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The impact of entrepreneurial orientation (EO) on firm performance: The moderating 
role of top management team functional background and educational background.

Abstract 

Entrepreneurial orientation is an essential key for firms' success.Prior studies examined factors 

that impact EO-performance. However, the TMT functional background and educational 

background are missing links in examining the relationship between EO and firm performance. 

Drawing on upper echelon theory (Hambrick and Mason,1984), this study investigates the 

relationship between entrepreneurial orientation and firm performance by using the role of 

TMT functional and educational background as moderators.

Introduction 

Entrepreneurial orientated firms perform better than other firms (Zahra, 1991; Zahra and 

Covin, 1995; Wiklund, 1999). It is recognized in research that entrepreneurial firms play a 

significant role in economic growth (Henderson & Weiler, 2010). With more than 100 

entrepreneurial orientation studies, it has become one of the most exciting topics in 

entrepreneurship and strategy fields in the last three decades. (Lumpkin, 2011; Rauch et al., 

2009). Many studies have been done in EO-performance, and many studies found EO 

contributes to firm performance (e.g., Saeed et al., 2014; Rauch et al., 2009).In firms, EO 

specifies the decision-making style, and EO is connected to the firm's strategic planning and 

the firm's attitude, individuals, and behavior. (Covin & Slevin, 1989).The literature of EO has 

been growing to cover various types of firms and organizations (e.g., Kraus, 2013; Tajjedini et 

al., 2013). Entrepreneurial orientated firms could respond to competitive environments' 

challenges (Lumpkin & Dess, 1996; Shane & Venkataraman, 2000).
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Data on EO research has been collected from 41 nations (Saeed et al., 2014). Autonomy, 

innovativeness, risk-taking, proactiveness, and competitive aggressiveness are the five 

dimensions of entrepreneurial orientation (Lumpkin & Dess,1996).Competitive aggressiveness 

as one dimension of entrepreneurial orientation expresses the firm's reaction to competitive 

threats, and proactiveness as one of the EO dimensions expresses the firm's reaction to market 

opportunities (Lumpkin & Dess., 2001). Unlike the firm's established practices, innovativeness 

as a dimension of EO means establishing a new process, experiments, services, or products. 

(Lumpkin & Dess, 1996; Rauch et al., 2009). Risk-taking is taking high-risk decisions with 

expectations of high returns (Covin & Slevin, 1989). Lumpkin et al. (2009) state, “autonomy 

means the freedom and flexibility to develop and enact entrepreneurial initiatives.” Lomberg 

et al. (2016) suggest that each dimension of EO should be considered carefully, and it is better 

not to apply all the dimensions of EO blindly.

Ordinary firms are less innovative and less risk-taking, unlike EO firms who are risk-taking, 

proactive, and innovative(Barringer & Bluedorn,1999).Instead of learning from other 

corporates’ experience in terms of risk-taking, the EO dimension of risk-taking is positively 

connected to a successful firm, and it helps to solve situations that include risks to the firm 

(Frank et al., 2007). Previous studies on EO, including EO dimensions'  use, depend on internal 

and external factors(Lumpkin & Dess, 1996). Thus, it differs from corporate to another based 

on the factors. Moreover, the use of EO dimensions differs from one industry and situation to 

another (Covin & Slevin, 1989). Alvarez and Busenitz. (2001) suggest that the EO's use is the 

characterization of the process that indicates many activities such as new opportunities and 

new investments that will benefit the corporate.
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Previous research has shown the relationship between entrepreneurial orientation diminutions 

and firm performance (Lumpkin and Dess, 1996; Dess and Lumpkin, 2005). Previous literature 

also suggests that there are types of performance which are International performance 

(Jantunen et al., 2005), objective performance (Tang et al., 2008), Market performance 

(Hughes et al., 2007), overall performance, and innovation performance (Alegre & Chiva, 

2013). Over time the positive impact of entrepreneurial orientation on firm performance has 

been rising (Zahra & Covin, 1995; Wiklund, 1999). The influence on firm performance could 

have many perspectives, such as growth increase and satisfying firms' owners (Zahra & Covin, 

1995). Yu et al. (2018) suggest that the culture of the country and the environment are essential 

when examining autonomy and firm performance. Factors such as the age of the firm, the kind 

of innovativeness, and culture affect the influence of innovation on firm performance 

(Rosenbusch et al., 2011). Moreover, in the long term EO is associated with firm performance 

(e.g., Becherer & Maurer, 1997; Lumpkin & Dess, 1996; Wiklund& Shepherd, 2005; Wiklund, 

1999).

