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Abstract

This paper proposes a framework which illustrates the moderating and mediating role of external environment and
organizational culture in the relationship between corporate entrepreneurship and business performance. The proposed
framework is developed based on the review of extant literature. Based on the proposed framework, it is presumed that the
effect of corporate entrepreneurship on business performance is dependent on whether external environment and
organizational culture are supportive or not.
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1. Introduction

Globally, business environment has become highly dynamic, unpredictable, and competitive (Kuratko, Ireland, &
Hornsby, 2004). This is aided by globalisation, trade liberalisation, and technological developments, particularly in the
area of ICT. All these developments have made the world to become a global market, where business organizations
compete beyond national boundaries. The scope of competition has been widely expanded, and this creates a lot of
challenges for business organizations and managers. Considering these scenarios, it becomes imperative for business
organizations to exhibit entrepreneurial behaviour and develop supportive organizational culture in order to survive, gain
a competitive advantage over competitors, and achieve superior performance. This is because entrepreneurial activities
within existing business organizations are a source of vitality and competitive advantage, which lead to superior business
performance (Antoncic & Hisrich, 2004; Kuratko et al., 2004; Lumpkin & Dess, 1996; Mohamad, Ramayah, &
Puspowarsito, 2011; Wang, 2008). Entrepreneurial or innovative activities refresh existing business organizations,
irrespective of their sizes and nature.

The theory of resource based-view (RBV) states that organizational resources which are valued, rare, and difficult
to duplicate and substitute are a source of competitive advantage, which is capable of improving business performance
(Barney, 1991). Corporate entrepreneurship (CE), in the light of RBV theory, is acknowledged as a valuable
organizational resource, which can give business organizations competitive edges over rivals in the marketplace. Thus,
corporate entrepreneurial activities contribute significantly to superior business performance (Lumpkin & Dess, 2001).
Corporate entrepreneurship is a source of competitive and growth strategies. CE rejuvenates and ensures continued
existence of an organization. All business organizations, whether new or old, small or large, must be proactive and
innovative in their behaviours in order to flourish and compete successfully in the marketplace (Kuratko et al., 2004).

Furthermore, the relationship between corporate entrepreneurship and business performance has been
considerably researched (Karacaoglu, Bayrakdaroglu, & San, 2012; Rauch, Wiklund, Lumpkin, & Frese, 2009).
Entrepreneurship scholars have postulated that corporate entrepreneurship leads to superior business performance.
However, a critical review of extant literature reveals that the findings concerning the relationship between corporate
entrepreneurship and business performance are inconclusive (Karacaoglu et al., 2013; Rauch et al., 2009). On the one
hand, some studies confirmed a positive relationship between corporate entrepreneurship and business performance
(Karacaoglu et al., 2012; Mokaya, 2012; Zhang & Zhang, 2012). On the other hand, other studies affirmed a negative
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CE-performance relationship (Covin, Slevin, & Schultz, 1994; George, Wood JR, & Khan, 2001; Shamsuddin, Othman, &
Shahadan, 2012).

Also, there are divergent arguments concerning the impact of corporate entrepreneurship on business
performance. Some researchers have argued that the relationship between corporate entrepreneurship (i.e.
entrepreneurial orientation) and business performance depends on other strategic business orientations such as market
orientation, employee orientation, and learning orientation (Kwak, Jaju, Puzakova, & Rocereto, 2013; Wang, 2008; Zhao,
Li, Lee, & Chen, 2011). They argued that corporate entrepreneurship will have more positive impact on business
performance if it is combined with other strategic business orientations. Other researchers have also posited that the
impact of corporate entrepreneurship on business performance depends on a multiplicity of different factors such as
organizational structure, external environment, top management support, reward system, organizational culture, and
organizational resources and competencies (Kuratko et al., 2004; Rutherford & Holt, 2007). More so, some other scholars
have argued that continuous engagement by business organizations in entrepreneurial activities does not guarantee
continuous superior business performance, especially in emerging economies like China, for lack of organizational
formalisation, institutional support, and experienced managers (Tang, Tang, Marino, Zhang, & Li, 2008; Tang & Tang,
2010).

