly smaller for high-tech versus low-tech IUs, compared
to foreign versus local ownership—mean values of performance variables at the enterprise
level were between 2 and 3 times higher only for high-tech versus low-tech IUs, compared
to 7 to 10 times higher for foreign versus local IUs. For low-tech industries, C10 and C22
included the highest IUs at the enterprise and employee level, respectively, by considering
the means and medians of variables (29.45 million Euros in C10 and 13.96 million Euros
in C22 as mean turnover per enterprise; 7.72 million Euros in C10 and 7.09 million Euros
in C22 as median turnover per enterprise). At the other end, the smallest IUs in turnover
per enterprise were in industry C18 (mean turnover per enterprise of 5.66 million Euros
and median of 1.99 million Euros). In relative performance terms, C10 and C22 recorded
the highest means and medians for labour productivity, while C18, C22, and C16 showed
better profitability and the highest investment intensity, but also personnel costs. In the
case of high-tech industries, C29 and C20 displayed the best means and medians for
variables at the enterprise and employee level, respectively. Moreover, C29 had the highest
labour productivity, profitability, and share of gross investments in turnover, but the lowest
value-added and personnel costs share of turnover. Positive skewness characterizes the
distribution of performance variables for high-tech versus low-tech IUs, indicating that
more IUs had lower values of variables than the group mean. Kurtosis values suggest, for
most variables, leptokurtic distributions for both high-tech and low-tech IUs; the exceptions
are mainly for relative performance variables for low-tech IUs.

3.3. The Random Forest Methodology

Our research addresses the relevance of a reduced set of continuous and categorical
variables that describe business and industry characteristics for differences in performance.
We were interested in identifying the best industry-related variables that can predict
the a priori classification of an IU in a class defined by two attributes: ownership and
technological intensity. We defined four categories based on these attributes as follows:
foreign-owned high-tech IUs (Foreign-HT), foreign-owned low-tech IUs (Foreign-LT),
locally owned high-tech IUs (Local-LT), and locally owned low-tech IUs (Local-LT).

The variables included in the model are presented in Figure 2. Each IU is described
by 17 continuous performance variables (predictors) and one categorical variable (East-
ern versus Western EU). There were six aggregate variables at industry level (turnover,
value-added, gross operating surplus, personnel costs, gross investments, and number
of employees) that we divided by the number of enterprises to obtain variables at the
enterprise level (6) and by the number of employees to obtain variables at the employee
level (5), in each industry. Additionally, we used six relative performance variables already
calculated by Eurostat (ALP, SWALP, and GOR) or calculated by us (VAturn, Pcostturn,
and GIturn).
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Figure 2. Continuous variables description. Source: Authors’ calculations. Note: Variable descriptions are from Eurostat.

Considering the nature of our analysis, we are faced with a classification problem,
and one of the best methods to use is a random forest model. Random forests belong to the
classification and regression tree category of models, which are wide-used alternatives to
the more traditional linear and logistic regression or discriminant analysis [47]. Ref. [48] is
the reference for classification and regression trees (CART). CART algorithms sequentially
create binary decision trees using the power of predictors (variables) to partition (or split)
the data, with the goal of reducing the conditional variation in the dependent variable.
Afterwards, cross-validation is used to select the best tree out of the “grown” trees in the
process. CART models have the advantage of simplicity, as explaining observations’ classi-
fication or prediction is made considering the split variables and observations included in
categories [49]. Another important advantage of CART-based models, including random
forests, is the departure from the implicit linear relationship assumption between the
predicted variable and its predictors. Hence, they are better able to identify links between
variables that might have otherwise been challenging to spot [50].

Random forests have been employed in several studies to predict the probability that a
customer will honour his debt [51], to model travel choice behaviour [52], to predict default
patterns [53], to forecast insolvency of insurance companies [54], to predict a household’s
energy consumption [55], or to predict short-term congested traffic flow [56].

Random forests consist of many decision trees (or models) that operate as an ensemble
or committee, whose advantage relies on the fact that as the trees are uncorrelated, the
ensemble will outperform the individual constituent models. The rationale behind this is
that as a group, the trees can perform better than individual trees. The algorithm starts at a
root node and splits the data into child nodes whose structure looks like an upside-down
tree. By using bagging or bootstrap aggregation (a technique which allows each individual
tree to randomly sample from the dataset with replacement, thus training on different sets
of data) but also feature randomness (a technique which makes individual trees pick from
a random subset of features, thus using different variables or features to decide), more
variation among the trees in the model is brought together with lower correlation across
trees and higher diversification.
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As shown in Figure 3, each random forest will predict a different outcome of classes
for the same test feature or variable, and a small subset of the forest will look at a random
set of features. Let us suppose that out of 1000 random forest trees generated initially, 100
trees predict some unique targets while the remaining trees predict other unique targets.
Then, the votes of the first 100 trees are generated out of 100 random decisions and likewise
for the rest of the targets. If the first 100 trees return the highest number of votes, it means
that the final random forest returns the first target as the predicted target (a process known
as majority voting). The same applies to the rest of the targets: if the algorithm predicts
that the rest of the targets are similar to the predicted targets, then the high-level decision
tree can vote the best variables to predict a certain classification.

Figure 3. A simplified view of random forests. Source: Authors’ design.

The prerequisites for having a model that makes accurate class predictions are features
(variables in our case) that ‘’have at least some predictive power” so that the prediction
offers a better solution than just random guessing but also ensuring that individual trees
have low correlations with one another [57]. An important feature of the random forest
methodology is the ability to rank predictors according to their internal measure of variable
importance, which makes it an easy and friendly tool to use. In addition, predictors that do
not add value can be easily spotted and eliminated, which prevents overfitting.

In traditional regression models, multicollinearity (or near-linear dependence) be-
tween independent variables or regressors is a well-known critical issue for model esti-
mation and reliability, which needs to be handled before the model is implemented [58].
Several techniques have been proposed to manage this problem; among the best known
are lasso regression [59,60], ridge regression [61], and the elastic net methodology pro-
posed by [62]. In random forest modelling, multicollinearity between predictors is handled
through bootstrap and feature sampling, which pick different combinations of variables for
the models it builds. Thus, the classification result is not influenced by the multicollinearity
between predictors. However, the determination of variable importance for classification
of cases is affected by multicollinearity. We chose to run random forests on the whole set of
variables, regardless of their correlation, and to consider potential correlation issues when
interpreting the results.

To determine the number of variables (predictors) included in the sampling, we used
the formula provided by [48] and set the number of predictors at 5. The other model
settings were as follows: 70% of observations were used to generate the prediction and
30% of observations for testing; we used a sufficient number of trees (360) to generate the
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prediction and two different seeds for random number generators to verify the results—we
selected the prediction with the lowest risk estimate (or misclassification error) for the test
sample; the minimum number of children in a node was 5, and the maximum number
of nods was 100; the maximum number of levels was 10 and the maximum tree size was
100. The training was instructed to automatically stop when the percentage decrease in
the training error was 3%, i.e., if the training error was not improved by at least 3% given
the number of cycles, the training was stopped. The algorithm stopped after generating
270 trees. Misclassification costs were 1 for all categories of the categorical dependent
variable. We made scale-adjustment standardization of variables before implementing
the model.

4. Results

When ownership and industry’s technological intensity were merged, the results indi-
cate that ownership is a more important differentiator of performance than technological
level. Figure 4 shows the boxplots for all variables that help to spot differences between the
four categories of IUs. On average, Foreign-HT IUs perform better than Local-HT IUs (in
terms of mean, median, minimum, and maximum values). The same result is confirmed for
Foreign versus Local-LT IUs, with a significantly higher difference in statistical indicators’
values for high-tech versus low-tech industries. Overall, Foreign-HT IUs record the best
mean and median performance at enterprise and employee levels, and for SWALP, while
Local-LT IUs perform better in relative terms (GOR, GIturn, VAturn, and Pcostturn). This
result may be partially explained by the smaller size of Local-LT IUs, which distorts the
absolute performance. This is in line with the unreliability of using financial indicators that
measure relative performance, such as Internal rate of return (IRR) or Profitability index (PI)
for ranking projects of different scales (Brealey et al., 2020). On the other hand, standard
deviations show that the performance of Foreign-HT IUs is more diverse compared to the
other categories of IUs.

The random forest (RF) model implemented considered the a priori classification
of IUs into the four classes depending on their ownership and industry’s technological
intensity as the categorical dependent variable, the 17 business performance variables as
continuous predictors, and region (east–west) as the categorical predictor. Figure 5 presents
the model summary for the training and test data samples.

Any prediction has an inherent amount of uncertainty. The risk estimates for our
model, computed according to [48], are 0.272 (SE: 0.026) for the training set and 0.283 (SE:
0.038) for the test set. They show the proportion of incorrectly classified observations by
the model. The misclassification rate was the lowest (0.254) for three trees (33 to 35). Of
all variables, Pcostturn was used in all three trees, while Empl_en and GI_en were used
in two trees. Tree 34, as shown in Figure 6, uses the lowest number of variables (5) for
classification, with five non-terminal nodes and six terminal nodes.

Figure 4. Cont.
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Figure 4. Boxplots of variables’ distributions. Source: Authors’ calculations.

203



Sustainability 2021, 13, 10407

Figure 5. Random forest summary—number of trees versus misclassification rate. Source: Au-
thors’ calculations.

Figure 6. Tree 34 of the random forest model. Source: Authors’ calculations.

The predictor importance graph shows the importance ranking on a scale from 0 to 1
for each predictor variable included in the model. Predictor importance is calculated by
totalling the decline in node impurity and dividing it by the largest sum identified over
all predictors. In our model, based on [63], the sum for all predictors and over all nodes
is calculated, and not only for split variables. This method avoids the possibility that a
variable that is not used by the model as a split variable can be ignored and unidentified as
important, as is the case with the method of [48].

The most important variable that predicts IU classification into the four categories
based on ownership and industry technological intensity (see Figure 7) is the number of
persons employed per enterprise, followed by the five variables at enterprise level—of
them, turnover per enterprise has the highest importance (0.888) and personnel costs
per enterprise the lowest importance (0.800). They were followed by personnel costs per
employee (0.793), ALP (0.714), and the remaining variables at the employee level—the
lowest importance is for GI per employee, 0.654). Remarkably, the relative performance
predictors included in the analysis performed poorer than predictors at the enterprise and
employee level for IU classification (except for ALP), but their importance is still above
0.50. Instead, region seems to play an insignificant predictive role when distinguishing
between manufacturing IUs on the ownership–technology axis.
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Figure 7. Variable importance. Source: Authors’ calculations.

The classification results are presented in Figure 8 and Table 2, that show the percent-
age of observed versus predicted IUs in each of the four categories for the test set and for
the whole sample.

Figure 8. Classification of IUs in test sample (left) versus full sample (right) sets. Source: Authors’ calculations.

Table 2. Observed versus predicted classification for the test sample (138 IUs).

Observed

Predicted
Foreign-HT Foreign-LT Local-HT Local-LT

Foreign-HT 40.00% 60.00% 0.00% 0.00%

Foreign-LT 9.09% 84.85% 3.03% 3.03%

Local-HT 5.00% 15.00% 65.00% 15.00%

Local-LT 0.00% 3.33% 13.33% 83.33%
Source: Authors’ calculations.

In the test sample, the model classifies the best Foreign-LT and Local-LT IUs; the
percentages of correct classification are 84.85% and 83.33%, respectively. High-tech IUs
are less well classified, with percentages of correct classification of only 65.00% for Local-
HT and 40.00% for Foreign-HT IUs. Of all categories, Foreign-HT IUs had the highest
misclassification percentage, as 60.00% of them are classified by the model as Foreign-LT
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IUs. At the other end, the lowest (and above zero) misclassification rate is encountered for
Foreign-LT IUs, in which case 3.03% were predicted as Local-LT IUs.

Besides misclassification percentages, which reflect the power of variables included
in the model to predict the observed category for each IUs, identifying the incorrectly
classified IUs might offer further insight into the idiosyncrasies of manufacturing industries’
performance in the EU. We further present and discuss the results based on the test sample.
The 15 Foreign-HT IUs that were classified by the model as Foreign-LT IUs (40% of the
total) are mostly eastern-located (9 from eastern EU countries versus 6 from western EU
countries) and operate in three industries: C27, C28 and C29. One IU from the Local-HT
category is seen by the model as sharing similar characteristics to Foreign-HT IUs (from
C20 and Germany, thus western-located IU). Six IUs from the same category were classified
as low-tech, either foreign (2 IUs in C27 and C29, one from the western EU and one from
the eastern EU), or local (in C27, C28 and C29, two from the western EU and one from
the eastern EU). Moving to the Foreign-LT category, there were 5 misclassified IUs by the
model (15.15%), of which 3 were misclassified as Foreign-HT (in C10 and C18, all from
Western-located EU countries), one as Local-LT (in C31, from an Eastern-located country),
and one as Local-HT (in industry C16, from a western-located country). Lastly, 10 IUs
included in the Local-LT category were seen by the model as being more like Foreign-LT
IUs (2 IUs from C10 and C25, one from the western EU and one from the eastern EU)
or Local-LT IUs (8 IUs from C10, C22 and C25, two from the eastern EU and 6 from the
western EU). Overall, the model correctly assigned all IUs in industries C13 (low-tech)
and C20 (high-tech), and the highest misclassification rates were found for C27 (high-tech;
75% of the IUs), C22 (low-tech; 45.45%), C28 (high-tech; 41.6%), and C29 (high-tech; 40%).
When observing the misclassified IUs by their ownership, more foreign-owned IUs were
misclassified compared to locally owned ones (20 versus 17), but the highest proportion
of misclassified foreign-owned IUs were from high-tech industries (15 out of 20), while
the highest proportion of misclassified locally owned IUs are from low-tech industries
(10 versus 7). Moreover, when the region was considered, 23 misclassified IUs were
western-located and 14 were eastern-located. Most eastern-located IUs (9 out of 14) were
misclassified by the model as Foreign-LT, against their a priori classification of Foreign-HT.
For western-located IUs, 7 out of 23 are incorrectly classified as Local-HT, despite their a
priori classification as Local-LT, and 6 out of 23 were misclassified as Foreign-LT, although
they were Foreign-HT IUs in the a priori classification.

The gains chart for each category is presented in Figure 9. The chart shows the percent-
age of observations that are correctly classified (red curves), linked to the top percentage
of cases in each category (represented on the horizontal axis). The gains chart associated
with a good model is further away from the baseline random classification of the cases (the
straight blue line in Figure 9), which may be interpreted as the classification produced by
tossing a coin. Our model performs significantly better than random classification for all
categories of IUs, indicated by the overall ascending cumulative curves.
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Figure 9. Gains chart for the test set sample (Response/Total Response %; Cumulative).

5. Conclusions

Our research proposed a new approach to the study of industry performance, sup-
ported by the random forests methodology, aimed at identifying the best predictors of
EU-28 manufacturing industries’ a priori classification based on two main attributes: own-
ership (foreign versus local) and technological intensity. An understanding of performance
from both perspectives offers insight into industries’ idiosyncrasies and opens the door for
further research in the field.

EU foreign-owned businesses dominate locally owned ones in terms of size, which
gives them an edge for higher profits, cash flows, and investments, on one hand, but
also allows them to pay higher personnel costs. Locally owned businesses fare better in
relative terms, as indicated by their higher value-added and investment share of turnover.
Instead, the later have higher shares of personnel costs, which implies a more intensive
or less efficient use of labour. High-tech industries record better performance than their
low-tech counterparts, but the differences between them are significantly smaller compared
to ownership as a discriminator, which makes ownership a more important differentiator of
performance than the industry’s technological level. Following on from here, the industry
units that are foreign-owned and in the high-tech category have shown the best perfor-
mance at the enterprise and employee level, while the locally owned low-tech industry
units had the best performance in relative terms. On the other hand, the performance of
foreign-owned high-tech manufacturing IUs across the EU is very heterogeneous, indicat-
ing particularities linked to technological level, ownership and even location that deserve to
be further investigated. The best predictors of ownership—technological level classification
are performance variables at the enterprise level and their importance is reinforced by the
positive correlations between them. They are followed by variables at employee level and
labour productivity. This result confirms that differences in size between industry units
matter highly for their classification.

Besides size, our results show that a business’ reality than is more diverse than
suggested by the ownership–technological intensity framework. On the one hand, they
point towards the presence of significant idiosyncrasies at industry level, which need to
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be addressed from other perspectives and using additional variables. On the other hand,
location plays a role for performance differentiation, particularly through the activities of
MNEs in high-tech industries that transfer in Eastern EU countries activities and processes
with lower technological intensity and higher labour intensity, while keeping in origin
or more developed countries activities with higher levels of incorporated technology. At
the same time, our findings imply that across the EU, but mostly in eastern countries,
locally owned businesses, even within high-tech industries, are companies with lower
technological levels.

Our results are relevant in terms of a wider understanding of the importance of
technological advancements and foreign direct investments for economic growth and
development and the formulation, in this framework, of economic policies. As the current
pandemic demonstrates, technology plays a ubiquitous role in our lives and its role in
economic progress will continue to rise. Moreover, the European Union’s strategic competi-
tive orientation towards digitalization accompanied by considerable funding in the Digital
Europe Programme within the 2021–2027 Multiannual Financial Framework will certainly
propel a sustained effort of businesses towards enhancing their technological level, hope-
fully mostly in the low-tech manufacturing industries. Given the important role played
by foreign enterprises in the transfer of technology to local enterprises through horizontal
and vertical business relationships, EU countries and particularly Eastern ones where the
need for the Manufacturing sector transformation is demanding should adopt and promote
measures to attract foreign direct investments aimed at supporting this changeover. More-
over, solid economic policies should be directed towards improving local firms’ absorption
capacities as a pre-requisite for positive technological spillover. Furthermore, the increased
technological level of the manufacturing sector may mitigate one of the most challenging
problems that we face, i.e., environmental degradation. Coupled with the positive impact
of foreign direct investments on carbon emissions [64], there is plenty of room for central
and local authorities to encourage foreign investments that support both an upgrading of
the technological level in manufacturing industries and a decline in pollution.