Proactiveness and competitive aggressiveness make a unique contribution to firm performance 

(Lumpkin & Dess, 2001). Risk-taking, innovativeness, and proactiveness positively contribute 

to firm performance, but in different ways (Putniņš & Sauka, 2019). EO positively affects firm 

performance, and this direct impact is decreased when the knowledge creation process is 

included in the total effect as a mediator (Li et al., 2008). Managers should consider 

organizational learning and innovation performance to boost a positive relationship between 

EO and firm performance (Alegre & Chiva, 2013). Moreover, Wang (2008) suggests that 

entrepreneurial firms must foster organizational learning to maximize EO's effect on 

performance. To explain and unravel the way EO contributes to firm performance, moderating 

variables are added to the studies (Rauch et al., 2009).
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Hambrick and Mason (1984) classify TMT functional background into three classifications: 

output function, throughput function, and peripheral function.Previous studies on  top 

management team considered functional background an area that TMT has spent time in 

(Cohen & Bailey, 1997;  Milliken & Martins, 1996). TMT functional background impacts the 

way that TMT members use to solve firm problems(Dearborn & Simon,1958). The desire to 

expand and make strategic decisions is higher with TMT members who have a high level of 

functional background (Boeker,1997). Smith et al. (1994) suggest that a variety of past 

experiences would lead the TMT members to a better evaluation of the options and choices to 

make effective decisions. Moreover, TMT members' relevant functional background is 

influential for the corporation than the members without relevant functional background 

(Boeker, 1997). The TMT functional background identifies how the TMT member is the best 

fit to make corporate decisions (Perrow, 1970).

The functional background is an essential factor in shaping TMT  orientation and ability in 

their work. (Datta, 1997). TMT's functional background impacts the changes that they make in 

terms of the firm's effectiveness (Waller et al., 1995). The TMT collaboration and the exchange 

of information are two critical conditions to unleash the performance advantages of functional 

background diversity(Boone & Hendriks, 2009). Cannella et al. (2008) suggest that TMT 

functional background's diversity is positively connected to firm performance and negatively 

connected to TMT members who are geographically distributed. Menz (2012) suggests that the 

TMT members' functional background impacts corporate performance.The TMT functional 

background diversity has both pros and cons, and the difficulty is to expect a significant 

performance influence (Bunderson, 2003; Carpenter, 2002).The relationship between firm 

performance and TMT members depends on factors such as characteristics and the support of 
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the chief executive officers (Menz, 2012). TMT members who have overseas experiences 

positively impact the long and short term performance, and TMT with government 

backgrounds positively impact firm’s overseas performance (Wang et al., 2015).

The top management team's educational background is as important as functional background, 

and both are defined to determine how top management team make their managerial decisions 

(Hambrick & Mason, 1984; Hitt & Tyler, 1991; Wiersema & Bantel, 1992).Top management 

team members whose majors in engineering or science fields are more likely to enhance 

competitiveness through innovation than following less risk strategy (Tyler & Steensma, 1998; 

Barker & Mueller, 2002). In terms of perspectives, people with educational backgrounds in 

engineering are different from people with educational backgrounds in history (Hambrick & 

Mason,1984). Kimberly and Evanisko. (1981) suggest that the top management team's 

acceptability of innovation is based on the level of education. Individuals who are educated 

can surpass ambiguity and difficult situations (Dollinger, 1984).