In view of the inconsistencies and divergent views about corporate entrepreneurship-performance relationship,
there is a need to further examine CE-performance relationship by introducing a moderator and a mediator. Researchers
have opined that introduction of a moderator or a mediator will help to strengthen or clarify the relationship between a
dependent variable and an independent variable (Antoncic & Hisrich, 2004; Rauch et al., 2009; Wu & Zumbo, 2007).
Contingency theory states that the relationship between variable A and variable B depends on variable C (Rauch et al.,
2009). This means that there must be congruence among key organizational and environmental variables for an optimum
performance to be achieved. The organizational and external environmental variables must be properly aligned for
effective and efficient accomplishment of business objectives. Thus, in order to strengthen or clarify the relationship
between corporate entrepreneurship and business performance, two variables are introduced in the proposed framework.
The two variables are external environment and organizational culture. External environment is introduced to moderate
the relationship between corporate entrepreneurship and business performance whereas organizational culture is
introduced to mediate CE-performance relationship.

This implies that the relationship between corporate entrepreneurship and business performance depends on
external environmental factors whereas corporate entrepreneurship affects business performance through supportive
organizational culture. While external environment has been frequently used by many previous researchers as a
moderator of CE-performance relationship, organizational culture is rarely used as a mediator in the study of CE-
performance relationship — a gap which this paper narrows.

The objective of this paper, therefore, is to propose a framework that shows the moderating and mediating effects
of external environment and organizational culture on the relationship between corporate entrepreneurship and business
performance. To achieve this objective, the remaining part of this paper will review relevant literature on corporate
entrepreneurship, external environment, organizational culture, and organizational performance with a view to formulating
propositions that show the relationships among the variables. Thereafter, a framework that depicts the relationships
among the variables will be presented. Finally, the paper will be summarised, conclusions will be drawn, and the
implications of the proposed framework will be highlighted.

2. Literature Review
2.1 Corporate Entrepreneurship (CE)

Corporate entrepreneurship cannot be properly discussed or understood without defining the term entrepreneurship.
Entrepreneurship has been variously defined by different authors, from different perspectives. Schumpeter defined
entrepreneurship as a process of doing things that are not generally done in the ordinary course of business routine
(Kuratko, 2009). Shapero defined it as a type of behaviour which encompasses initiative taking, organization of economic
mechanisms to turn resources and situations into practical account, and acceptance of risks of failure (Kuratko, 2009).
Ronstadt also defined entrepreneurship as a process of creating wealth by individuals who assume the risks of providing
value for some product (Kuratko, 2009). Kuratko (2009) summarizes the definitions given by Schumpeter, Shapero and
Ronstadt by defining entrepreneurship as a dynamic process of change, vision and creation which requires an application
of passion and energy for the purpose of creating and implementing new ideas and creative solutions. He also added that
entrepreneurship encompasses willingness and ability to take calculated or prudent risks; a skill to marshal the required
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resources and develop a solid business plan; and the vision to see or recognize opportunity where others see none.

From the definitions of entrepreneurship given above, it can be implied that corporate entrepreneurship is
entrepreneurship within an existing organization, an organizational-level entrepreneurship. Like its parent field
(entrepreneurship), corporate entrepreneurship has been variously defined, although it does not have a universally
acceptable definition. According to Stevenson and Jarillo (1990), corporate entrepreneurship is defined as the ability of an
organization to identify and pursue market opportunities without being inhibited by scarce organizational resources. In
agreement with the definition given by Stevenson and Jarillo; Ireland, Kuratko, and Morris (2006) defined CE as a
process by which people or a group of people in organizations identify and pursue opportunities without being limited by
organizational resources. Corporate entrepreneurship is also defined as a process whereby individuals or a group of
individuals in existing organizations create new business or initiate some strategic improvements to existing
organizational products, processes, and practices (Sharma & Chrisman, 1999). Zahra et al (2000) defined CE as
organizational activities that are directed at establishing a new business within the organization (Kuratko, Morris, &
Covin, 2011).

A synthesis of the definitions of CE shows that corporate entrepreneurship is concerned with corporate venturing,
innovation, and strategic renewal (Antoncic & Hisrich, 2004; Wang & Zhang, 2009). While corporate venturing refers to
the establishment of a new business within or outside an existing organization, innovation is the introduction of new
products or services into new or existing markets. Strategic renewal, on the other hand, involves making some strategic
improvements to existing organizational processes and products or services. Corporate entrepreneurship is
conceptualized and operationalized in two ways, entrepreneurial orientation (EO) and entrepreneurial management (EM).
Entrepreneurial orientation and entrepreneurial management measure the entrepreneurial posture or positioning of an
organization as reflected in organizational activities, processes, practices, and administrative routines.