There are a few limitations of our research, which we intend to address in future
research on the topic. One limit refers to the FATS database, which includes under “foreign
ownership” only companies where foreign investors hold a minimum of 50% of the affiliate
capital. This might lead to distortions in the results, as enterprises that have a lower
foreign investment share are classified as “locally owned”, despite the significant presence
of foreign ownership. Correcting for this limitation requires data at company level that
will also open the possibility for including more performance variables in the analysis.
The number and nature of industries included in the analysis represent another source of
limitation. This was due only to data availability, and we hope that this will be remedied
in the future. Furthermore, the business performance at employee level and considering
different positions in the industry—i.e., the best or the worst performers—may also form
the subject of further research, as well as the impact of economic integration with EU for
business performance.
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Abstract: The promotion of competitiveness of regions is a key issue nowadays. However, because

of the COVID-19 pandemic and the consequences of territorial dimension it caused, the approach

towards the concept of regional competitiveness needs to be reformulated in which the sustainability

perspective is underlined. Thus, the composition of factors that determine regional competitiveness

should be redefined in a way that not only economic but to a greater degree social and concurrently

environmental factors need to be considered. The objective of the paper is to discuss the concept of

sustainable regional competitiveness and to identify factors that are of utmost importance for this

regional competitiveness. The position of particular CEE regions in light of the selected indicators

that could determine sustainable competitiveness has been examined. The analysis has allowed us to

identify some factors that are crucial for sustainable regional competitiveness in the regions of CEE

countries to enable achieving long-term growth in the sustainable manner. This study contributes to

the research through proposing some factors that could reflect particular dimensions of sustainable

competitiveness in CEE regions, by providing a measure of sustainable competitiveness and through

identifying the position of CEE regions in terms of sustainable competitiveness. The support of these

key factors may be taken into consideration while planning the interventions within the regional

policy.

Keywords: sustainable competitiveness; regional competitiveness; COVID-19; regions; resilience;

EU; Central and Eastern European countries

1. Introduction

The COVID-19 pandemic brought about some instability in the world economy. There
are different repercussions in many spheres, not only economic but social and environ-
mental as well. They are diversified, also on the regional level. Especially the regions of
Central and Eastern Europe (CEE) countries, which joined the EU in 2004 and which are
characterised by a low level of economic development, could be severely affected and face
serious challenges. Thus, they should make some efforts to enhance their resilience in the
face of instability and changing external environment due to the pandemic. In the long
term, they should increase their competitiveness.

The enhancement of competitiveness, including territorial units, through supporting
some factors that marked such competitiveness is a key issue nowadays [1–4]. Regions
should constantly improve their competitive position, also in relation to other regions
located in different countries. However, the COVID-19 pandemic drew special attention to
its social and environmental repercussions. Thus, the approach to competitiveness has been
reformulated. The position of regions in the international environment should be shaped
taking into consideration not only economic but also social and environmental perspectives.
Competitiveness, also on the regional level, should be promoted in a sustainable manner
and this approach is currently discussed [1] (p. 632).

The objective of this paper is to discuss the concept of sustainable regional competi-
tiveness at the pandemic time and to identify factors that are crucial for this kind of regional
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competitiveness. The position of particular CEE regions in light of the selected indicators
has been examined.

Taking into consideration the aforementioned discussion, the following research
questions were formulated:

Research Question 1 (RQ1): What factors are essential for creating regional sustainable competi-
tiveness?
Research Question 2 (RQ2): What is the position of CEE regions in terms of sustainable compet-
itiveness?

Nowadays, the concept of regional competitiveness, including sustainable competi-
tiveness, is being discussed [1,2,5]. However, the novelty of this research is that it identifies
factors that could reflect the dimensions of sustainable competitiveness in CEE regions
and set their position. The measure of sustainable competitiveness has also been proposed.
This comprehensive approach has been neglected in research so far.

The following thesis has been formulated: The enhancement of sustainable regional
competitiveness requires the promotion of specific factors for each dimension of competi-
tiveness in CEE regions.

The following methods were applied: the analysis of literature, induction and deduc-
tion, factor analysis.

The paper consists of three parts. The first part concentrates on the discussion con-
cerning the concept of regional sustainable competitiveness and its role in promoting
resilient regional economies at the time of COVID-19. The second part examines factors
that characterise different dimensions of sustainable competitiveness in the CEE regions
that are identified. The ranking of CEE regions in terms of sustainable competitiveness has
also been presented. The next two parts of the paper include discussion and conclusions.

2. Promotion of Regional Sustainable Competitiveness in the COVID-19
Pandemic—Literature Review

2.1. A Regional Dimension of the Impact of the COVID-19 Pandemic

The COVID-19 pandemic impact is of unprecedented scale as it has affected more than
50 million people all over the world. Lockdowns and containment measures were imposed
on more than half of the world’s population [6] (pp. 2–3). The pandemic has had diversified
effects on the development of countries and their regions. The impact on demand and
supply and the negative effects on the world economy [7], not only in particular countries,
is underlined. Particular fields such as international trade, foreign direct investment flows,
global production, and employment affected by COVID-19 [8,9] have been discussed. The
social impact of the pandemic reflected in poverty, mostly experienced by women, has
been analysed [10]. The impact of the pandemic on ecology and the energy sector has also
been presented [11].

Bailey et al. 2020 stresses that the impact of the pandemic geographically is unevenly
distributed. It has been regional rather than national, and the variations of the impact
and its intensity are high within countries [12,13] (pp. 32–37). Not only economic but
social, employment, and demographic consequences are also recorded on the regional
level [13] (pp. 73–76). OECD underlines the heterogeneity of the territorial impact of
COVID-19, and it identifies its different dimensions related to health, economic, social,
or fiscal impact [6]. The economic impact is reflected across the regions differently and
is related to the exposure of regions to tradable sectors, to global value chains. Regional
employment has also been affected [6]. The studies on the regional impact in certain
countries confirm the heterogeneity of the local economic impact of COVID-19 in selected
countries [14], i.e., in their specific areas both urban [15,16] and rural [17].

Böhme and Besana also point out high asymmetry of the territorial impact of COVID-
19 and they underline that it is due to the health repercussion of COVID-19 and the
territorial dimension of policy responses. The exposure and sensitivity to COVID-19 policy
responses differ and, hence, the territorial impact of the pandemic varies [18] (pp. 3–10). It
is the result of policy responses timing and the length of lockdowns. The restrictions on
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mobility are also decisive for the differences in the intensity of the impact. The medium and
long-term impact depends on the spread of the disease and its influence on the structure
of the economy. The policy tools, also the financial ones, which support certain activities
could influence the ability to reduce economic costs [12].

The impact of COVID-19 on subnational governments is worth mentioning. In the
short- and medium-term, the impact on their finances due to a large increase in expen-
ditures and decreasing revenues, so-called “scissors effect” is observed. The subnational
governments have strong pressure to increase spending and the largest increase refers
to social services, social benefits spending, including SMEs, the self-employed, public
health, mostly these domains in which they have responsibilities. They are planning to
borrow new funds to cover expenditures related to counteracting the negative effects of
the pandemic instability and to introduce some recovery measures [19]. The multi-level
governance framework is decisive for the scale of effect of the pandemic. If decentralisation
is high, then a high impact on the subnational expenditures is also observed. The levels of
government are affected differently, and delayed effects are recorded between regions due
to the geographic localisation, socio-demographic profile, and their economic activities [6]
(pp. 29–30).

Regional policies should respond to the current challenges, and top priorities for
decision makers to be attained include access to basic services that are affordable and
accessible across territories, promoting regional resilience, and counteracting digital divide.
Regional and municipal respondents indicate that a transition to a sustainable and low-
carbon economy is also important when elaborating the regional development policy [19].

2.2. Sustainable Regional Competitiveness at the Time of COVID-19 Instability

European Union regions present different growth patterns and, therefore, the core and
periphery spatial regime could be distinguished. The determinants of their growth differ
(examining growth dynamics 2009–2015). Most CEE regions were classified among the
regions in the peripheral spatial regime [20]. Therefore, they could also present different
growth patterns under the pandemic. The group of newly admitted countries to the EU
after 2004 is diversified as far as GDP growth rate in 2020/2019 is concerned. Selected
CEE countries recorded a strong decrease in terms of GDP. In Croatia, for example, the
GDP growth rate dropped to −8.0 %, while in Lithuania to −0.9%, and Poland to −2.7%,
due to pandemic repercussions [21]. The analysis of changes related to regional GDP in
2020 is not possible because of GDP data limitations on the EU regional level. However,
the data concerning the unemployment rate are available and they show an increase in
the unemployment rate to a varying extent (among people aged 15–74) in most of these
regions compared to 2019. In about 31% of the regions, the unemployment rate fell in 2020
in comparison with the previous year [22].

Considering the diversified impacts of the pandemic on the territorial units, the ques-
tion is how to promote resilient regions in this turbulent time. If we employ a systemic
perspective, then the concept of system resistance to shocks returning to a previous state
could be adopted. However, sometimes it is not desirable or possible. Therefore, the com-
plex adaptive system approach underlines the non-linear dynamics and also the adaptive
capacity. Thus, resilience is not related to returning to normality but could be perceived
through the prism of the capacity to adapt [23] (pp. 94–95). Referring to the discussion
above the notion of resilience as an adaptation to some challenges and hereinafter the
capability of local places and its governments to withstand the global economic punches
while respecting environmental limits, external changes, and assuring high levels of social
inclusion is also underlined [24,25]. If we adapt the notion of resilience to external shocks,
then the adaptability of the system means resilience and the adaptive cycle model was
proposed [26] (pp. 1306–1315). Taking into account different approaches towards resilience,
we can assume that resilience enables the system of the regional economy as such to absorb
and rebound from a shock to improve its performance through some changes of different
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nature (structural, functional, and organizational). Resilience of the particular region is
reflected in its rate of growth [25], for example.

Promotion of competitiveness, which requires some changes to attain regional growth,
can be regarded as a determinant of the resilience of the region [27]. The pandemic puts
social and environmental issues [28,29] on the agenda, which should be reflected in the
current approach towards competitiveness.

In light of the aforementioned discussion, the concept of sustainable competitiveness
whose promotion could keep the regions resilient in the face of social problems, growing
polarization of societies, and environmental problems is of particular importance during
the COVID-19 pandemic.

Aiginger, Bärenthaler-Sieber, and Vogel underline the need to redefine the compet-
itiveness concept in relation to a region as its ability “to deliver the beyond-GDP goals
for its citizens” [30] (p. 1). This concept captures the transition of the economy towards a
more dynamic path of growth, more socially inclusive and environmentally sustainable,
where the ultimate aim is the welfare of citizens. Under the new perspective, the facets of
competitiveness should not be reduced to price competitiveness. A broader approach and
interpretation also embrace the quality/technological competitiveness through the prism
of sources of competitiveness and their prospects. During the transition to a new growth
path, there are some components that are important including the capability of the social
system (social aspect), and the ecological aspect, which could be the driver of economic
growth [30] (pp. 9–14).

Sustainability is also underlined in another definition of regional competitiveness,
according to which it is “the ability to offer an attractive and sustainable environment
for firms and residents to live and work” [31] (p. 4). Thus, also including commercial
and well-being goals [31] (p. 4). Corrigan et al. stress that sustainable competitiveness is
“the set of institutions, policies, and factors that make a nation productive over the longer
term while ensuring social and environmental sustainability” [32] (p. 55) and this concept
has been adopted for the purpose of this paper. Social and environmental sustainability
constitute an integral part of the concept of sustainable competitiveness. The concept of
regional sustainable competitiveness at the time of the pandemic is presented in Figure 1,
which underlines three main pillars (spheres) of sustainable competitiveness: economic,
social, and environmental, which are adopted in this study to operationalise this concept.

Figure 1. The concept of regional sustainable competitiveness at the time of the COVID-19 pandemic. Source: own
elaboration.
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The resilience of regions is inevitably associated with the sustainable competitiveness.
There is a question concerning factors that could contribute to the regional competitiveness
with respect to its sustainability. The factors explaining regional competitiveness is widely
recognized, which try to capture the complexity of this competitiveness [33]. They can
be presented as the model, e. g., formed the regional hat [3]. However, the causes of
sustainable competitiveness, due to the complexity of this notion are difficult to capture.
Doyle 2017 reviewed a wide range of indicators referring to sustainable competitiveness
and describing them as a set of elements, with economic performance being the central
pillar and the social and environmental the domains [34]. Aiginger 2013 grouped these
factors into the income, social, and ecological pillars from the country perspective [30].
This country perspective was adopted in another study [35].

Aiginger and Frigo present the drivers of regional competitiveness in the new per-
spective, which are innovation, education, institutions, social cohesion, and ecological
ambitions [36]. However, there is a lack of consensus regarding the factors underpinning
the regional sustainable competitiveness and its measurement.

3. Materials and Methods

Taking into account the aforementioned discussion, the paper aims at presenting not
only the concept of sustainable competitiveness at the time of the pandemic but also at
identifying factors that are decisive for regional competitiveness. CEE regions could be
classified as the group which on average present a similar spatial pattern of growth. It is
assumed that similar factors could determine sustainable competitiveness for the whole
group of CEE regions. To attain the specified objective the following research questions
have been formulated:

Research Question 1 (RQ1): What factors are essential for creating regional sustainable competi-
tiveness?
Research Question 2 (RQ2): What is the position of CEE regions in terms of sustainable compet-
itiveness?

The following thesis has been identified and formulated: The enhancement of sustain-
able regional competitiveness requires the promotion of relevant factors for each dimension
of competitiveness, specific for CEE regions.

The competitiveness has been analysed in the group of 57 regions NUTS 2 level from
the following CEE countries: Bulgaria (6), Czechia (8), Croatia (2), Hungary (8), Latvia (2),
Poland (17), Romania (8), Slovenia (2), and Slovakia (4).

In order to answer the above research questions and verify the thesis, a factor analysis
technique was used. Numerous studies of a country or a regional dimension are also
related to innovativeness applied to the factor analysis [37–40].

The following steps in factor analysis were applied, on the basis of the literature
review [41–44].

A large number of variables were collected, which described each of the competi-
tiveness dimension for CEE regions: economic, social, and environmental. The data was
derived from the database from the European Social Progress Index on the European
regional level [45] and from the European Statistical Office [46]. It covers the period before
the pandemic years, 2015–2020, depending on the indicator. In total, 59 variables were
taken into consideration.

Then the variables that showed low coefficient of variations 10% or less were removed.
The variables were standardized because they were presented in different units of measure-
ment, and it was difficult to compare them. The correlation matrix was prepared for each of
the dimension, which allowed us to show a high correlation among several variables. The
significance of those links could explain the existing correlation between variables, and,
thus, the rationale for using factor analysis. However, the variables with the correlation
above 90% were excluded.

Factor analysis was preceded by calculating the value of the Kaiser–Meyer–Olkin
measure (KMO). The Bartlett’s test of sphericity was also applied in order to confirm that
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data reduction analysis produces a result that is meaningful. The Kaiser’s criterion was
used to select the number of factors.

The existing set of variables in each dimension was reduced to a certain number of
hypothetical factors describing each of the dimension of sustainable competitiveness in the
best possible way.

4. The Results

The economic dimension of competitiveness covers factors that contribute to high
growth and productivity including institutions. The initial set of indicators covers 20
variables and finally, following the procedure indicated in the methodology part, they
were reduced to 12 variables (Table 1). The analysis allows us to identify three factors
characterising regional competitiveness that are related to education and human resources,
institutions, and ICT development, which importance is confirmed in some studies.

The economic dimension of sustainable competitiveness comprises three factors (Table 1).
Factor 1 referring to education and human resources well qualified. The first eigenvalue
of 3.78 corresponds to this first factor that associated with 29% of the variance in the
original data. The second eigenvalue is 3.13 and corresponds to 24% of the variance in the
original data. The second factor relates to the institutional framework of regions. While
the third eigenvalue is 3.93 and corresponds to 30.2% of the total variance in the data.
Factor 3 consists of variables creating a conducive environment and framework for ICT
development. The identified factor explained 83.2% of the initial variance of variable.

The achievement of a high social dimension of competitiveness determines high
competitiveness because growth opportunities must be gained by each member of society.
Therefore, the achievement of social inclusion and social cohesion is put on the agenda.
If this dimension is associated with all the factors, institutions, and policies that make
people healthy, active, and safe [32] (p. 55), a wide set of indicators could describe this
dimension. This approach underlines that people enhance their potential to benefit from
prosperity and they make some contribution [32] (p. 55). Initially, 35 indicators were
selected for the analysis and they were reduced to twelve indicators (Table 2). The analysis
revealed that three factors are important when social aspects are included in the concept of
competitiveness. They are related to trust and support to government and the effectiveness
of its activities, security, and environment, which is conducive to the development of the
human-being.