 

The diversity in educational background of TMT creates new views and foster innovative 

options (Simons et al.,1999). Thus, it leads to a better performance of the firm.The kind of 

academic degree TMT members hold impact their decision-making strategies (Hitt & Tyler, 

1991). TMT members with MBA degrees improve the firm revenue, and the corporate social 

responsibility executive's experience positively impacts firm performance(Wiengarten et al., 

2015). The educational background of TMT members would negatively impact the firm 

performance when the level of leadership is low (Wu & Wei, 2010).
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TMT Educational background and functional background reflect TMT members' 

professionalism (Hambrick & Mason, 1984; Walsh, 1988; Smart &Pascarelta, 1986). Lee et 

al. (2017) suggest that firms need to appoint TMT members who have innovation experience 

to raise firm performance. Bantel & Jackson. (1989) found that high levels of TMT functional 

background and educational background are positively connected to innovation. Also, 

Hambrick and Mason. (1984) found that a high level of education is positively connected to 

overall innovation. Educational and functional background heterogeneous fail because it slows 

the decision-making process, which affects firm performance. (Cannella et al, 2008; Chatman 

& Flynn, 2001). Wu et al. (2010) suggest that with a high level of TMT leadership, educational 

background, and functional background of the top management team are positively connected 

to corporate performance. However, psychological attachment is a negative result of 

educational and functional background heterogeneous which, in turn impacts firm performance 

(Cannella et al, 2008; Chatman & Flynn, 2001).Previous studies found that the diversity of 

TMT members impacts EO and innovation (e.g., Ancona & Caldwell, 1992; Boeker, 1997a, 

1997b; Miller et al, 1998; O’Reilly et al, 1993; Talke et al, 2011). Team heterogeneity is 

negatively associated with strategic consensus, and that would lead to a delay in the 

entrepreneurial move for the firm (Hambrick et al., 1996).

Previous studies found that the impact of EO on firm performance is affected by variables such 

as culture and business size(Rauch et al., 2004), the access to the dynamism of the environment 

and financial resources(Wiklund & Shepherd, 2005), the effect of network capabilities (Walter 

et al., 2005), the effect of strategic processes (Covin et al., 2006), and the firm's learning 

orientation ( Wang, 2008). Although Doorn and Volberda. (2009) investigated how the senior 

team's two attributes moderate the relationship between entrepreneurial orientation and firm 

performance, their focus was only on senior team heterogeneity and shared vision attributes. 
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The top management team plays a significant role in creating organizational characteristics by 

being an essential part of the decision-making process (Hambrick et al., 1996).  Thus, TMT 

functional background and TMT educational background are missing links in examining the 

relationship between EO and firm performance. The objective of this study is to advance the 

literature that has studied EO-performance by using TMT functional background and TMT 

educational background as moderators to examine the impact of EO on firm performance. 

Specifically, the study’s question is to what extent is entrepreneurial orientation related to firm 

performance, and is the relationship moderated by TMT functional background and TMT 

educational background?

In this study, I make a contribution to the literature. I cast additional light on how the functional 

background and educational background of the top management team (TMT) as moderators 

affect the firm performance of an entrepreneurial oriented company. This study seeks to 

contribute to the EO-performance literature by incorporating the functional background and 

educational background of the top management team (TMT) as moderators.

Hypotheses Development 

Hambrick and Mason (1984) suggest upper echelon theory that the firm outputs are based on 

the top management team background attributes. Moreover, functional track and education are 

two characteristics of TMT, and performance, which includes growth, profitability, and 

survival, is considered organizational outcomes (Hambrick & Mason, 1984). Drawing on upper 

echelon theory (Hambrick & Mason, 1984). This study argues that TMT's functional 

background and educational background moderate the relationship between entrepreneurial 

orientation and firm performance. Upper echelon theory (Hambrick & Mason, 1984) helps to 

build this argument, which leads to the following two hypotheses:
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H1/TMT functional background moderates the relationship between entrepreneurial 

orientation and firm performance such that when TMT's experience is high, the relationship 

between entrepreneurial orientation and firm performance is stronger compared to when TMT's 

experience is low.

H2/TMT educational background moderates the relationship between entrepreneurial 

orientation and firm performance such that when TMT’s education is high, the relationship 

between entrepreneurial orientation and firm performance is stronger compared to when TMT's 

education is low.

   H1

   H2

Entrepreneurial 
Orientation Firm Performance

TMT 
Functional 

Background 
(Experience)

TMT 
Educational 
Background 
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