In a bid to define EO, Miller (1983) described an entrepreneurial firm as one that engages in innovative, proactive,
and risk-taking acts (Covin & Wales, 2012). Entrepreneurial orientation is also defined as organizational processes and
practices which lead to creation of a new business as characterized by one or a combination of the following dimensions:
risk taking, innovativeness, proactiveness, competitive aggressiveness, and autonomy (Covin & Wales, 2012; Lumpkin &
Dess, 1996). Pearce, Fritz, and Davis (2010) defined EO as a set of distinct but similar behaviours which possess the
features of risk taking, innovativeness, proactiveness, competitive aggressiveness, and autonomy (Covin & Wales, 2012).
Entrepreneurial orientation as conceptualized by Miller (1983) is operationalized by Covin and Slevin (1989) as a
unidimensional construct with three sub-dimensions, namely risk taking, innovativeness, and proactiveness. They argued
that the three dimensions covary with one another. This means that as one dimension increases, the other dimensions
will equally increase and vice versa. Furthermore, Lumpkin and Dess (1996) indentified two dimensions in addition to the
three dimensions identified by Miller/Covin and Slevin, thereby bringing the dimensions of EO to five. The two dimensions
added by Lumpkin and Dess are: autonomy and competitive aggressiveness. Contrary to Miller/Covin and Slevin's
proposition that EO is a unidimensional construct and that its dimensions covary, Lumpkin and Dess looked at EO as a
multidimensional construct and concluded that the dimensions of EO do not covary. They argued that the dimensions of
EO vary independently with business performance, depending on how supportive organizational and environmental
variables are. Risk taking is the willingness to commit own or borrowed resources to a venture or project without having
assurance of making profit. Innovativeness refers to the introduction of new products, processes, or making some
strategic improvements to existing products or processes. Proactiveness is a situation where an organization anticipates
opportunities and organizes resources for exploitation of the identified opportunities before other organizations notice the
presence of such opportunities. Autonomy refers to a situation where employees or a group of employees are given
freedom to take initiatives in exploring and exploiting identified opportunities without being obstructed by bureaucratic
processes. Competitive aggressiveness refers to the desire of an organization to outperform others by changing its
competitive strategies or techniques which are reflected in the ways resources are deployed.

In order to establish a link between entrepreneurship and corporate entrepreneurship, Stevenson and Jarillo (1990)
defined entrepreneurship management as the ability of an organization to identify and pursue market opportunities
without being inhibited by limited organizational resources. They described corporate entrepreneurship as a management
practice that is opportunity-based, rather than resource-based. On the basis of Stevenson and Jarillo’s definition of EM;
Brown, Davidsson, and Wiklund (2001) operationalized EM as a construct with six dimensions, namely strategic
orientation, resource orientation, management structure, reward philosophy, growth orientation, and entrepreneurial
culture. Strategic orientation refers to a situation where opportunities are first identified and resources to exploit them are
marshalled. It simply means opportunity perception precedes strategies for exploiting the opportunity. Resource
orientation refers to the importance of resources in the exploitation of opportunities. According to Stevenson and Jarillo,
for promoter organizations, opportunities are maximized while resources to exploit opportunities are minimized. In the
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same vein, for trustee organizations, opportunities are carefully analyzed to ascertain the risks involved before investing
resources. This is because once the decision to invest is taken; it will be difficult to be reversed. Management structure
means that organizational structure should be structured in a way that an organization will be able to access the
resources it does not own. It also means that organizational structure should be flexible so that individuals or groups
within the organizations should be able to pursue identified opportunities to fruition without being obstructed by
bureaucracies. Reward philosophy means that employees’ rewards should be based on contributions to value creation.
Growth orientation means that all organizations desire to grow. However, while promoter organizations desire to grow
speedily, trustee organizations desire to grow slowly. Entrepreneurial culfure means that employees should be
encouraged to be creative and innovative in order for the organization to behave entrepreneurially.

Although Brown et al., (2001) argued that the dimensions of entrepreneurial orientation and entrepreneurial
management partly overlap, empirical findings show that organizations benefit more for being entrepreneurially disposed
if they are also entrepreneurial in their management styles (Gurbuz & Aykol, 2009). As pointed out at the Introduction
section, several studies have been conducted on CE-performance relationship. However, existing empirical findings show
inconclusiveness. This means CE-performance relationship needs to be further investigated. Thus, the following
proposition is developed.