The cumulative percentage of the total variance explained by the factors amounted
to 76.1%. The first eigenvalue corresponding to the first factor was equal to 3.37 and
corresponds to 28% of the variance in the original data. Factor 1 related to the support for
the government and policy effectiveness covers indicators concerning trust in the national
government, the legal system, and the effectiveness of the policy to assure security. The
second eigenvalue of 1.77 corresponds to the second factor that associated with 14.7% of
variance in the original data. Factor 2 is related to personal security and safety. The third
eigenvalue is 4.01 and corresponds to 33.4% of the variance in the original data. Factor 3
refers to conducive regional environment for health.

Finally, the environmental dimension of sustainable competitiveness could be char-
acterised by institutions, policies, and factors to assure the management of resources in
an efficient way. However, the prosperity of generations must also be attained [32] (p. 55).
Initially, four variables were taken into consideration, but they were reduced to three
variables. The only one eigenvalue that was equal to 2.196 corresponds to 73.2% of the
total variance in the original data (Table 3).
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Table 3. Environmental dimension of regional competitiveness—latent factor, and variables.

Variable Factor 1

Air pollution NO2 −0.616667

Air pollution PM2.5 −0.938803

Air pollution PM10 −0.966553

Eigenvalue 2196

% of variance 73.2
Source: own elaboration.

The question is (RQ2): What is the position of CEE regions in terms of sustainable competi-
tiveness? To answer this question, we used the sum of standardized variables (SSV), which was
calculated for each of the dimension of competitiveness and for sustainable competitiveness
treated as the total and then presented them in the ranking (Tables 4 and 5). The Czech regions
are characterized by high sustainable competitiveness. The highest position in the ranking
was taken by the two Czech regions because they are characterised by the highest value of
SSV. Six out of eight Czech regions were classified among the tenth best regions. The last
positions in the general ranking of sustainable competitiveness were taken by Romanian
and Bulgarian regions.

Table 4. The rank of regions in terms of sustainable competitiveness according to the sum of
standardized variables.

NUTS 2 Region Region’s Name Ranking SSV

CZ01 Praha 1 1.0749

CZ06 Jihovýchod 2 0.9215

SI04 Zahodna Slovenija 3 0.8501

CZ03 Jihozápad 4 0.7706

SK01 Bratislavský kraj 5 0.7517

PL91 Warszawski stołeczny 6 0.7323

CZ02 Střední Čechy 7 0.7201

CZ07 Střední Morava 8 0.7152

CZ05 Severovýchod 9 0.6996

SI03 Vzhodna Slovenija 10 0.6904

LT01 Sostinės regionas 11 0.5441

PL63 Pomorskie 12 0.5111

PL21 Małopolskie 13 0.4853

LT02 Vidurio ir vakarų Lietuvos regionas 14 0.4579

PL84 Podlaskie 15 0.4417

CZ08 Moravskoslezsko 16 0.3954

PL92 Mazowiecki regionalny 17 0.3091

HU11 Budapest 18 0.2905

PL82 Podkarpackie 19 0.2839

PL81 Lubelskie 20 0.2757

PL51 Dolnośląskie 21 0.2710
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Table 4. Cont.

NUTS 2 Region Region’s Name Ranking SSV

PL22 Śląskie 22 0.2262

PL41 Wielkopolskie 23 0.2059

PL52 Opolskie 24 0.2037

HU22 Nyugat-Dunántúl 25 0.1968

PL42 Zachodniopomorskie 26 0.1861

SK02 Západné Slovensko 27 0.1640

PL62 Warmińsko-mazurskie 28 0.1517

PL61 Kujawsko-pomorskie 29 0.1277

HR03 Jadranska Hrvatska 30 0.1228

HU21 Közép-Dunántúl 31 0.1141

PL72 Świętokrzyskie 32 0.1033

PL43 Lubuskie 33 0.0952

CZ04 Severozápad 34 0.0884

HU12 Pest 35 0.0574

PL71 Łódzkie 36 0.0123

HU33 Dél-Alföld 37 −0.0058

SK03 Stredné Slovensko 38 −0.0627

SK04 Východné Slovensko 39 −0.1325

HU23 Dél-Dunántúl 40 −0.1674

HR04 Kontinentalna Hrvatska 41 −0.2814

RO32 Bucureşti-Ilfov 42 −0.3907

HU32 Észak-Alföld 43 −0.3921

HU31 Észak-Magyarország 44 −0.5378

RO42 Vest 45 −0.6068

RO12 Centru 46 −0.7072

BG41 Yugozapaden 47 −0.7378

BG32 Severen tsentralen 48 −0.7705

RO11 Nord-Vest 49 −0.8034

RO31 Sud-Muntenia 50 −0.8810

RO41 Sud-Vest Oltenia 51 −0.8914

BG33 Severoiztochen 52 −0.9131

BG42 Yuzhen tsentralen 53 −1.0091

RO21 Nord-Est 54 −1.0311

BG34 Yugoiztochen 55 −1.2376

RO22 Sud-Est 56 −1.2539

BG31 Severozapaden 57 −1.4348
Source: own elaboration.
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Table 5. Ranking of NUTS 2 regions of CEE countries according to each dimension of sustainable competitiveness with the
use of the SSV.

Ranking
NUTS 2
Region

Economic Ranking
NUTS2
Region Social Ranking

NUTS 2
Region Environmental

54 BG31 −1.39948 57 BG31 −1.64569 48 BG31 −0.74413

46 BG32 −0.73272 52 BG32 −0.93928 40 BG32 −0.25924

48 BG33 −0.91128 55 BG33 −1.18319 21 BG33 0.159244

55 BG34 −1.42228 56 BG34 −1.24928 46 BG34 −0.39018

35 BG41 0.019788 54 BG41 −1.15619 57 BG41 −2.34691

49 BG42 −1.06238 51 BG42 −0.89043 52 BG42 −1.25313

1 CZ01 1.658575 3 CZ01 0.758667 38 CZ01 −0.18925

10 CZ02 0.724649 7 CZ02 0.706577 11 CZ02 0.754623

9 CZ03 0.727273 8 CZ03 0.686977 4 CZ03 1.293131

39 CZ04 −0.15606 30 CZ04 0.173765 9 CZ04 0.806084

11 CZ05 0.695327 5 CZ05 0.724501 13 CZ05 0.618932

5 CZ06 1.137309 6 CZ06 0.715604 8 CZ06 0.809928

7 CZ07 0.78231 2 CZ07 0.784509 24 CZ07 0.147501

14 CZ08 0.633401 14 CZ08 0.509657 50 CZ08 −1.09316

41 HR03 −0.35691 20 HR03 0.319109 2 HR03 1.416537

43 HR04 −0.4067 38 HR04 −0.12678 44 HR04 −0.35659

8 HU11 0.760505 26 HU11 0.211458 53 HU11 −1.42988

33 HU12 0.030678 27 HU12 0.197842 45 HU12 −0.38852

36 HU21 −0.02179 29 HU21 0.188534 18 HU21 0.405661

37 HU22 −0.03546 19 HU22 0.358298 15 HU22 0.557692

42 HU23 −0.39582 35 HU23 −0.00121 22 HU23 0.157532

45 HU31 −0.50113 45 HU31 −0.63387 42 HU31 −0.31289

44 HU32 −0.422 43 HU32 −0.43422 35 HU32 −0.09373

28 HU33 0.085499 37 HU33 −0.11039 32 HU33 0.016934

4 LT01 1.173505 41 LT01 −0.35365 3 LT01 1.407219

13 LT02 0.63728 39 LT02 −0.13458 1 LT02 2.050828

16 PL21 0.530898 1 PL21 0.934769 55 PL21 −1.51041

17 PL22 0.394384 11 PL22 0.578337 56 PL22 −1.91083

19 PL41 0.307177 25 PL41 0.226379 43 PL41 −0.31471

26 PL42 0.118591 33 PL42 0.061329 6 PL42 0.97777

32 PL43 0.034666 34 PL43 0.041059 14 PL43 0.574489

18 PL51 0.371919 22 PL51 0.264102 37 PL51 −0.13892

20 PL52 0.217502 18 PL52 0.367541 47 PL52 −0.51137

23 PL61 0.176533 31 PL61 0.118998 33 PL61 −0.0492

38 PL62 −0.03553 28 PL62 0.194855 10 PL62 0.790263

15 PL63 0.563143 21 PL63 0.307312 5 PL63 1.100353

25 PL71 0.155975 32 PL71 0.106845 49 PL71 −0.9881

30 PL72 0.05956 23 PL72 0.248393 41 PL72 −0.28799

24 PL81 0.168707 17 PL81 0.421576 23 PL81 0.156153

29 PL82 0.074035 12 PL82 0.576304 31 PL82 0.023956

22 PL84 0.177908 10 PL84 0.606749 7 PL84 0.924312

2 PL91 1.287123 9 PL91 0.608104 51 PL91 −1.17513

21 PL92 0.202574 16 PL92 0.478546 26 PL92 0.092696

50 RO11 −1.13899 47 RO11 −0.67062 25 RO11 0.120026

51 RO12 −1.16171 42 RO12 −0.41188 28 RO12 0.080779

56 RO21 −1.5331 50 RO21 −0.76727 27 RO21 0.088861

57 RO22 −1.69999 53 RO22 −1.09148 30 RO22 0.029882

52 RO31 −1.2569 48 RO31 −0.67468 34 RO31 −0.07738

27 RO32 0.091076 46 RO32 −0.64777 54 RO32 −1.4505

53 RO41 −1.2794 49 RO41 −0.70367 29 RO41 0.038669

223



Sustainability 2021, 13, 12958

Table 5. Cont.

Ranking
NUTS 2
Region

Economic Ranking
NUTS2
Region Social Ranking

NUTS 2
Region Environmental

47 RO42 −0.90951 44 RO42 −0.49557 19 RO42 0.260415

12 SI03 0.669559 4 SI03 0.727831 12 SI03 0.631216

3 SI04 1.26849 13 SI04 0.552863 20 SI04 0.226439

6 SK01 1.046799 15 SK01 0.50548 16 SK01 0.457943

34 SK02 0.029645 24 SK02 0.244602 17 SK02 0.423977

31 SK03 0.043716 40 SK03 −0.16206 36 SK03 −0.12605

40 SK04 −0.21694 36 SK04 −0.02372 39 SK04 −0.20182

Source: own calculation.

The rankings of regions according to each dimension of sustainable competitiveness
allows us to identify some regions that have a similar position in terms of the economic and
social dimensions. There are also regions whose positions in both rankings are diversified
and this needs further studies.

To measure the strength and direction of relationship between two dimensions of
sustainable competitiveness, Spearman’s rank-order correlation was adopted. It showed
monotonic association between economic and social dimension of sustainable competi-
tiveness. Spearman’s correlation coefficient stood at rs = 0.799002. However, there is no
correlation between ranks of the environmental dimension of sustainable competitiveness
and other dimensions, i.e., economic and social ones, assuming the adopted data.

5. Discussion

During an unstable economic situation, including a pandemic, the achievement of
growth should be beneficial for all members of society and without a detrimental effect
on the environment. Thus, the concept of sustainable regional competitiveness should be
strongly promoted. There are some methods allowing us to measure competitiveness, e.g., a
Cobb–Douglas production function [47], multiple-criteria decision making techniques [48],
the taxonomic methods [49] or the factor analysis. The factor analysis applied in this study
enabled us not only to reduce the number of variables but also to identify a limited number
of factors—-pillars—-of each dimension of competitiveness. Then, the SSV allowed us to
create the ranking of the regions of CEE countries.

The ranking of regions in terms of competitiveness have also been constructed, i.e.,
regional competitiveness index [33,50] and others [51]. However, it is difficult to make
comparisons between rankings due to different factors/indicators included in the index.

The conducted analysis in this paper identified some factors specific for regional
competitiveness, the importance of which was confirmed in some studies.

The economic dimension of sustainable competitiveness refers to human capital,
fundamental for economic growth. Human capital is essential for the new economy and
knowledge-based activities. It is reflected on the education level and its capacity for the
modern economy supported by the available financial resources as well as in stock of
human capital described by employment in high-tech sectors (human resources in science
and technology). The level of education is an important driver of productivity [3] (pp. 3–35).
Thus, human capital constitutes a driver of competitiveness being the primary factor in the
regional investment climate [3] (pp. 2–37).

The factor: Institutions contribute to competitiveness. However, the further question
is: what kind of institution matters? No one size fits all, different institutional arrangements
are required, “there is a lack of consensus as to whether institutions are a prerequisite or a
natural outcome of development” [52] (pp. 14–15). Institutions are crucial for facilitating
the input to be transferred to high-value outcomes. Institutional enablers determine the
potential for competitiveness, being the most important factor in the regional system [53].
High quality institutions have a significant impact on entrepreneurship and economic
growth [54].
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ICT and the potential to develop in this dimension is key issue nowadays. The factor
related to ICT is often neglected in the studies on regional competitiveness. Digital trans-
formation can boost economic growth as well as economic cooperation, best exemplified
by western Balkan countries [55]. Some studies underline the role of ICT for competitive-
ness [56,57]. However, they confirm that the promotion of regional competitiveness through
ICT seems to be a difficult process, which could also lead to growing disparities [58]. The
regions should be smart as well as cities [59].

The social aspect of competitiveness should be taken into consideration including
qualitative factors. The conducted analysis revealed some decisive factors for the social
aspect of regional competitiveness: nutrition, basic healthcare, health, and wellness, which
constitute important factors for the social dimension of competitiveness. The identified
factors are confirmed in the literature and relate to these factors that characterise social
cohesion.

These factors refer to the favourable living conditions, quality of life. They also refer
to social cohesion, which can be perceived and measured by the inequality dimension
regarding the factors mentioned above, also promoting and reducing disparities in terms
of health status and basic healthcare [60]. It can be perceived as and measured by the
existing social disparities reflected in different indicators [61] (pp. 21–23) and related to
social cohesion in terms of social relations and interconnectedness with a political outcome,
wellbeing, equity, and political order [62] (p. 11). The Council of Europe perceived social
cohesion through the prism of society’s ability to secure long-term well-being [63] (p. 23).

The second identified factor, i.e., the support for the government and policy effective-
ness covers variables related to security and trust in institutions, which in the analyses
relates to social capital dimension [60]. Social cohesion or “a cohesive society is char-
acterised by resilient social relations, a positive emotional connectedness between its
members and the community and a pronounced focus on common goods” [64] (p. 13).
Three domains can be mentioned here: connectedness, social networks and focus on the
common goods [64], and, as Jenson indicates, social cohesion as trust [61] (p. 24). Besides,
the level of crime in deprived areas is related to social cohesion [65].

The third factor relates to personal security reflected in the indicators referring to
violence [66]. Good social protection, and quality of governance and public institutions are
essential. It also describes social protection and state-building [62] (p. 5).

The social, environmental, and economic factors should be the mutual reinforcing
dimensions that creates resilient regions.

The regions of CEE do not present a homogenous group in terms of sustainable
competitiveness and could have the potential to create resilient economy at the time of the
pandemic. They are differently equipped with all these factors and must create their own
combination of factors that constitute this kind of regional competitiveness.

This study allows us to identify factors that could contribute to sustainable com-
petitiveness in regions of the CEE countries. However, it is a preliminary study that
needs further conceptualization, especially the significance of identified factors from the
pandemic perspective. This study has some practical significance. The proposed factors
characterising the dimension of sustainable competitiveness may be taken into considera-
tion by public authorities while planning interventions in the regions. The created rankings
in each sphere of competitiveness and generally in competitiveness allow us to identify the
position of each region in the group and elaborate such activities to be implemented that
may contribute to enhancing specific factors of competitiveness.

6. Conclusions

The COVID-19 pandemic affected regional economies in a diversified way. Its reper-
cussions are reflected in many spheres: economic, social, and environmental. The concept
of sustainable regional competitiveness is under consideration and deeply discussed par-
ticularly at this turbulent time when keeping resilience and enhancing growth in regions
are necessary.
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The analysis allows us to identify the factors that are decisive for each dimension of
sustainable regional competitiveness in the regions of CEE countries, the promoting of
which will allow us to achieve long-term growth beneficial not only from an economic but
also social and environmental perspectives. The regions of the CEE countries that were
taken into consideration are diversified as far as all the dimensions of sustainable competi-
tiveness are concerned. However, while ranking of regions in terms of competitiveness in
relation to social and economic dimensions, the relationship was proved. The study could
be a starting point for discussion on measurement of regional competitiveness from the
sustainability perspective.

The conducted study has various limitations. Firstly, the limitations of data that
is available and its completeness. Especially the environmental dimension of regional
competitiveness requires its extension of variables. Secondly, the analysed period, which
refers to the time before the COVID-19 pandemic, should be extended to the pandemic
time as soon as the data is available to capture the changes that were observed.

This research has some policy implications. It gives us some preliminary indication
of what should be done to promote sustainable competitiveness of regions, but it requires
further studies.

Further research should cover a wider period of time to present the changes that took
place during the pandemic. The research should not be limited to the regions of countries
admitted to the EU in 2004 and after 2004, but to the regions of other EU countries in order
to verify if the factors selected are the same for the group of regions from the countries
that are diversified in terms of sustainable competitiveness. The dynamic analysis is also
recommended. All this will be taken into consideration in the further research.
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Abstract: The Algarve region, located in the south of Portugal, is a well-known tourism destina-

tion that seeks to be sustainable and competitive. The local administration looks to establish a

collaborative network, where stakeholders take a crucial role. The research aims to appeal to the

accommodations and food services stakeholders to have a shared vision of the issues and priorities

related to sustainable tourism development. Their perception is a critical factor in making decisions

regarding the region’s competitiveness. Algarve’s two major and leading associations of the tourism

supply sector AIHSA and AHETA were invited to participate in the study. Based on the responses of

an online questionnaire, an artificial intelligence algorithm was applied to the data to identify the

common and divergent aspects. The conceptual model developed is based on a simplified model of

psychological ownership. The results highlight a convergent perspective regarding sustainability

challenges, namely, natural resources and biodiversity, safety, and supply chain. However, hotels

and restaurants do not reflect the same perception regarding sustainability initiatives, e-tourism, or

free internet access. These divergences are essential results since they indicated which issues require

local authorities’ priority intervention.

Keywords: sustainable tourism; destination competitiveness; stakeholder’s perception; Algarve

region; artificial intelligence

1. Introduction

Tourism is becoming undoubtedly a driving force for economic growth. This industry
plays a crucial role in creating employment opportunities and regional development. Still,
it should also be a vehicle to protect and restore earth biodiversity and build bridges
between people and cultures [1] to ensure the tourism sector’s long-term sustainability.

For this dynamic tourism, searching sustainability is essential to understand the un-
derlying structure and the feedback mechanisms that influence the functioning of tourism
over time [2]. While the economic benefits are clear, it is essential to understand the
repercussions on the environmental, sociocultural, and institutional aspects.

According to Nadalipour et al. [3], sustainable competitiveness requires two major
aspects: (i) economic, sociocultural, and ecological dimensions of tourism, and (ii) the
stakeholders’ view that participates in the tourism process.

To search tourism sustainability objectives, it is necessary to develop collective actions.
However, supposing the stakeholders, e.g., a part that has an interest and can either affect
or be affected by the sector policy, do not have shared visions on sustainability, in this
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case, governance faces significant obstacles, such as the difficulty to influence the private
sector and different interests and priorities of the relevant stakeholders. These difficulties
in sustainable tourism policies should be better understood to design adequate measures
and plans [4] and are among the most critical challenges when improving the sustainability
of a region [5]. According to Benur and Framwell [6], there is a need for consensus between
the government and stakeholders to ensure an integrated and sustainable strategy. The role
of stakeholders in sustainable tourism strategies is critical [7]. Kornilaki et al. [8] reported
the importance of “perceived self-efficacy influence” and the “capabilities and motivation
to behave sustainably”.

A higher level of sustainability and competitiveness may be achieved if there is
cooperative governance assuring the engagement of stakeholders [9]. One of the least
analyzed perspectives is understanding the supply side of the tourism equation, like hotels
and restaurants [9].

In the destination competitiveness, Abreu-Novais et al. [10] highlight one of the gaps
in how different stakeholders conceptualize destination competitiveness. Understanding
the shared vision and differences is essential to build sustainable and competitive tourism
in the region, namely, the leading sustainability factors (e.g., water, energy) and competitive
advantages (e.g., safety, price).

The research problem is to analyze if stakeholders on the supply side (accommoda-
tions and food services stakeholders) have a shared vision of the issues and priorities
on sustainable tourism development to assess the competitiveness of the region, i.e., do
accommodations and food services stakeholders have a different perspective depending
on the type of activity, size, category, and other key factors?

The region of Algarve represents 31% of the Portuguese hotel’s beds, receiving in 2019
15.92 million visits of foreign tourists and 5.03 million visits of national tourists. Thus, it
was selected for the case analysis and since sustainable growth of the region is a relevant
concern for public decision-makers and the private sector, mainly the supply services.

For supporting and monitoring the search of sustainability, Algarve has a web plat-
form, designated, Observatory of Sustainability of the Algarve Region for Tourism (OB-
SERVE) [11], where the most relevant sustainability indicators in four main domains—
environmental, economic, sociocultural, and institutional [12]—allow the analysis and
assessment of the Algarve region, helping government and stakeholders to make the
right decisions.

Within the OBSERVE platform’s scope, a survey was developed to assess the sus-
tainable competitiveness of the tourism sector in the region of Algarve. Stakeholders
from the supply service (e.g., hotels, restaurant) were invited to answer specific ques-
tions and share their vision concerning the environmental, sociocultural, economic, and
institutional domains.

The paper structure presents a literature review of competitive tourism advantages,
stakeholders’ perception and factors in sustainable tourism (Section 2), the methodology
framework (Section 3), the results obtained (Section 4), in Section 5, the discussion and
research limitations, and finally, the conclusions and further research paths (Section 6).
Appendix A presents the complete questionnaire.

2. Tourism Competitive Advantages, Stakeholders’ Perception, and Factors in
Sustainable Tourism

2.1. Sustainable Tourism and Competitive Tourism Advantages

Competitiveness “is one of the core issues for tourism destinations and regional
stakeholders” [13], where an appropriate level of development in terms of services (i.e.,
connectivity, infrastructure, safety, attractions, excursions, hotels, restaurants, and others)
is achieved [14].

Tourism destination competitiveness has several definitions and perspectives [15].
The concept of destination competitiveness, has in the classical perspective, the focus on the
capacity to attract visitors, assure revenues, obtain a favorable position [16] to a memorable
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experience and balance with the wellbeing of destinations residents and natural capital of
the future generations [17].

In their seminal work, Ritchie and Crouch [18] claimed that a competitive destination
“promotes the maximum wellbeing for its inhabitants in a sustainable way”. They also
emphasized the importance of the destination management organization “in providing
leadership and coordination the many destination stakeholders that must contribute and
work together”.

The traditional market perspective sustainable competitive advantage is “an advan-
tage that allows a business to be more successful than its competitors over a long period of
time” [19], and extended to a new increasing trend where the competitiveness is connect-
ing with sustainability [15], considering the perspective environmental and sustainable
development [20] with other economic and social dimensions. Therefore, improving the
competitiveness of a destination should be done by analyzing the more significant beneficial
impact obtained with the limitation of resources [21].

Sustainable tourism responds to the need for more responsible policies and forms of
corporate governance [22]. A green marketing strategy based on a shared vision can help
to define and implement a sound strategy [23] and cultivate a shared environmental vision
while harnessing the capability of fast response to new environmental technologies and
challenges [24].

In 2000, the United Nation Economic and Social Council stated that “the tourism
development has to be built on an ecological base on the long-term and the economic and
social levels of the local societies” [25]. In its modern definition, sustainable development
does not exclude tourism as a sensitive sector that seems to be a new global direction.
Nowadays, creating a solid base for this industry targets its transformation in achieving
sustainable development. The objectives of sustainable tourism are [26]

• Maintenance and protection of the natural, cultural, social, historical, and patrimonial
heritage of a region, including the gastronomy, the dances, the dress code, the ancestral
festivals, among others. These aspects will allow the perpetuation of traditions and
the involvement of the local residents, giving them a sense of community. It will also
personalize the destination and allow closer contact between tourists and locals;

• Minimizing the pressure caused by tourism on the natural environment. Protection
and mitigation of the impact generated by the sector on water (water quality, water
availability); coastal and fluvial waters and beaches quality; the ecosystem of the
region (fragile by nature since it depends on an equilibrium between species); soils,
cliffs, and wetlands (pollution, erosion); forest, wildlife, and climate;

• Rationalizing the resources used by the tourists. Tourism is changing, and touristic
destinations must evolve and adapt to the new challenges.

For a long time, economic development used to be the major factor in tourist desti-
nations. A progressively sustainable touristic destination concept is related to creating a
destination with lasting livelihoods while minimizing resource depletion, environmental
damage, cultural instability, and social disruption [6].

Many tourism destination visions lack consistency, and only a few address sustain-
ability itself [27]. The tourism sector in some countries is developing comprehensive
policies that have medium- and long-term effects while avoiding short-term development
plans, working on putting long-term studies and plans to create a kind of stability and
establishment for this sector [28].

The development of a model of destination competitiveness cloud is assessed by a
set of indicators that allows the identification of the relative strengths and weaknesses of
different tourism destinations and can be used by industry and governments to increase
tourism numbers and expenditure and enhance socioeconomic prosperity [29].

Destinations must learn how to think, more like businesses, and develop new prod-
ucts, markets, and customers. Simultaneously, how different governance systems and
destinations with varying levels of development compete, mainly if they are cooperative
or managerial [9].
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Governance to sustainable tourism should take into consideration a shared vision,
goal congruence, and interaction [30], engage stakeholders, beginning with the supply side
services that could also be a partner or press to innovation [31], and adopt sustainable
practices [32]. A sustainable touristic destination concept is related to creating a destination
with lasting livelihoods while minimizing resource depletion, environmental damage,
cultural instability, and social disruption [6].

2.2. Stakeholders’ Perception and Factors in Sustainable Tourism

Sustainability of tourism, and specifically of destination, relies on the basic assumption
of tourist sustainability, which is concerned with fulfilling the needs of all groups of tourism
stakeholders in a given destination; the structural idiosyncrasy of a cultural, political, and
socioeconomic context influences the perceptions of the local tourism industry regarding
tourism sustainability [33].

The World Tourism Organization (WTO) has stated that tourism development ac-
tivities have to be planned, managed, and developed, taking into account the needs and
attitudes of the stakeholders towards tourism development [34].

In the tourism industry of some regions, the relevant stakeholders are not concerned
about environmental and sustainability matters. However, with most of them, natural
attractions are a crucial and distinctive part of the experience [14]. The behavior of the
residents is essential for the sustainability of a destination brand, and positive ownership
affects the protective behavior [35]. The residents’ perception of the benefits of tourism,
economic, sociocultural, and environmental sustainability affect the consolidation and
development and could limit the involvement stages of community-based tourism devel-
opment [36].

Local ownership patterns and destination governance play critical roles in defining a
destination’s direction/pace of development, steering it towards or away from tourism-led
inclusive growth [37] and to sustainability.

Collaborative policymaking is needed among stakeholders, namely, local and govern-
ment agencies/authorities, as well as native and enterprise communities, which should
work together under the same purpose [38,39] to achieve sustainable tourism development.
Furthermore, multi-stakeholder engagement and the significance of partnerships between
government, businesses, local residents, and visitors could be a way of contributing to
competitive tourism advantages [40].

A shared vision of the stakeholders is a critical point for implementing specific policies
to promote the sustainability and competitiveness of a destination [23].

The evolution of stakeholders’ influence and involvement in tourism destinations
help to understand the three aspects of stakeholder theory of Donaldson and Preston [41].
Geiger [42] summarizes it as:

• Descriptive/empiric aspect—describes the past, present, and future state of the orga-
nization. In tourism, this might be stakeholders in a destination, their relationships,
but also the history of touristic development and how it influenced the present;

• Instrumental aspect—highlights the connections between actions in stakeholder man-
agement and the resulting outcomes. In tourism, this might be the appearance of a
new competitor in a sector and the subsequent redistribution of market shares;

• Normative aspect—used to interpret the corporation’s function, including identifying
moral or philosophical guidelines for the operation and management of corpora-
tions [41] and according to Byrd [43] is the fundamental core of the stakeholder theory.
The normative aspect dictates that all stakeholders and their interests must be viewed
as targets and, therefore, be involved in the development destination.

For this process to succeed, all stakeholder interests must be recognized and compre-
hended in all their facets, even though not all stakeholders need to be involved equally in
decision-making processes [41]. The omission of the interest of even one primary stake-
holder can prevent the success of the process as a whole [44]. Therefore, policy-decision
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stakeholders should try to hear and understand the interests of each stakeholder group;
otherwise, stakeholders with less power might lose interest in the process [45].

In the last three decades, researchers have been recommending a broader integration
of all stakeholders in the planning process of touristic development. Byrd [46] points
out that studies are divided into two different perspectives: (i) a more business-oriented,
calling for a stakeholder inclusion model based on their respective power and influence in
a destination; (ii) a collaborative idea of stakeholder involvement, not associated with indi-
vidual stakeholders’ power-level. This last approach is based on community-based tourism
development [47], which is the normative aspect of the Stakeholder Theory, summarized
by Sautter and Leisen [45]. To enable stakeholders to achieve the goal of equalizing their
influence and power levels is also an important role of governmental agencies [48].

The importance of understanding stakeholders’ vision and their perceptions, attitudes
and involvement can influence tourism development, minimizing the negative impacts
and maximizing its benefits, leading to community development and greater support for
tourism [49].

The need for stakeholder involvement is especially high in a destination that has
a sustainable development goal since it considers the different aspects of sustainability,
allowing all stakeholders’ participation in the decision-making processes, and pointing
out their influence and importance to achieve the overall goal. However, conflicts may
occur among stakeholders with different interests and perspectives [50–53]. Therefore,
it is important to alert stakeholders that some of the decisions might prevent them from
obtaining their targets in the short-term, but they will probably gain more in a long-term
analysis [50].

According to Byrd et al. [54], sustainable tourism is achieved and successful only
when stakeholders’ perceptions are accessed and their ideas and interests are integrated
and respected in the planning and management process. Stakeholders’ analysis provides a
means to start understanding the environmental and social problems and identify different
stakeholder group perspectives and stakeholder interests at different levels [51].

However, Freeman et al. [52] state that stakeholder groups are characterized by their
relationships between diverse groups and individuals; from this definition, it was evident
that stakeholders’ views may be incredibly broad and diverse. Cooperation is one of the
stages in the collaborative process but does not solve the fragmented nature of tourism [53].
Considering a large number of stakeholders and interests together might increase complex-
ity and difficulties in the process; however, it is an important stage to establish an effective
collaborative process [55].

According to Ven [56]: “stakeholders’ participation in tourism development is nec-
essary to form an essential ingredient in the ‘hospitality atmosphere’ of any destination”.
Ven also suggests that initially, stakeholders have a homogenous attitude towards tourism
development, and over time, their attitude becomes heterogeneous, especially in the com-
munity stakeholders’ perception.

Therefore, it is preferable to assess stakeholders’ attitudes on consolidated touristic
destinations or regions. March and Wilkinson [57] report that the complex interrelation-
ships between stakeholders is important and should be considered, since the level of
cohesion among them is directly related to the performance of a tourism destination. Unfor-
tunately, sometimes they do not show cohesive and active support and favorable attitudes
to achieve the target objective [58,59].

Regarding their attitudes, Ellis and Sheridan [60] state that stakeholders’ positiveness
leads to favorable behavior towards tourism development. Their argument is supported
by the Theory of Reasoned Action [61], which states that attitude influences behavioral
intention leading to particular behaviors. Moreover, as per the social exchange theory,
when stakeholders perceive that the benefits of tourism development are higher than the
cost, they will be motivated to support it [58].

Therefore, one aspect of stakeholders’ management that needs to be understood is
the type of involvement stakeholders will have in the tourism development process. The
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different interests of each stakeholder group must be considered to have the greatest chance
of success. Based on this understanding, planners can then find specific indicators for each
group and their perception relative to those issues [53].

Hence, in these last years, segmentation approaches to assess stakeholders’ perceptions
and attitudes towards tourism development have been performed, generating important
information for tourism policy-makers [40,59,60,62]. Cluster analysis is one of the most
used techniques to classify stakeholders that have different attitudes and perceptions
towards tourism development [63–66].

Liu and Ma [67] present a list of research studies conducted on a tourism stakeholder’s
perception, which allowed them to understand the diffusion of issues and, consequently,
several stakeholder groups.

Abdelgadir et al. [28] define two important steps that need to be put into prac-
tice to consider the influence of stakeholders’ perception and factors on sustainable
tourism, namely:

• Listening to different stakeholder groups that are primary participants from the
tourism industry, defining strategies according to it and remaining committed to
it [45];

• Advancing to the involvement of different stakeholder groups for promoting steady
growth of tourism in areas where four stakeholders are involved: inhabitants, execu-
tives, government functionaries, and tourists [43].

Leonidou et al. [23] analyze resources and capabilities as drivers for an environmen-
tal marketing survey to answer several hypotheses explaining organizational resources
(physical, financial, experiential) and organizational capabilities (share vision, relationship
and technology) as supporting an environmental marketing strategy. They also approach
the implications of an environmental marketing strategy to assure competitive advan-
tage, influenced by the competitive intensity and market dynamics, and how to take
those advantages.

A simplified model of psychological ownership, modified from Pierce et al. [68], is
presented in Figure 1. The results of Leonidou et al. [23] study link (besides others) the
shared vision (A) with the environmental marketing strategy and the adoption of it as
positively related to the achievement of competitive advantage (B). The study is in line
with Porter and Linde [62] that consider “companies must go further in innovation and
resource productivity to assure the greatest benefits”.

Figure 1. Conceptual model to competitive advantages.
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The study of Leonidou et al. [23] also highlights that some touristic stakeholders
(e.g., hotels) have a shared vision—the presence of common ideas, commitment, and
dedication among the firm’s employees toward the achievement of green organizational ob-
jectives [63]—and could be essential to implementing environmental marketing strategies
and potential support sustainable tourism.

Figure 2 shows the relationship between formal ownership, attitudes, and behaviors as
the base to create competitive advantages in developing a sustainable tourism destination,
adjusted from framework structure proposed by Pierce et al. [68].

Figure 2. Ownership and attitudes to potential competitive advantages.

The bibliographic research, highlight studies, and surveys have been conducted to
understand tourists and residential community perception regarding sustainable tourism
destinations and their future perspectives. There are fewer research studies and a foggy
perception of their vision and from the supply stakeholders’ perceptions.

3. Methodology Framework

3.1. Global Approach

The shared vision could be essential as the base of the supply sector (e.g., hotels,
restaurant). Therefore, it is critical to understand the key market stakeholders in the supply
service, if they have a shared vision about sustainability and if it is mainly common or
different in some key factors.

Using the simplified model of psychological ownership from Pierce et al. [68] as the
base context, focusing on the relationships indicated by the solid lines, the conceptual
model for the developed research is proposed, which is presented in Figure 3.