Proposition 1: There is significant relationship between corporate entrepreneurship and business performance

2.2 External Environment as a Potential Moderator

Generally, business environment refers to forces, factors, or institutions which influence business activities and
performance (Kumar, Subramanian, & Yauger, 1998; Nasiripour, Raeissi, & Hosseini-Fahraji, 2012; Sul, 2002; Ting,
Wang, & Wang, 2012). It is divided into two, namely internal environment and external environment. While the internal
environment is controllable, the external environment is uncontrollable. Although the internal environment is important in
business planning and decision-making processes, but of more importance is the external environment which
organizations and managers cannot control. External environment refers to forces outside the organization which exert
uncontrollable influences on business activities and performance. The impact of the external environment is often
examined through its various dimensions. The dimensions of external environment that are usually examined include
dynamism, hostility, munificence and complexity (Sul, 2002). External environmental dynamism refers to the
unpredictability of the environment as a result of frequent changes while environmental hostility refers to stiff competition
that exists among organizations that operate in the same or related industry. Environmental complexity refers to varied
and complex information that an organization needs to thrive in an environment. Environmental munificence refers to the
presence of opportunities in the environment and availability of resources to exploit available opportunities (Rosenbusch,
Rauch, & Bausch, 2011). Another important dimension of external environment which is also considered is the industry
life-cycle stages. Industry life-cycle stages refer to the states of the industry, whether it is emerging, growing, or maturing.
Overall, the dimensions of external environment exert different influences on business activities and performance.

Business organizations are not operated in a vacuum. A business organization is described as an open system
which interacts with its external environments symbiotically (Racelis, 2010). In other words, business organization
benefits from its environment and vice versa. External environment provides opportunities for business organizations to
exploit. Also, resources to explore and exploit available opportunities are provided by the external environment. Thus, the
availability or otherwise of these opportunities and resources determine the success or failure of business organizations.
External environment, therefore, is regarded as an antecedent to corporate entrepreneurship and business performance.
Available empirical findings show that external environment has both direct and indirect impact on entrepreneurial
activities and business performance (Awang et al., 2009; Covin & Slevin, 1991; Wiklund & Shepherd, 2005). Existing
literature reveals that business organizations benefit more for engaging in entrepreneurial activities if business
environment is highly dynamic and competitive (Covin & Slevin, 1989, 1991; Ireland et al., 2006). The favourableness or
otherwise of external environment determines the impact of corporate entrepreneurial activities on business performance.
Therefore, considering the impact of external environment on business activities and performance, the following
proposition is developed:

Proposition 2: The relationship between corporate entrepreneurship and business performance is moderated by
external environment.

2.3 Organizational Culture as a Potential Mediator

Organizational culture is one of the internal organizational variables that have impact on business activities and
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performance (Covin & Slevin, 1991). Schein defined organizational culture as a set of basic assumptions, values, norms,
and artefacts which are shared by members of an organization and define how an organization functions (Geldenhuys,
2006). Organizational culture is also defined as the perception of organizational members regarding how organizational
work should be performed (Van den Berg & Wilderom, 2004). Organizational culture influences every part of an
organizational life. It affects the behaviours of an organization and organizational members. It also affects how
organizational members relate with one another within the organization and how they relate with people outside the
organization such as customers, suppliers, and other organizations. Thus, supportive organizational culture is needed for
an organization to undertake certain activities and improve its performance. Extant literature shows that entrepreneurial,
adaptive, and innovative cultures are a sources of competitive advantage and also contribute to improved business
performance and effectiveness (Nazir & Lone, 2008; Rose, 2008). Thus, corporate entrepreneurship affects business
performance through entrepreneurial, adaptive, and innovative cultures.

Organizational culture is a multidimensional concept. There are different types of organizational culture. This
means that business organizations possess or develop different cultures. Deshpande and Farley (1999) classified
organizational culture as entrepreneurial culture, competitive culture, consensual culture, and bureaucratic culture. Also,
Cameron and Freeman (1991) categorized organizational culture into adhocracy culture, clan culture, market culture, and
hierarchy culture. Wallach (1983) equally classified organizational culture as supportive, innovative, and bureaucratic.
Accordingly, given the influence of organizational culture on business activities and performance, the following
proposition is developed:

Proposition 3: The relationship between corporate entrepreneurship is mediated by organizational culture.