Figure 3. Conceptual challenges for the research.
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3.2. Survey Approach

To assess the perspective of the supply agents, like, hotels and restaurants, a specific
survey was carried out from September to November 2019. The survey was designed and
launched with the support of two of the most important associations of enterprises with
activity on the touristic sector in the region of Algarve, namely, the Association of Hotels
and Tourist Resorts in the Algarve (AHETA) and the Association of Hotel and Similar
Industrialists in the Algarve (AIHSA).

The questionnaire has six groups of questions, four being on the principal domains of
sustainability, namely, environment, sociocultural, economic, and institutional, and two on
areas that are relevant for the tourism in the region, namely, gastronomy and a set of other
issues related to themes that lead tourists to choose the destination, information about
on-going initiative among others. Table 1 shows the major topics covered in the survey.
Appendix A presents the full questionnaire (Table A1).

Table 1. Subjects covered in the survey disseminated electronically by the associates of AHISA
and AHETA.

Company Identification

A—Environmental

A1—Water; A2—Energy; A3—Natural resources and biodiversity; A4—Mobility.

B—Sociocultural

B1—Safety; B2—Health care; B3—Creative and cultural resources; B4—Professional development
and training.

C—Economic

C1—Formalities for incoming tourists; C2—E-tourism; C3—Diversification of the markets and
emerging markets; C4—Seasonality; C5—Supply chain.

D—Institutional

D1—Internet access; D2—Expenses in R&D; D3—Participation of residents in the
planning process.

E—Gastronomic Tourism **

E1—Relevance of the gastronomic tourism in the region of Algarve; E2—Sustainability of the
catering industry; E3—Relevance of the catering industry on the employment;
E4—Mediterranean diet; E5—Circular economy; E6—Effect of the gastronomic tourism on the
quality of life of the local population.

F—Other Issues

F1—Destination demand; F2—On-going initiatives to increase the sustainability of the region of
Algarve; F3—Acquisition and processing of data; F4—Sustainable development and
improvement of competitiveness.

** Only in the questionnaire sent to AHISA associates.

AHETA has 177 associates, representing 411 hotels and tourist resorts, and AIHSA
counts about 600 associates, distributed by hotels, restaurants, and bars throughout
the Algarve.

The online questionnaire was disseminated electronically among their associates
between September and November 2019. Eighty-eight responses were received, 45 and
43, respectively, from AHETA and AIHSA associates. These responses represent 46,535
beds, which correspond to 33% of the 141,000 officially classified beds in hotels and tourist
resorts of the Algarve region.

Since the survey is anonymous and the questions about

1. the type and size of the company;
2. the professional category of the person who answered the questionnaire;

238



Sustainability 2021, 13, 6072

are not mandatory, it was decided to analyze the results of the survey carried out without
evaluating the relationships between the type and size of the company but giving special
attention to the relations between the type of activity of the companies and the answers
related to the environmental, sociocultural, economic, and institutional domains.

3.3. Artificial Intelligence Analysis

For the analysis of the relationships between the size and type of the company with
the answers given, a decision tree algorithm was used. Decision trees are a data-mining
algorithm that develops classification models with an inverted tree scheme: the nodes are
the variables, the lines are the values of each variable. Finally, the leaves are the output
value (Figure 4).

Figure 4. Sketch of the decision tree algorithm C4.5 model.

Thus, they allow determining the system’s response following the rules that are
followed from the nodes to one of its leaves. Decision trees divide the dataset into subsets
until the structure of the model is determined.

In the family of decision’s trees, two algorithms mainly stand out: ID3 and C4.5. The
ID3 algorithm was the first one designed by Quinlan [64] and allows decision trees to be
developed through a training sample. The development of the ID3 algorithm is found in
algorithm C4.5, published by Quinlan [65]. These algorithms determine the best variable
at each step using the concept of information gain of Claude Shannon [66]. For this, it is
essential to first determine the entropy, which determines the degree of uncertainty of the
sample. The probabilities of each value of the classification variable are used to calculate
the entropy:

E(S) = −
c

∑
i=1

pilog2(pi) (1)

where c is the number of values of the classification variable, and pi is the probability
that the set of samples belongs to i-value of the classification variable. If the sample is
homogeneous, that is, all the values belong to the same class, the entropy is null, while if
the sample is proportional, the entropy is maximum.

The information gain IG(S, A) is based on the decrease in entropy caused by partic-
ipating in a training set S, concerning an attribute A (Equation (2)). Thus, the algorithm
constructs the model looking for those attributes that return the highest possible informa-
tion gain:

IG(S, A) = E(S)−
c

∑
v∈V(A)

Sv

S
E(Sv) (2)

where Sv is the subset of the set of samples with those instances that in attribute A have the
value v, and V(A) is the set of values of attribute A.

Traditionally, it is the most widely used supervised inductive learning classification
technique used in the decision-making process and has the advantage that the connections
between nodes can be expressed at the computational level as if-then rules, which facilitates
their programming in different programming languages [69]. Due to this aspect, it is
possible to establish the relationships between the input and output variables that best
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group the data set. Thus, for the purposes of this research, individual models were
developed for each of the output variables using the size and type of company as input
variables. The models were developed without establishing specifications for tree size and
pruning so that the relationships between the input values can be established to better
group the responses given by the respondents. This aspect allowed establishing patterns
of similarity in the answers given by the respondents. Likewise, a true positive (TP) ratio
(Equation (3)) and a false positive (FP) ratio (Equation (4)) were used to evaluate the
quality of the obtained models. Such parameters were used to determine the validity of the
relationships established with C4.5. Therefore, high values of a TP ratio (close to 1) indicate
a pattern between the input variables and the response. In contrast, low values indicate a
lack of relationship between the size and type of company and the given response.

TP =
Instances correctly classi f ied

Total number o f instances
(3)

FP =
Instances incorrectly classi f ied

Total number o f instances
(4)

4. Results

Figures 5 and 6 present the histograms, for all the 35 questions, obtained during the
survey for AHETA (blue) and AIHSA (red), respectively. In most questions, the results are
quite similar.

Analyzing the histograms and considering the situation in which there are dissimilari-
ties in the most voted option, the differences are presented in Table 2.

Table 2. Main dissimilarities between AHISA and AHETA answers.

A—Environmental Domain

A2—Energy:
A2.1—The energy dependency of the Algarve may compromise in the future the competitively of
the touristic sector
AHETA—agree; AHISA—neutral

B—Sociocultural Domain

B4—Vocational development and training:
B4.2—The professionals in the touristic activities are valorized and keep working in the
same sector
AHETA—disagree; AHISA—neutral

D—Institutional Domain

D2.1—The investment in I&D in the Algarve boosts the competitiveness of the companies
AHETA—agree; AHISA—neutral

F—Other Issues

F1—Destination demand: Sort by the degree of importance the themes that lead tourists to choose
the Algarve as their destination
F1.2—Gastronomy
AHETA—fairly important; AHISA—important
F1.6—Nature
AHETA—fairly important; AHISA—important
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Figure 5. Histograms with the answers of the AHETA questionnaire.
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Figure 6. Histograms with the answers of the AIHSA questionnaire.
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Although the answers are not exactly the same, there is no diverging position in any of
the domains. For example, for A1—Water question: The long-term water supply is assured,
and the normal development of the touristic activity will not be affected by water scarcity,
the most chosen option was the disagreement, meaning that stakeholders consider that the
long-term water supply in the region is not protected and could affect tourism activity.

Once the results of the histograms were analyzed, algorithm C4.5 was applied to the
data obtained from the survey. The analysis was carried out merging data for the AIHSA
and AHETA surveys. In each of these data sets, independent models were designed for
each of the 35 indicators evaluated in the survey (Appendix A, Table A1) and the size and
type of companies were used as input variables. Therefore, 105 analyses were carried out.
Figure 7 shows an example of the models obtained for indicator A1—Water: The long-term
water supply is assured, and the normal development of the touristic activity will not be
affected by water scarcity and Table 3 shows the TP and FP ratios.

Figure 7. Sketch of the model obtained for answer A1—Water.

Table 3. TP and FP results obtained in each variable for answer A1—Water.

Variable TP [%] FP [%] Variable TP [%] FP [%]

A1 52.5 47.5 C5 (1) 52.5 47.5
A2 41.4 58.6 C5 (2) 51.5 48.5
A3 66.7 33.3 C5 (3) 78.8 21.2

A4 (1) 56.6 43.4 C5 (4) 60.6 39.4
A4 (2) 64.6 35.4 C5 (5) 57.6 42.4
A4 (3) 63.6 36.4 D1 (1) 45.5 54.5
A4 (4) 52.5 47.5 D2 54.5 45.5
A4 (5) 57.6 42.4 D3 49.5 50.5
B1 (1) 76.8 23.2 F1 (1) 85.9 14.1
B1 (2) 61.6 38.4 F1 (2) 49.5 50.5

B2 44.4 55.6 F1 (3) 57.6 42.4
B3 (1) 54.5 45.5 F1 (4) 63.6 36.4
B3 (2) 51.5 48.5 F1 (5) 44.4 55.6
B4 (1) 42.4 57.6 F1 (6) 48.5 51.5
B4 (2) 43.4 56.6 F1 (7) 80.8 19.2

C1 43.4 56.6 F2 53.5 46.5
C2 50.5 49.5 F3 56.6 43.4
C3 54.5 45.5

As can be seen with the results of the statistical parameters, the TP presents two
behaviors depending on the indicator: (i) one of the groups of indicators presented a
TP ratio of less than 55% and (ii) other indicators presented a higher TP ratio (greater
than 60%).

As indicated in Section 3.3, a lower TP ratio is an indicator of lower robustness of the
relationships created with the algorithm, and for the purposes of this study, is an indicator
of the disparity of responses given by the stakeholders based on the input variables (i.e.,
companies of the same type and size give different answers). Thus, for most indicators:
A1, A2, A4 (1), A4 (4), A4 (5), B2, B3 (1), B3 (2), B4 (1), B4 (2), C1, C2, C3, C5 (1), C5 (2), C5
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(5), D1, D2, D3, F1 (2), F1 (3), F1 (5), F1 (6), F2, and F3 do not have robust relationships
between the companies and the responses. This aspect may suggest the influence it has on
the answer given the beliefs and customs of the respondent.

Therefore, stakeholders that are more aware of sustainable water management may
disagree with current management, while the less aware person may have different per-
ceptions. In this sense, and as can be seen in Figure 7, most of the classifications made by
the C4.5 models have a disagreement response, although in all cases, incorrectly classified
instances are detected (e.g., in the case of accommodations, 46.57% of companies have
other response).

However, some relationships could be detected. For example, in the case of environ-
mental indicators, the type of company was detected as the main classification variable,
while the size of the company is used by the algorithm as a secondary variable to make
classifications.

In indicator A1—Water, it has been detected how the type of activity allows classi-
fications of the most common response detected, except in the case of restaurants where
it is necessary to make a distinction based on the size of the company. A similar trend is
identified in the case of indicator A2—Energy: The energy dependency of the Algarve
may compromise in the future touristic sector competitiveness, although a distinction is
made based on the size of the accommodation. At this point, it is convenient to highlight
that the medium-sized accommodations disagreed with question A2, while the rest of the
accommodations agreed. Something similar occurs for indicator A2 with the restaurant’s
stakeholders, since those of large- and micro-sized selected the neutral response, while
medium and small companies disagreed.

Therefore, it was not possible to establish trends in the responses based on the size of
the stakeholders’ accommodation or restaurants. In indicator A4 (1)—Mobility: The mobil-
ity infrastructure limits the touristic development, the flatness of the response detected in
the histograms towards a firm agreement with the question generated that the ramifications
generated by the model had a homogeneous response, although it is interesting to note
how the other recreational activities surveyed selected the option “Neutral”. Something
similar occurs with indicators:

• A4 (4)—Mobility: The lack of information and an efficient payment system for the
A22 tolls has an effect on the tourist’s entrance by the border of Vila Real de Santo
António;

• A4 (5)—Mobility: The increase in the number of bike lanes and pedestrian zones
contributes to the touristic development of the region in which there is a majority
response of “Agreement” or “Strongly agree”, except in the large- or medium-sized
restaurants that responded differently.

In the case of sociocultural indicators with a lower TP, it was detected as the first input
variable that allows classifications to be made is the size of the company and depending
on the analyzed indicator, it is possible to establish ramifications in each of the labels of
company size. Thus, it is detected how the assessment of the sociocultural dimension of
the region by companies tends to present trends more related to the size of the company
than to the type of activity.

By analyzing the indicators individually, it was detected, in B2—Health: The existing
health care infrastructure (private and public) is adequate and does not affect the choice
of the Algarve negatively as a touristic destination that recreational activities responded
differently to the most common response given by other activities, selecting “Strongly
agree” or “Agree” while in the rest the most common response was “Disagree”. This
reflects how different stakeholders value in different way facilities in the region.

In the case of indicator B4 (1)—Vocational development and training: The vocational
training infrastructures for the touristic sector are adequate, it was detected that the
most general response due to the size of the company did not present a clear trend, in
such a way that large and micro-companies answered “Disagree” and small companies
answered, “Agree”.
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Likewise, in the case of medium-sized companies, distinctions are made according to
the type of company in such a way that the hotels and restaurants’ stakeholders responded
in disagreement while the other activities agreed. This analysis reflects the difficulties in
establishing logical relationships of size and type of company with the answers given,
although, in general terms, it was detected how the size of the company has a greater
influence on the responses of the stakeholders.

In the case of economic indicators (C), it was identified that the importance of the size
or type of company varies depending on the variable. In such a way, that for indicators:

• C1—Formalities for incoming tourists: C1.1—The formalities for the incoming tourists from
outside of the space Schengen may limit the economic attractiveness of the Algarve destination;

• C5—Supply chain: There are in the Algarve suppliers able to respond to the demand of
the touristic activity, namely in the field of, C5.1—Building construction, maintenance and
rehabilitation, and C5.2—Equipment supply, maintenance and repair.

The size of the company has a greater relationship with the answers given by the
companies, while in the other economic indicators, it is the type of company. This same
aspect was detected in the indicator F—Other issues in which the indicators F1—Other
issues: Destination demand: Sort by the degree of importance the themes that lead tourists
to choose the Algarve as their destination (4) Safety and (5) Health care, are better classified
by company size, while the rest are classified using the type of company. Finally, the
institutional domain indicators (D) show that the variable that best classifies is the type
of activity.

5. Discussion and Research Limitations

To identify a common vision, the similarities and the relation of true positive (TP)
were used. The indicators with a high TP ratio are due to a homogeneous and very similar
response given by the different stakeholders. In this sense, in the case of indicator A3—
Natural resources and biodiversity: The actions for the preservation of the biodiversity and
natural resources contribute to the development of the touristic activity, most companies
respond to the option of agreement. Thus, the high TP value shows a homogeneous trend
in the response given by stakeholders. In any case, the performance results obtained by the
C4.5 models show that establishing relationships between the size and type of company
with the answers given in the surveys do not allow establishing solid relationships. In this
sense, it is possible to conclude that there are aspects related to the customs and beliefs of
the respondents, which may influence the responses.

Therefore, conducting surveys of different workers and managers of the same com-
pany could give different answers, which would lead to great heterogeneity in the per-
ception of the importance of the different indicators analyzed. New interesting research
steps could be geared towards asking respondents more questions about their beliefs
and customs.

It should be noted that from the analysis of the histograms and the relationships
established by C4.5, it has been detected that there are certain similarities between the
answers given by the accommodations and restaurants stakeholders and with difficulties in
establishing relationships due to their characteristics. In order to know this aspect better, it
was decided to carry out cluster analyses between the lodging and catering companies. The
analyses were carried out by examining the responses considered in each of the domain (A—
Environmental, B—Sociocultural, C—Economic, D—Institutional, and F—Other issues).
Figure 8 illustrates the dendrogram of environmental indicators. By analyzing all the
dendrograms obtained, there are two main trends:

• The dendrograms of the A—Environmental, B—Sociocultural, C—Economic and F—
Other issue domain showed different trends in the similarity between companies. In
this sense, the dendrograms obtained companies of different types and sizes that were
similar to different companies (e.g., the similarity between medium accommodation
and a small restaurant);
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• The Institutional domain (D) dendrogram shows a more ordered structure. This aspect
allows us to more clearly detect the similarities between companies of different types
that have been observed in the other domains.

Figure 8. Dendrogram of environmental indicators.
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Therefore, the relationships established between the stakeholders are quite similar in
the domains analyzed. In this sense, groupings between activities of the same type, but
with different sizes (e.g., large and small accommodations), as well as groupings between
accommodation and restaurants of different sizes (e.g., similarities between large and
small restaurants).

It is possible to conclude that stakeholders with the same characteristics have a great
similarity. This aspect corroborates what was detected with the histogram and C4.5 analyses
and shows the heterogeneity of the responses given between companies with the same
characteristics and as, between accommodations and restaurants, there are similarities
without a clear relationship with the size of the company.

The results show that the relationships established between the Algarve stakeholders
are similar in most of the sustainability domains. Furthermore, assessing if these similarities
will be the same with different characteristics, two analysis were conducted:

• For the same type, with different sizes (e.g., large and small accommodations);
• Between accommodation and restaurants of different sizes (e.g., similarities between

large and small restaurants).

It was also identified that the stakeholders’ group with the same characteristics have a
great similarity, i.e., there are similarities without a clear relationship with the size of the
company. The results highlight a convergent view in most sustainability challenges, like,
natural resources and biodiversity, safety, and supply chain.

Nevertheless, when compared with restaurants and other services, it is not considered
as a shared view: the formalities for incoming tourists (C1); e-tourism (C2); internet access
(D1); sustainability initiatives (F2), and the importance of information (F3).

The limitations are mainly associated with the responses obtained since they represent
a third of the 141,000 officially classified beds in hotels and tourist resorts of the Algarve
region. In addition to this one, the relationship between the type and size of the company
can be pointed out, as well as the relationship between the type of activity of the companies
and the answers related to the environmental, sociocultural, economic, and institutional
domains. These aspects were already discussed.

Likewise, it is to be expected that the role of the people surveyed may lead to variations
in the responses. Thus, employers may have different perceptions than workers. This
aspect can have a great impact on the sustainability perceptions of the sector.

In addition, it is convenient to highlight the advantages associated with the data
analysis approach used. This type of analysis can establish relationships between the
variables analyzed, establishing the routes or paths detected in the data. However, outliers
may influence the results. The use of a data set with a larger number of individuals or with
more variables could improve the establishment of relationships. This could improve the
values associated with TP and FP obtained in the study.

In any case, the results of the study have made it possible to detect relationships
between the variables that make it possible to improve the existing knowledge about the
perception of sustainability.

6. Conclusions and Further Research Paths

In the Algarve region, economic activity is mainly driven by the tourism sector. Due to
its importance and in line with the defined strategy, it is essential to know the perceptions
of the interesting parts of the region in relation to how they value sustainability dimensions
of the region, such as environmental, sociocultural, economic, or institutional aspects.

The review highlights the importance of stakeholders’ perceptions to have a shared
vision to assume good governance in search of sustainable tourism in the region of Algarve,
beginning with the supply side, where hotels (Algarve has 31% of the Portuguese hotels’
beds) could be a critical point. A common vision of problems and priorities on sustainable
tourism development will allow the promotion of the region’s competitiveness respecting
the natural environment with the balance of economics and local social development.
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A survey for the supply side of the tourism sector, with a specific artificial intelligence
algorithm, analyze if hotels and restaurants have a common or different perspective
depending on the type of activity, size, category, and other key factors. The hotel’s answers
correspond to 33% of Algarve’s beds, involving large to small lodgings.

The results concluded that, in general, there is a broad consensus, e.g., importance of
natural resources and biodiversity, safety, and supply chain. It was also possible to verify
a great agreement with the different questions asked, although, in some aspects, such as
the importance of energy and water, there is no such marked trend in the importance of
these aspects.

With the engagement of the most important companies in the tourism sector of
Algarve—accommodations and restaurants, it was observed that the valuations of the
interested parties are varied, and there are no clear relationships between the type and size
of the company with the responses.

Thus, there are similarities in the perception of sustainability in the region between
companies as different as large accommodation and small restaurants. This aspect may
indicate the importance of the customs and beliefs of all interested parties in the assessment
of the importance of sustainability in the tourism sector. Still, a clear relationship with the
type of company was not found.

One fundamental aspect of these results is the need to improve and protect the vulner-
ability that the tourism sector may have in the face of the different dimensions analyzed.
Enhancing the competitiveness of the tourism sector in each country is to improve the
sustainable growth of the respective economy and, ultimately, enhance citizens’ prosperity.

There is a need for alignment on infrastructure investment, natural resources safety,
and mobility for the sustainable competitiveness of the sector. The tourism industry has
taken active steps to reduce its impact on the environment and continue to do so while
implementing better measurement tools.

The implications for research are that the trend of a shared vision in several aspects
begin to exist in local suppliers (hotel and restaurants) and must be used to leverage a
higher level of sustainability and resilience. The results are in line with Alonso-Almeida [70]
that the awareness of environmental aspects and positive economic and practices in hotels
could be seen as evidence of the maturity of sustainable tourism.

The results open the possibility for developing a more collaborative action plan and
program, aiming to a higher level of sustainability. Therefore, it is essential to expand
the analysis to other local stakeholders to ensure a more sustainable local base tourism
destination with increased value, innovation, and regional development.

In further studies, it would be interesting to compare hotels from different categories,
which would lead to even more specific recommendation destinations [70] and spread to
other services. At a more strategic level analyzing if collaborative and associative forms of
governance among tourism companies and other related agents are growing in importance
in the drive for sustainable and environmentally sensitive tourism [71], namely, in Algarve.

COVID-19 brought the enormous problem of resilience to infectious outbreaks and
its tremendous consequence to which the tourism sector cannot be indifferent and must
immediately anticipate solutions. Potential measures as, for example, tourism density ad-
justments could allow a transition to more sustainable tourism. Innovation is an important
base for tourism and hospitality [72]. The search for innovative solutions to challenging
problems is essential, including better integration of information technology, since the
importance of the emergence of information technologies (IT) for sustainable tourism is
increasing [71], as well as to assure climate resilience, are indubitable contemporary drivers
of sustainable development [73].
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Appendix A

Table A1. Online questionnaire disseminated electronically by the associates of AHISA and AHETA from September to
November 2019.

Question Response Options

Company Identification

Entity/Group name: ST
Area of activity: * Hotel/Restaurant or bar/Outdoor activities/Other

If the previous answer is other, please specify: ST

Company size: *

Big (n > 250 employees)
Medium (50 < n < 250 employees)

Small (10 < n < 50)
Micro (n < 10)

Position: ST
E-mail: ST

A—Environmental Domain

A1—Water:
A1.1—The long-term water supply is assured and the normal development

of the touristic activity will not be affected by water scarcity. *
SA/A/N/D/SD

A2—Energy:
A2.2—The energy dependency of the Algarve may compromise in the future

the competitively of the touristic sector. *
SA/A/N/D/SD

A2.2.1—If the previous response is positive, please identify the issues.
A3—Natural resources and biodiversity: SA/A/N/D/SD

A3.3—The actions for the preservation of the biodiversity and natural
resources contribute to the development of the touristic activity. *

A4—Mobility:
A4.1—The mobility infrastructure limits the touristic development. * SA/A/N/D/SD
A4.2—During the summer season, the mobility infrastructure affects

negatively the tourist satisfaction. *
SA/A/N/D/SD

A4.3—The existence of an efficient railway infrastructure would contribute
positively to the competitiveness of the region. *

SA/A/N/D/SD

A4.4—The lack of information and an efficient payment system for the A22
tolls has effect on the tourist entrance by the border of Vila Real de

Santo António. *
SA/A/N/D/SD

A4.5—The increase in the number of bike lanes and pedestrian zones
contributes for the touristic development of the region. *

SA/A/N/D/SD
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Table A1. Cont.

Question Response Options

B—Sociocultural Domain

B1—Safety:
B1.1—The safety is important in the choice of the Algarve destination. * SA/A/N/D/SD

B1.2—The perception of the safety by the tourists is positive. * SA/A/N/D/SD
B2—Health care:

B2.1—The existing health care infrastructure (private and public) is adequate
and does not affect negatively the choice of the Algarve as a

touristic destination. *
SA/A/N/D/SD

B3—Creative and cultural resources:
B3.1—The cultural and creative resources in the region must be improved

and preserved in order to attract more and new tourists. *
SA/A/N/D/SD

B3.2—The tourism has been contributing to the preservation of the identity,
culture and heritage of the Algarve. *

SA/A/N/D/SD

B4—Vocational development and training:
B4.1—The vocational training infrastructures for the touristic sector

are adequate. *
SA/A/N/D/SD

B4.2—The professionals in the touristic activities are valorized and keep
working in the same sector. *

SA/A/N/D/SD

C—Economic Domain

C1—Formalities for incoming tourists:
C1.1—The formalities for the incoming tourists from outside of the space

Schengen may limit the economic attractiveness of the Algarve destination. *
SA/A/N/D/SD

C2—E-tourism:
C2.1—The region is preparing a progressive and continuous digital transition

(Apps, Mupis, services, and points of interest in digital platforms). *
SA/A/N/D/SD

C3—Diversification of the markets and emerging markets:
C3.1—There are emerging markets where it is necessary to promote more

efficiently the Algarve destination. *
SA/A/N/D/SD

C3.1.1—If the previous response is positive, please identify the issues. ST
C4—Seasonality:

C4.1—Identify the opportunities that the region may develop to mitigate
the seasonality.

LT

C5—Supply chain: There are in the Algarve suppliers able to respond to the
demand of the touristic activity, namely in the field of

C5.1—Building construction, maintenance, and rehabilitation. * SA/A/N/D/SD
C5.2—Equipment supply, maintenance and repair. * SA/A/N/D/SD

C5.3—Food supply. * SA/A/N/D/SD
C5.4—Cleaning services. * SA/A/N/D/SD

C5.5—Other consumables. * SA/A/N/D/SD

D—Institutional Domain

D1—Internet access:
D1.1—The Wi-Fi and 4G coverage is efficient. * SA/A/N/D/SD

D2—Expenses in I&D from institutions and companies:
D2.1—The investment in R&D in the Algarve boosts the competitiveness of

the companies. *
SA/A/N/D/SD

D3—Participation of the local population in the planning:
D3.1—The local population is evolved and has effect, influence the tourism

planning, and development. *
SA/A/N/D/SD
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Table A1. Cont.

Question Response Options

E—Gastronomic Tourism **

E1—Relevance of the gastronomic tourism on the region of Algarve:
E1.1—The gastronomic tourism is an attraction to visit the region

of Algarve. *
SA/A/N/D/SD

E2—Sustainability of the catering industry:
E2.1—The gastronomic tourism (catering) industry is sustainable. * SA/A/N/D/SD

E3—Relevance of the catering industry on the employment in the region
of Algarve:

E3.1—The industry of catering promote the fixation of the employees and
provide vocational training. *

SA/A/N/D/SD

E4—Mediterranean diet:
E4.1—The Mediterranean diet is and attraction to visit the region

of Algarve. *
SA/A/N/D/SD

E5—Circular economy:
E5.1—The catering industry may be important to the development of the

circular economy. *
SA/A/N/D/SD

E6—Effect of the gastronomic tourism on the quality of life of
local population:

E6.1—The industry of catering is oriented to local population (menus, price
and attendance). *

SA/A/N/D/SD

F—Other Issues

F1—Destination demand: Sort by degree of importance the themes that lead
tourists to choose the Algarve as their destination

F1.1—Beach. * ER/VR/R/MR/NR
F1.2—Gastronomy. * ER/VR/R/MR/NR

F1.3—Cultural programs. * ER/VR/R/MR/NR
F1.4—Safety. * ER/VR/R/MR/NR

F1.5—Health care. * ER/VR/R/MR/NR
F1.6—Nature. * ER/VR/R/MR/NR
F1.7—Climate. * ER/VR/R/MR/NR

F2—On-going initiatives to increase the sustainability on the region
of Algarve:

F2.1—I know about the on-going initiatives to increase the sustainability in
the region of Algarve. *

SA/A/N/D/SD

F3—Acquisition and processing of data:
F3.1—Having information on the trends of various indicators and their

temporal and spatial evolution can contribute to improving decision-making
and competitiveness in the region. *

SA/A/N/D/SD

F4—Sustainable development and improvement of competitiveness:
F4.1—List other issues to consider for the improvement of the

competitiveness of the tourism sector and the sustainable development of
the region.

LT

SA—Strongly agree; A—Agree; N—Neutral; D—Disagree; SD—Strongly disagree; ER—Extremely relevant; VR—Very relevant; R—
Relevant; MR—Marginal relevance; NR—Not relevant; n—number of employees; LT—Long text; ST—Short text; * Mandatory question;
** Only in the questionnaire sent to AHISA associates.
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Abstract: The COVID-19 pandemic and its implications have had a devastating impact on the

business sector worldwide, especially on the SMEs’ sector. By highlighting the evolution, and so the

specificity, of the Polish SMEs’ sector, by reference to the concept of learning organization, this paper

queried the sources of the Polish SMEs’ unsatisfactory response to the COVID-19 pandemic and its

implications. A survey (n = 147) conducted among a sample of Polish SMEs revealed that the Polish

SMEs, in general, did not recognize the salience of managerial skills in building their capacity to

withstand a crisis. Creating growth opportunities, rather than accumulating and operationalizing

their organization’s knowledge, were stressed as the way of navigating challenges. This paper offers

an insight into selected factors that influenced Polish SMEs’ sector during the COVID-19 pandemic,

and suggests some ways of addressing problems thus identified.

Keywords: COVID-19; SMEs; Poland; crisis; learning organization; resilience

1. Introduction

The COVID-19 pandemic and its implications in the form of restrictions on mobility,
negative psychology of the market, decreased and, eventually, changed structure of demand
for goods and services, domestically and internationally, have had a devastating impact on
the business sector worldwide. The small and medium-sized enterprises (SMEs) represent
a very interesting case in this context, in that, traditionally, the size and thus the assumed
flexibility were frequently hailed in the literature as the SMEs’ sector secret tool to withstand
crises [1,2]. More recent research, however, tends to stress different factors, such as strategic
flexibility, business model innovation (BMI), agile leadership, as the sources of SMEs’
capacity to effectively respond to crises [3–5]. This paper seeks to make sense of the
broad debate on SMEs and their capacity to withstand crises by querying the specific
case of Polish SMEs and their response to the COVID-19 pandemic and its implications.
Drawing from the outcomes of a series of interviews and a questionnaire, this this paper
offers an insight into the specific factors that may have influenced the Polish SMEs’ ability
to respond to challenges inflicted in their external environment by the outbreak of the
COVID-19 pandemic.

Research reported and elaborated on in this paper builds on the recognition that
the Polish SMEs’ sector reveals a unique trajectory of growth and development, in part
reflecting the specificity of Polish transition and transformation that begun in the early
1990s. In other words, the growth of the SMEs sector was rapid, steered simultaneously by
bottom-up and top-down processes, geared by the imperative to deliver goods and service,
offer employment and generate revenue. The spectacular growth of the sector throughout
the 1990s (and to some extent afterwards) reflected on the one hand, the spirit of the day,
i.e., the joy of freedom regained and the return of homo entrepreneurus, and on the other
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hand, a period of unprecedented growth and development that Poland experienced over
the period 1989–2019. In these circumstances, the priorities and, thus strategies that the
SMEs followed were focused on product and service delivery, rather than on managerial
competencies acquisition. The COVID-19 pandemic and the sector’s inability to embark
on efficient risk management strategies, understood through the terms of resilience and
antifragility [1,2], blatantly revealed it. The objective of this paper is to identify factors that
may have led to the Polish SMEs’ sector relative inability to respond to the crisis situation
efficiently. The reminder of the paper structured as follows. The following section outlines
the conceptual framework of this study, i.e., the concept of learning organization. In the
next step, the specificity of the Polish SMEs’ sector is discussed. In Section 4 the research
model, research methodology and materials are elaborated. Discussion and conclusions
follow in Sections 5 and 6.

2. Learning Organization as the Conceptual Framework of This Study: Highlights
and Controversies

The definitional and conceptual framework of this study brings together two issues,
i.e., on the one hand, SMEs and the “learning organization” (LO) approach. A case is that
made by the LO approach allow a more precise insight into developments taking place
within organizations, especially should they be exposed to challenges in their external
environment. “Learning organization” [4–6] is an organization that continually expands
possibilities of creating its future, strives for excellence, adapts to changing conditions,
and ensures members’ constant improvement by acquiring new skills, opportunities, and
performance patterns. For the discussion in this paper, SMEs focused on development
through permanent learning and adaptation to changing and relatively risky conditions of
the Polish economy will be viewed as learning organizations.

The essence of Senge’s theory of a learning organization is the organization’s ability
to learn—regardless of challenging developments in the organization’s environment—
due to the improvement and acquisition of new competencies by the managerial staff
at all levels of the organization. What follows is that not only must managers across an
organizations’ levels have knowledge and skills, but also, they must be able to continuously
improve the set of knowledge and skills, preferably faster and more effectively than their
competitors [7–9].

Hence, on what “critical points” in the organizational structure should that knowledge
be accumulated? The first organization’s “critical point” is the chief manager (in the case
of Polish small and medium-sized enterprises usually their owner), who, apart from
the vision of development and knowledge of market conditions, should have formal
competencies documented with university and course diplomas and show flexibility in
action. Besides, he/she must be perceived as a planner, organizer, leader, controller, trainer
motivating development, and an administrator enabling the team to function efficiently.
Motivation understood from the perspective of Halzberg’s two-factor theory [10], created
by motivators and hygiene factors, is crucial. In the light of the theory, not only wage and
non-wage motivators influence the tendency to improve qualifications but also the so-called
organizational climate associated with the manager’s authority, a sense of community and
organizational identity, as well as proper team relationships.

Personal mastery, i.e., a commitment to lifelong learning for the benefit of the organi-
zation, is essential for analyzing the factors determining the success of Polish small and
medium-sized enterprises. It has a reproductive function, i.e., it allows the knowledge of
an experienced manager to be transferred to lower management levels. The formal and
charismatic manager’s authority correlates with the thought/mental model, i.e., with the
process of self-reflection on one’s own identity and identification with the organization.
It fits in with personal mastery and paves the way for subordinates to build their multi-
directional self-identification with the organization. That allows creating a shared vision
and team thinking built on the community’s pillars, cooperation, collectivism in action, and
the organization’s future. Thereby, the most critical matter is revealed, namely systemic
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thinking, allowing activating the implementation of the learning organization, integrating
the team, and avoiding blaming for failures.