3. Corporate Entrepreneurship, External Environment, Organizational Culture, and Organizational Performance

One of the objectives of a business organization is to improve its performance. Performance could be in terms of
profitability, market share, growth, or overall business performance. For any business organization to improve its
performance, it must consciously undertake certain activities, exhibit certain behaviours, and align itself with external
environmental dictates. Available literature shows that entrepreneurial activities such as risk-taking, innovativeness,
proactiveness, autonomy, and competitive aggressiveness have positive relationship with profitability, market share,
growth, and overall business performance (Barringer & Bluedorn, 1999; Bhardwaj & Momaya, 2006; Covin & Slevin,
1991; Hameed & Ali, 2011; Ireland et al., 2006; Lassen, Gertsen, & Riis, 2006; Lumpkin & Dess, 1996; Odumeru, 2013;
Olakitan & Charles, 2012). A business organization needs to be innovative, proactive, risk tolerant, and competitively
aggressive. It must also adopt a flexible structure in order to improve its performance.

In addition, for a business organization to undertake entrepreneurial activities and improve its performance, it must
possess or exhibit supportive organizational cultures. Organizational culture affects business activities and performance
(Chuang, Morgan, & Robson, 2012; Nazir & Lone, 2008). It also affects organizational behaviours and determines how an
organization relates with its external environment. In this paper, it is argued that for an organization to undertake
entrepreneurial activities and improve its performance, it must possess entrepreneurial culture. Entrepreneurial culture
requires that a business organization should be creative, innovative, and must not be averse to risk-taking. Also, learning
and adaptive cultures are necessary for corporate entrepreneurial activities to impact positively on business performance.
More so, organizational culture of change and innovation is necessary for entrepreneurial activities to thrive (Ireland et al.,
2006). It is argued that organizational culture must support risk-taking, proactiveness, and innovativeness for a business
organization to behave entrepreneurially (Covin & Slevin, 1991).

Furthermore, external environmental factors affect business activities and performance. In other words, business
activities and performance are dependent on external environmental factors. External environmental factors play an
important role in business planning and decision-making. In this paper, it is proposed that CE-performance relationship is
contingent on external environment. External environment has both direct and indirect effects on business activities and
performance (Gaur, Vasudevan, & Gaur, 2011; Sebigunda, 2013; Ting et al., 2012). As pointed out earlier, it is argued
that entrepreneurial activities will have more positive impact on business performance if external environment is highly
dynamic and competitive (Covin & Slevin, 1989, 1991; Miller, 1983).
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4. Proposed Framework
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Figure 1. Proposed Framework

Figure 1 shows the proposed relationships among the variables examined in this paper. In the proposed framework, the
thick line illustrates the direct relationship between corporate entrepreneurship and business performance. This means
that corporate entrepreneurship is presumed to have a direct impact on business performance. The dotted line shows the
moderating effect of external environment on the relationship between corporate entrepreneurship and business
performance. It implies that corporate entrepreneurship-performance relationship is dependent on external environment.
It also means that external environment affects both corporate entrepreneurship and business performance. The thin line
depicts the mediating role of organizational culture in CE-performance relationship. It means corporate entrepreneurship
affects business performance through organizational culture. Put differently, organizational culture has a relationship with
both corporate entrepreneurship and business performance.

5. Methodology

As a conceptual paper, it reviewed both theoretical and empirical literature, specifically on corporate entrepreneurship,
external environment, organizational culture, and organizational performance. In order to achieve the objective of this
paper, which is to propose a framework that illustrates the moderating and mediating effects of external environment and
organizational culture on the relationship between corporate entrepreneurship and business performance, related
previous articles were collated, reviewed, and synthesized.

6. Conclusions and Implications

This paper proposes a framework which illustrates the moderating and mediating effects of external environment and
organizational culture on the relationship between corporate entrepreneurship and business performance. It is assumed
that the effect of corporate entrepreneurship on business performance is dependent on supportive external environmental
factors and organizational cultures. The implication is that business organizations will benefit more for undertaking
entrepreneurial activities if environment is dynamic and competitive. Also, business organizations will benefit for behaving
entrepreneurially if the environment which they operate in presents opportunities for exploitation and resources for
exploiting the opportunities. The framework also implies that for business organizations to be entrepreneurially inclined,
supportive cultures are required. This means that business organizations need to possess and continually develop
entrepreneurial, innovative, and adaptive cultures if optimum performance must be achieved through entrepreneurial
activities. The practical implication of this proposed framework is that business managers must be innovative, proactive,
and risk-tolerant if their organizations must gain a competitive advantage and achieve superior performance. It also
implies that for business organizations to behave entrepreneurially, the managers themselves must be entrepreneurial in
their thinking and behaviours. This is because it is the entrepreneurial behaviours of employees (managers inclusive) that
translate into organizational entrepreneurial behaviours. After all, creative and innovative ideas emanate from people, the
employees of the organization.
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