The subsequent addition to the debate on LO highlights eleven features that determine
the transformation of an “ordinary” organization into a LO [11]. These features include: a
learning-based approach to the company’s strategy, participation in shaping the company’s
policy, universality and availability of information, educational accounting and control
function, internal exchange, flexible and creative rewarding, structuring, environmental
monitoring, inter-organizational cooperation, learning-friendly atmosphere, and creating
development opportunities [11]. The variables mentioned above are framed by double
loops operating in four areas determined by the dimensions of individual and team learning
and vision and action. They form a matrix composed of ideas, organizational policies,
functions, and operational activities [11].

The concept of LO is controversial among some researchers [12–15]. Doubts concern
primarily the subject (an individual, group, or organization understood as a system) of
learning and the nature of its environment, its stability, or level of variability [12]. Ambient
dualism can have either positive or negative consequences. On the one hand, the environ-
ment’s volatility may have a function that stimulates changes, searching for new solutions,
and increasing its efficiency. On the other hand, the excessive complexity and dynamics of
changes in the environment may lead to misinterpretation and evaluation of processes and
phenomena occurring in it, thus leading to wrong decisions [13]. Therefore, an essential
element of the organization’s vision is the full and optimal use of periods of environmental
stability, thanks to which the so-called “organizational memory,” understood as a way
to accumulate and redistribute knowledge within an organization, is built, usually with
the support of information technology [13]. Moreover, the period of the environment’s
stability is the time of establishing the company’s brand, learning based on experience, and
“reflective practice” [14]. Experience and reflective practice, or ‘experiential learning’ is
primarily related to the previously mentioned personal mastery. The common denominator
is created by the manager’s intuition, whose role is to set staff improvement directions. It
can happen in two ways. The first one is to simplify the chain of events and phenomena
in the organization’s environment. The other one, promoting specialization, focuses on
all-level managers’ specific, narrow competencies [15].

3. The Specificity of the SMEs’ Sector in Poland

3.1. General Issues

The following definition and typology of SMEs was adopted in this study. Small
enterprises are companies with less than 50 employees and an annual turnover or balance
sheet total not exceeding EUR 10 million. Medium-sized enterprises employ no more than
250 employees and have an annual turnover or total balance sheet not more than EUR
50 million.

SMEs, due to their size, their assumed ability of swift response to changes taking
places in their external environment, and perhaps most importantly due to their high
demography’s dynamics, tend to represent the most dynamic part of any given econ-
omy [16–20]. This is also the case of Poland. Over the 1989–2019, the SMEs’ sector, slowly
but increasingly, contributed to the GDP formation by means of creating new jobs, pro-
ductivity increases, investment outlays, and economic development [21,22]. For instance,
in 2014 the SMEs’ sector share in GDP was 16% [23]. Even before the outbreak of the
COVID-19 pandemic, the Polish SMEs’ sector, as compared to other EU member-states,
would not outperform, yet would not be considered a laggard. The secondary implications
of the global financial crisis, and the resulting liquidity squeeze, further exacerbated by
Poland remaining outside the euro area, gradually undermined SMEs access to capital.
Indeed, the decomposition of the value added growth suggests that growth in the Polish
SMEs was driven mainly by productivity increases (2%), rather than by capital (1.4%) [3].
Overall, however, by 2018, the Polish SMEs sector would record a 5 -year survival rate
of nearly 40%, i.e., was just below the EU average [24]. The outbreak of the COVID-19
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pandemic marks a watershed for the Polish SMEs’ sector even if it would be too early to
gauge if the culprit is only the COVID-19 pandemic. In other words, other factors at play
in the SMEs’ operating environment, may have played an equally important role.

From a different perspective, a quality that characterizes SMEs in Poland is their
relative economic and legal autonomy and independence from large corporations. This
has clearly to do with transparency and the effectiveness of competition policy. Their other
feature is operating in a relatively turbulent and risky legal and economic environment
(related to the instability of legal regulations and fluctuations in the Polish currency).
Regardless of those factors, extraordinary freedom of action, high flexibility in adapting to
market conditions, quick and simplified decision-making, stubbornness, and consistency
in achieving the intended goals on the part of managers, most frequently the business
owners, characterize the companies [23].

The analysis of conceptual approaches to managerial competencies in a learning
organization forces the reflection on the nature of Polish SMEs operating in a changing and
risky economic and legal environment and in a specific socio-cultural environment. The
evolution of the sector is associated with two turning points in Poland’s recent economic
history. The first one is related to the twin processes of transition and transformation
that begun in 1989 [24–27], while the second concerns Poland’s accession to the European
Union (EU) in 2004. The development of the SMEs sector, the number of which increased
from 494,000 in 1991 to over 3.3 million in 2001, with an average share in the economic
turnover at the level of 99.54%, became the alternative for the Polish economy [28–30].
Notably, not all SMEs that were established were successful. For example, in 2000, only
55.5% of the 1.76 million registered enterprises participated in Poland’s economic turnover.
A very similar percentage was recorded in 2001 when 49.4% (1.69 million) out of the total
of 3.35 million enterprises were inactive [31].

Since Poland’s accession to the EU, the number of active SMEs increased from
1.71 million in 2004 to 1.84 million in 2014. Noteworthily, micro-enterprises dominated
the sector. Four significant changes in SMEs’ demographics were recorded over the pe-
riod 2005–2014, namely a decrease to 1.67 million in 2005, an increase to 1.85 million
in 2008, another to 1.72 million in 2010, and an increase to the level of 1.84 million in
2014 [32]. Those changes resulted from the natural business cycles on the Polish market,
and in 2010 also from the long-term effects of the global economic crisis. From 2014,
there was an upward trend, which in 2017 reached the level of 2.08 million enterprises,
including micro—2.0 million, small—53.8 thousand, medium—15.3 thousand, and large
companies—3.6 thousand. In the year under review, the share of small and medium-sized
enterprises in generating GDP was on the average level of 48% of the entire enterprise
sector and gave 3.96 million jobs (57.5%), including the service sector—37% of the labor
market [33,34]. It should be stressed that small enterprises had the lowest (3%) share in
shaping GDP and 12.2% one in the labor market of the entire SMEs’ sector.

Moreover, Polish SMEs featured a low investment ratio, e.g., in 2017 it amounted
to approximately 9% of the total investment of the private enterprise sector, as well as
low innovative activity, i.e., both in the group of industrial (12.5%) and service companies
(8.3%). Medium-sized enterprises, which recorded 0.7% of the entire sector in 2017, made
a much more visible contribution to Polish economic growth and development. Their
share in generating GDP was 11%, the investment ratio was around 20%, and the average
expenditure on innovation was PLN 2.6 million in the entire sector [33]. In 2018, there was
a slight increase in the number of all enterprises by 3.5%, i.e., to the level of approximately
2.15 million (including 52.7 thousand small and 15 thousand medium-sized ones), mostly in
the services sector—52.1% [33]. In 2019, their number grew by another 2.9% to 2.2 million,
of which 99.8% were micro (96.5%), small and medium-sized enterprises (3.3%) [32].

3.2. Managerial Competencies in Polish SMEs

Due to the sheer size of the SMEs’ sector in Poland, its contribution to Poland’s
socio-economic growth, and its entanglement with domestic, regional and international
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regulatory frameworks, it is imperative to explore the sector and its evolution in detail.
While the twin processes and transition and transformation have had a decisive impact
on defining the broad regulatory context, in which SMEs operate, Poland’s accession to
the EU have had further far-reaching ramifications for SMEs. The scale of challenges that
SMEs thus faced are best reflected by the demographics of SMEs creation prior to and right
after Poland’s accession to the EU, i.e., over the period 1997–2003, on average 180 thousand
SMEs were registered annually; in contrast over the period 2004–2007, only 18 thousand
SMEs were registered per year [33]. The numbers might suggest that the market players,
considered it challenging to face, and possibly adapt, to a new business environment that
Poland’s accession to the EU generated [34]. By means of facilitating the business sector
adaptation, several initiatives were launched, including:

− 4th Multiannual Program for Enterprises and Entrepreneurship” (initially covering
the period 2001–2005, and then extended until the end of 2006), one of support areas
of which was the development of innovative activities and computerization [35];

− European Business Support Program in Poland”, under which, among others, the
Lower Silesian Regional Development Support Agency (DAAR) [36] operates.

− Small Business Act” for Europe (SBA) of 25 June 2008 [37].
− Moreover, owing to the EU support, the Polish Agency for Enterprise Develop-

ment [32] and the Centre for the Development of Small and Medium Enterprises [38]
were established. The following training and umbrella programs were subsequently
launched: the “Academy of the Manager of Small and Medium Enterprises” [39], and
the “National Training Fund” (KFS).

As a result, innovation and managerial skills in Polish SMEs slightly improved by
the end of 2019. Overall, however, owing to high growth rates that Poland recorded
over the period 1989–2019, a relatively big domestic market driven by growing domestic
demand, Polish SMEs enjoyed a relatively good performance and thus neglected the need
to invest in improving their managerial competencies. Indeed, the March 2020 outbreak of
the COVID-19 pandemic in Europe revealed that apart from financial liquidity problems,
Polish SMEs lacked managerial know-how and expertise in fields and areas that would
allow them to effectively respond to the pandemic and its implications. In other words,
while strategies embracing the notions of SMEs’ resilience and antifragility [1,2] would be
very much welcome, a great majority of Polish SMEs lacked the necessary skills, expertise,
and mindset.

4. Research Model, Research Methods and Materials

4.1. The Assumptions Underpinning This Study, the Hypotheses and the Research Model

Against the backdrop of our prior research [24,26,27], the relevance and validity
of conducting in-depth analysis of the performance of the Polish SMEs was confirmed.
In this context, initial desk-research, and pilot study, including a focus group, revealed
the necessity to query the evolution of managerial competencies in Polish SMEs. In
particular, the need to examine the relationship between managerial competencies and
SMEs’ performance was recognized. The COVID-19 pandemic added an unexpected twist
to the initial research design in that it allowed us to juxtapose the findings of the research
collected prior to the crisis, i.e., in an economic environment characterized by a relative
stability and prosperity, with developments shaped in times of the COVID-19 inflicted
instability, uncertainty, and economic slowdown. Accordingly, our study was underpinned
by two key assumptions, i.e., that (i) managerial competencies (formal and resulting from
experience) acquired in good market conditions should serve as bridge-capital for an
organization’s ability to cope with a crisis situation, and (ii) the period of the pandemic
should be treated as an opportunity to learn how to operate in periods of emergency. These
two assumptions have been further adjusted to the specific case of SMEs. These led us to a
two-pronged hypothesis, i.e., (i) does SMEs capacity to respond to crisis situations differ
from non-SMEs; and (ii) what is the role of managerial competencies in SMEs’ capacity to
manage a crisis situation.
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4.2. The Research Methodology

With regards to the research model that this study followed, the research was carried
out in three stages based on the triangulation of qualitative and quantitative methods. The
first stage included analysing sources and secondary data (desk research) concerning the
sector and problems related to the adaptation to the EU context. The second stage was
based on quantitative research conducted in Fall 2019 prior to the outbreak of the COVID-
19 pandemic. The objective of these two stages of the research process was (i) to identify
the directions of necessary improvement and enhancement of managerial competencies in
Polish SMEs, and (ii) to identify problems and risk areas as seen from the managers’ per-
spective. The third stage of the study included two sub-stages, i.e., first, desk-research was
conducted (reports and press coverage) on the “condition” of SMEs during the pandemic,
and second, semi-structured interviews were conducted with managers in the SMEs sector,
operating in the region of Lower Silesia, Poland, over the period April-June 2020. The
Lower Silesia region is ranked 4th in terms of economic performance and entrepreneurship
in Poland.

For quantitative research, a purposeful sample was adopted based on selecting re-
search objects from the population of managers of various levels employed in small and
medium-sized enterprises and post-graduate students of enterprise management who plan
to apply for managerial positions in the future. For the sample, N = 147, respondents
with higher education were selected, including primarily those (64%—94 respondents) in-
volved in business management, logistics, economy, or economic law. Different educational
background, from agricultural, through technical, to social sciences and humanities, was
declared by 53 respondents (36%). For the research purposes, the N sample was divided
into five categories:

− middle managers in medium-sized enterprises—n1 = 78 (53%);
− entrepreneurs of small businesses (usually their owners)—n2 = 35 (23%);
− nominated post holders (persons at lower managerial positions in the organization):

in a small enterprise—n3 = 8 (5.4%);
in a medium-sized enterprise—n4 = 10 (6.8%),

− studying at managerial postgraduate studies—n5 = 16 (10.8%).

It should be stressed that out of all 131 respondents holding positions in enter-
prises (including those nominated for promotion to a higher position), as many as 92%
(121 respondents) completed postgraduate studies and specialist training, including all
respondents with education other than related to management enterprise. About 11%
were respondents not related to work in the company but studying to change job. Table 1
presents the characteristics of the respondents.

A disproportionate gender distribution characterised the sample (N). It consisted of
48 women (32.6%) and 99 men (67.4%), and varied professional experience described by
three time periods: up to 5 years, 5–10 years, and more than 10 years of work (it does not
apply to 16 respondents studying at postgraduate studies). The smallest group comprised
respondents with work experience of up to 5 years, i.e., 18 respondents (12.2%), including
6 women and 12 men. The number of respondents representing the other two ranges of
working years was substantially higher. In other words, the range of 5–10 years of work
was represented by 57 respondents, including 15 women and 42 men, which constituted
43.5% of all 131 working respondents, while 56–42.8%—of them represented the range of
over 10 years of work.
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The quantitative research applied the method of a diagnostic survey conducted using
the questionnaire technique in electronic form. It aimed at identifying areas of improvement
and potential effects of managers’ failure to develop and/or acquire managerial skills
during a period of economic boom and market stability. The questionnaire questions
were open-ended, conjunctive—single-choice, or disjunctive—multiple-choice based on a
cafeteria of response options. The qualitative research used partially structured interviews
and the analysis of secondary data (desk research) from reports on the condition of Polish
enterprises during the pandemic. The interviewees were 6 entrepreneurs, mainly owners
of small enterprises, and 6 managers of medium-sized enterprises. The survey aimed to
obtain answers to questions focused on the following problems:

− premises for improving competencies—the need for improvement and effectiveness
of managers’ lifelong learning in relation to the position held and tasks performed in
the enterprise;

− forms of improvement of managerial skills and its subject scope in relation to the
present and future challenges;

− time management for improving qualifications and opportunities to improve compe-
tencies;

− vision of the company’s future and risk prediction.

The interviews aimed at ex-post evaluation and comparative analysis of the quanti-
tative research results in a confrontation with the enterprises’ situation during the pan-
demic; all this mainly in terms of expectations of state support and development barriers
for enterprises.

5. Results

The survey results analysis proved that before the COVID-19 pandemic, the respon-
dents saw the need for managers’ continuous improvement as a necessary condition
to achieve the company’s success and guarantee its economic stability and develop-
ment. The respondents had the opportunity to select 3 out of 5 variants included in
the cafeteria of answers (see Table 2). Among the indicated reasons for improvement, they
most often identified the internationalisation of knowledge and managerial skills, which
were seen as the primary determinant of economic success and stability on the market
(119 respondents—81%), instability of the exchange rate and its impact on the Polish cur-
rency exchange rate (117 respondents—80%), and programs supporting entrepreneurship
in the EU (103 respondents—70%).

A detailed analysis shows that the internationalisation of managerial knowledge
and skills was significant for postgraduate students—15 out of 16 respondents (r = 0.7),
managers of medium-sized enterprises in the range of 5 to 10 years of work experience—31
out of 37 respondents (r = 0, 6), and those with over 10-years professional experience—27
out of 34 respondents (r = 0.5), entrepreneurs and managers of small enterprises with
5–10 years of work—11 out of 15 respondents (r = 0.5) and with over 10 years of work—9
out of 13 respondents (r = 0.5). That premise was also indicated by most managers expected
to be nominated for a higher company position.
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Moreover, similar indicators concerned the variability of the company’s interna-
tional environment, resulting primarily from changes in EU law. They were indicated by
managers of medium-sized enterprises with 5–10 years of work experience—25 out of
37 respondents (r = 0.5) and over 10 years of work—21 out of 34 respondents (r = 0.5), as
well as persons scheduled for promotion—8 out of 9 respondents (r = 0.6) and postgraduate
students—15 out of 16 respondents (r = 0.7). An essential premise for improving managerial
competencies is to know the mechanisms shaping the exchange rates and predicting their
impact on the Polish currency. All surveyed persons, irrespective of the size and type of
enterprise, length of seniority, and gender, as well as postgraduate students, indicated that
variable. EU programs dedicated to entrepreneurship are another essential factor in the
managers’ improvement. Apart from those nominated for senior positions who declared
more than 10 years of work experience (r = 0.3), all respondents selected the dependent
variable as significant for the company’s success. To assess the internal consistency of the
variables, reliability analyses were run, and Cronbach’s alphas (ranges from 0 to 1) were
obtained, where value above 0.7 indicate a sufficient reliability.

The second problem examined concerned the forms of improvement of managerial
skills and the time devoted to self-improvement. The research results show that Polish
managers perceive a deficit of time devoted to improving their qualifications. The above
is conditioned by the workload of professional tasks, the pace of knowledge growth,
the volatility of legal regulations, and market conditions. The question about the time
expended in self-improvement was dedicated only to those working in their profession—
131 respondents, and it was conjunctive. The clear majority—64 respondents (49%) indi-
cated spontaneous self-improvement resulting from the need to establish the business. That
was most frequently indicated by managers of medium-sized enterprises with 5–10 years
of work experience—14 out of 37 respondents (r = 0.5), small business entrepreneurs
with 5–10 years of work experience—10 out of 15 respondents (r = 0.5) and over 10-year
seniority—10 out of 13 respondents (r = 0.6). The research outcomes prove that the respon-
dents spend far too little time on personal development. Only 15%—20 out of 131 working
respondents—declared the average weekly time for self-improvement at the level of 3 h,
and 36%—47 respondents—less than 1 h.

Another issue that was explored was an improvement, including its forms, of man-
agerial skills preferred by the respondents (Table 3). As in the case of premises for im-
provement, the question was disjunctive with the possibility of choosing three variants
from the cafeteria of answers. Most respondents stated that the model of a master-mentor
(managerial mastery), who teaches a profession and shares own experience, combined with
improvement through experience and business contacts, is the most significant for their
competencies. The first variable was indicated by 117 surveyed persons—89%, and the
other one by 118—90%. The managerial championship was mentioned by the respondents
of almost every category, with the most numerous group being managers of medium-
sized enterprises with 5–10 years of seniority—31 out of 37 respondents (r = 0.6) and over
10 years of work experience—32 out of 34 respondents (r = 0.7), as well as entrepreneurs
and managers of small enterprises, mostly with 5–10 years—14 out of 15 respondents
(r = 0.8) and over 10 years of work—12 out of 13 respondents (r = 0.7). Quite similar results
concern improvement through business experience. They were most often mentioned by
managers of medium-sized enterprises with 5–10 years of professional experience—35 out
of 37 respondents (r = 0.7) and over 10 years of work—31 out of 34 respondents (r = 0.6), as
well as small business entrepreneurs representing the same seniority ranges (r = 0.5).
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Managerial mastery and business experience usually occurred in the configuration
with the third option concerning traditional training indicated by 78%—102 respondents
or the exchange/circulation of knowledge within the company—57% (75). That variable
was indicated mainly by entrepreneurs and managers of small companies, regardless of
the length of work and gender. Online training was given the lowest rank. The latter form
of improvement was mentioned by only 30 (23%) respondents, mainly people scheduled
for nomination to a higher position. The other extreme was the respondents’ interest
in traditional training courses, as was indicated by 78% (102), and specialised courses
preferred by 54% (71). In the first case, managers of medium-sized enterprises were
most interested in them, including those with 5–10 years of work experience—35 out of
37 respondents (r = 0.7) and over 10-year seniority—29 out of 34 respondents (r = 0.6), as
well as most of the people intended for promotion to a higher position. The second type
of traditional training concerned mainly medium-sized enterprise managers with over
10 years of professional experience—25 out of 34 respondents (r = 0.5). Less interest in
specialist courses results from a more extended period devoted to improving qualifications,
associated with exclusion from professional activity. The position corresponds to the
findings of other studies, which prove that the most popular and accessible method of
raising qualifications is multi-day training for employees.

The third issue remaining in the orbit of the research interest under discussion was
identifying areas for improving managerial competences (Tables 4 and 5). The research
results indicate that the respondents assigned the highest rank to legal issues, which is
connected to one of the declared premises for improvement of managerial skills. Regard-
less of the type of enterprise, length of seniority, and gender, that issue was the most
critical variable influencing the company’s success, as was stated by as many as 88% (129)
of the respondents. The biggest group indicating that variable included managers of
medium-sized enterprises representing work experience in the range of 5–10 years—33
out of 37 respondents (r = 0.5) and over 10 years of employment—31 out of 34 respondents
(r = 0.6), as well as entrepreneurs and small business managers in all seniority ranges
(r = 0.7). Regardless of the type of business (including post-graduate students), the respon-
dents see the need to improve competencies in the field of technologies and IT systems
supporting the enterprise’s functioning. The variable was indicated by 78% (115) of the
respondents, notwithstanding the type of enterprise and managers’ seniority. Profes-
sional improvement of managerial competencies, indicated by 67% (98), turned out to
be a significant independent variable. In addition to managers of medium-sized compa-
nies, entrepreneurs and managers of small companies representing all seniority ranges
and people expected to be promoted to a higher position were interested in professional
managerial training. Mastering a foreign language captured the least interest—35% (51) of
the surveyed sample.
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Furthermore, the vision of the company’s future and the anticipated threats to its
development were examined. The respondents’ indications to open questions in the
2019 questionnaire were used for the analysis. Among the responses regarding enterprises’
future, the most optimistic visions were related to expanding sales markets abroad (61%)
and Poland’s economic growth (56%). A significant percentage of the respondents (52%)
also indicated the inflow of foreign capital to Poland as an opportunity for cooperation
(43%) and the impact of subsidies from the EU fund on the development of the Polish
enterprise sector (39%). Only 2% of the respondents saw opportunities in raising qualifica-
tions and improving competencies by entrepreneurs and managers. The most frequently
mentioned responses to threats to enterprises and their development referred to political
and legal issues, extensive bureaucracy in Poland and the EU, too high (compared with
qualifications) remuneration and social requirements of employees from Ukraine, and
foreign competition. None of the respondents expressed concerns about an extraordinary
state or crisis that could threaten the company’s economic stability and inhibit its develop-
ment. Given the statements in the open questions, it can be concluded that in the second
half of 2019, there was optimism among Polish entrepreneurs related to the good economic
situation and the prospect of expanding the market to foreign countries.

6. Discussion

Two key types of barriers to an enterprises’ development exist. These include internal
and external ones understood as destructors of the learning organization’s future. In the
literature, internal barriers relate to the enterprise’s functioning, and concern its size, strat-
egy, structure (organizational and, for example, cost structure), technology and production
possibilities, competencies of owners and management, and employees’ qualifications. In
the Polish market conditions, they involve weaknesses regarding competencies, business
owners and staff’s knowledge and capabilities, and insufficient transfer of knowledge from
science institutions to new companies [40]. The external barriers refer to macroeconomic
conditions and socio-cultural factors, which include the Polish society’s mentality and the
cultural environment of the enterprise.

Both types of barriers were reflected in the findings of 2015 study [41] on a representa-
tive sample of 1.1 thousand owners, managers, and people responsible for running micro
(from 1 to 9 employees), small (10–49 employees), and medium-sized (50-249 employees)
companies. The research results prove that the most significant problem the enterprises
are facing is external factors, including mainly legal and strictly economic ones, and, to
a lesser extent, errors in enterprises’ strategies and employee selection. What is more,
they indicate the almost complete marginalization of development barriers related to the
managers’ competencies and the need to improve and raise their qualifications [41]. The
above probably stems from the good economic situation on the Polish market in the years
preceding the pandemic, which revealed all dysfunctions resulting from negligence in
improving and raising managerial competencies at all enterprise management levels and
its development stages. It can be achieved, among others, by entrepreneurship, executive,
and specialist training, classified as stimulators of the company’s development in three
phases (according to LE Greiner’s model): start-up, growth, and maturity [42]. The model
allows for identifying potential dangers and problems arising in various stages of the
life cycle.

Much neglect has also been revealed in the internationalization of managerial com-
petencies. Their absence results in Polish SMEs’ resistance to the expansion of economic
activity to foreign markets; a trend identifiable already in the 1990s [43]. Clearly, several
other factors weigh in in the analysis, i.e., the size of the Polish market, the size and dy-
namic of domestic demand and other. The entrepreneurs and managers themselves argue
that the relatively low degree of internationalization of their business exposure is to be
linked to the high costs of foreign market entry. The latter also includes the cost of the
lack of knowledge of the regulatory frameworks etc., especially in such domains as subsi-
dies to interest paid for export credits, co-financing participation in fairs and exhibitions,
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promotion instruments of Polish brands, and export support [44]. By comparison, sectors
capable of benefiting from the regulatory (support) frameworks in place, e.g., transport,
carpentry (furniture and windows), poultry food, children’s equipment (prams and car
seats), jewelry, and the IT industry, have been successfully penetrating foreign markets.

The relatively good economic situation of SMEs changed dramatically as a result of
the COVID-19 pandemic. In general, the COVID-19 related restrictions to mobility, both
domestically and internationally, resulted in an almost complete stagnation of the Polish
economy. The SMEs’ sector was particularly affected. In the first phase of the pandemic,
i.e., until the end of May 2020, 46% of small and 37% of SMEs sought refuge in state aid.
Due to that, 56% of these SMEs succeeded to return to the level of turnover from the period
before the pandemic as early as August 2020, and 44% recorded decrease in turnover. The
highest percentage of companies declaring a decrease in turnover concerned the transport
sector—54.8% and the service sector—46.5%, while the least – the construction sector—
23.3% [45]. A survey [46] conducted in 8–14 April 2020, on a representative sample of
566 respondents—owners of SMEs—revealed anxiety about the companies’ future related
to the deterioration of the economic situation due to the development of the pandemic.
Such a forecast was declared by 85% of the respondents, with 15% being optimistic. The
pessimists (45%) also pointed to their company’s alarming situation, and 55% negatively
assessed the state aid under the “Anti-Crisis Shield”. Among many aid postulates, 19%
of the entrepreneurs saw the need for the state to initiate financial outlays intended to
raise the employee competencies in the new conditions for companies’ operation [46].
It should be stressed that in the period since April 2020, the supply of various types of
training in remote have mode increased, the result of which is the current increase in Polish
entrepreneurs’ interest in them [47]. However, the business sector representatives pointed
to the necessity to adapt the training programs to the demands of the economy functioning
under crisis conditions and, therefore, distinguish between the needs of micro, small, and
medium-sized enterprises. Subsequent studies conducted in the first phase of the pandemic
(April–June 2020) verified the surveyed entrepreneurs’ optimism related to the permanent
changes in the law on state aid packages and delays in their implementation [48].

The results of this study to a great extent correspond with the points mentioned
above. Twelve interviewees were selected (6 managers of medium-sized enterprises and
6 entrepreneurs of small enterprises) from among 147 respondents to the survey that aimed
to obtain a comparative opinion on the problems of enterprises’ operation before and during
the pandemic. They were asked about the expectations of state aid for entrepreneurs,
development barriers for enterprises during the pandemic, and the scope and forms of
improving managerial competencies. Table 6 displays the synthesis (paraphrased and
generalized) of the respondents’ indications resulting from the transcription of interviews
carried out using the content analysis technique.

Based on partially structured interviews with managers of medium-sized enterprises
and entrepreneurs of small enterprises, the outcomes of this study offer an incomplete
insight into the reality faced by the respondents during the pandemic. During the second
wave of the pandemic, Polish SMEs experienced a severe crisis. Despite optimism that
prevailed in Spring 2020 concerning effective state aid measures, the third quarter of 2020
turned out to be the worst in the history for Polish companies. Several SMEs announced
bankruptcy or the need of restructuring [49]. The least favorable situation concerns the
micro- and small-sized enterprises. Data suggests that the Spring 2020 optimism of Polish
entrepreneurs, and moderate optimism still discernible in Summer 2020, nosedived during
the second wave of the COVID-19 pandemic [13]. Research shows that the number of
companies believing in improving the situation soon is decreasing. Most, namely, 54%, of
the entrepreneurs believe that their economic situation will not change in the next three
months. At the same time, 70% of enterprises (mainly micro and small ones) are waiting for
aid from government programs, and three-quarters of them do not plan any investments.
Among the enterprises that use or plan to benefit from state aid, 15.3% intends to invest in
the company’s development and human capital [13].
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7. Conclusions

The objective of this paper was to offer an insight into specific developments in the
Polish SMEs’ sector. While initially the objective was to conduct a general query of the
Polish SMEs through the conceptual lens of a learning organization, the onset of the COVID-
19 pandemic, created an opportunity to extend the study. Accordingly, the COVID-19
pandemic was conceived of as a watershed, as a threshold to juxtapose specific features
of the Polish SMEs before and after the pandemic. For the purpose of the examination
conducted in this study at the conceptual level, the classical theories and approaches to
a learning organization were employed. These were then combined with secondary data
derived from industry reports etc. Against this backdrop, a focus group was conducted
and a questionnaire was built. A total of 147 respondents, including managers located at
diverse levels of the organizational structure, were involved in the study.

The analysis of the results thus obtained suggests that it is close to impossible to refer
to Polish SMEs, as learning organizations. In other words, the analysis of the responses
collected suggest that the Polish SMEs sector displays a substantial deficit in the following
dimensions central in Senge’s concept of a learning organization, i.e., mental models, team
learning, and system thinking [4,5]. As for the remaining dimensions of the learning
organization approach, i.e., personal mastery and a shared vision, the respondents revealed
a sense of understanding and/or identification with.

Furthermore, considering the learning organization debate [11] it is very difficult
to make a case that Polish SMEs possess the features necessary to transform from an
“ordinary” organization into a “learning organization”. In other words, the respondents
almost completely ignored such issues as the importance of strategic approach based on
learning as well as team-related criteria necessary for shaping the future of the organization.
In turn, the respondents stressed the role of the universality and availability of information,
sharing of information, and so-called atmosphere at work. Finally, the respondents stressed
the salience of creating development opportunities as a sine qua non condition for success
and survival in crisis conditions. This, once again, suggests a basic lack of understanding
that simply moving forward, thus surviving, does not guarantee sustainable growth.

The COVID-19 pandemic, was viewed here as an emergency, or a crisis, taking place
in the company’s external environment. As such it was assumed that, at the company level,
it would encourage, attempts aimed at gaining new knowledge, skills and experiences.
These would be required to adapt and respond to the changing features of the context in
which SMEs operate, including social, political and economic uncertainty. In line with the
prescriptions entailed in the concept of learning organization, central in this process of
adaptation should be the ability to use knowledge and managerial skills accumulated/built
prior to the emergency/crisis situation. In turn, the latter should be the source of new
experiences, new pieces of knowledge and new sets of skills that are necessary for a
company’s “survival”. In this case, the so-called “organizational memory”, understood as
a mechanisms of accumulating and redistributing knowledge within an organization is
crucial [50].

The results of the study reported here suggest that in regard to Polish SMEs, it is
difficult to talk about “consumption” of the accumulated in the organization knowledge. It
is because, so the results of the study, that knowledge was insufficient for the SMEs to face
the challenges inflicted by the COVID-19 pandemic. Even if several respondents stressed
‘intuitive thinking’ as a way of coping with the crisis, it cannot be seen as a reflection
knowledge capital already present in the organization. Rather, it may be seen as an instance
of a spontaneous acquisition of professional experience. It would make sense if it did not
concern only individual managers’ actions (which was pointed out by the interviewed
people) but if it had the character of deliberate, coordinated action on a team- or, preferably,
on the organizational-level [51].

Overall, the outcomes of this study offer several insights into the specificity of the
Polish SMEs and the SMEs’ sector. Specifically, by framing the analysis in context of the
learning organization debate, this paper demonstrated that a substantial deficit exists in
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the Polish SMEs’ sector as regards the recognition of the salience of organizational learn-
ing. Interestingly, that the respondents stressed the notions of availability of information,
information flow and atmosphere at work, as well as the imperative of creating develop-
ment opportunities, suggests a form of a ‘shallow’ or “nascent” understanding of the key
business functions and factors determining an organization’s performance. This in turn
reveals a deficit in managerial skills. What can we learn from these findings? Two points
are necessary to address this question. On the one hand, the question is why the Polish
SMEs’ sector displays a certain neglect of the centrality of managerial skills? The other
question that needs to be asked is how to address this situation? Or which measures to
undertake to improve the status quo?

While detailed answers to these questions would require an in-depth study, at this
point suffice it to say that inasmuch as the organic, bottom-up growth of the SMEs’ sector
in Poland is responsible for the sector’s success, it is also a source of its today’s challenges.
In other words, a great number of SMEs in Poland were established as a direct response
to a need, be it the lack of income and/or unemployment. This suggests that individuals
establishing these SMEs were not necessarily subjected to any prior training or equipped
with any managerial skills. That these SMEs survived over the years was facilitated by the
benign macroeconomic environment over the past thirty years and by an overall business
friendliness of the regulatory framework. Under conditions of the COVID-19 related
economic strain, and exacerbated by increasing government intervention, much more was
required for specific SMEs not only to survive but to thrive. Furthermore, it would be
interesting to explore whether the specific sector of an SME’s engagement, e.g., information
and communication technology (ICT) versus provision of basic services, may have played
a role in this context. More research is needed to explore the notion of managerial skills
in connection to the specific sector a given SME represents. The notion of location might
play a role too. That being said, the question is what could be done? Two sets of actions are
needed, i.e., actions addressing the problem systemically, and actions targeting individual
SMEs. As for the systemic way of navigating the problem, it is necessary to distinguish
between short- (tax incentives for training and education in the SMEs’ sector) and long-term
strategies (entrepreneurship education). With regards to responses targeting individual
SMEs, several tools are already available. These include, advisory services for those who
are interested. To increase the motivation of SMEs to embark on these schemes, a form of
conditionality should be attached to loan and/or export insurance contracts.
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2020. [CrossRef]

19. Wosiek, R.; Visvizi, A. The VWRCA Index: Measuring a Country’s Comparative Advantage and Specialization in Services. The
Case of Poland. Economies 2021, 9, 48. [CrossRef]

20. D’Angelo, A.; Presutti, M. SMEs international growth: The moderating role of experience on entrepreneurial and learning
orientations. Int. Bus. Rev. 2019, 28, 613–624. [CrossRef]
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47. Firmy Pandemią Podzielone: Jak Radzą Sobie Po Lockdownie? BIG InfoMonitor/Biuro Informacji Gospodarczej InfoMoni-
tor. 2020. Available online: https://alebank.pl/firmy-pandemia-podzielone-jak-radza-sobie-po-lockdownie/ (accessed on
13 November 2020).
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