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ABSTRACT 
 

 
Researchers and policymakers have reviewed the effects that entrepreneurship has on 

wealth creation across various regional contexts.  Typically, entrepreneurship has been 

associated with higher levels of prosperity and is often the best cure for socioeconomic ills 

within a community.  However, the United States has seen a peculiar phenomenon in that 

minority-owned firms tend to underperform white-owned firms in general.  This disparity 

hampers both the economic prosperity for the affected groups and the United States overall.  

The literature has presented reasons why minority firms underperform white firms in 

general.  Some explanations for the performance gap between minority and white firms are: 

differences in wealth levels between minority and white business owners; location of many 

minority businesses in primarily minority and low-income areas; evidence of racism in lending 

decisions made by banks; and, importantly, the propensity for many minority entrepreneurs to be 

discouraged borrowers who need money but do not apply for loans.  Of these various reasons, 

the discouraged borrower phenomenon is of  particular interest for this study because being a 

discouraged borrower is a cognitive bias that may be reformed.  As such, it is a factor that a 
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minority entrepreneur can be aware of and control much more easily than the other factors, such 

as lower wealth levels or uneven playing fields because of racism.  

The psychological reasons for discouraged borrowing have not been extensively studied 

and the literature is virtually silent with regard to minority entrepreneurs and discouraged 

borrowing.  This dissertation fills this gap by examining three constructs with the opportunity to 

explain discouraged borrowing and its impact on performance: (a) how varying levels of 

entrepreneurial orientation (EO) affect minority entrepreneur levels of discouraged borrowing, 

(b) how varying levels of EO influence the trust levels of minority entrepreneurs for partners of 

different ethnicities, and (c) how the trust levels of minority business owners for business 

partners who are not of the same ethnicity (co-ethnic) influence social capital and ultimately firm 

performance.  The concept of EO was used because strategic orientation is critical for a firm’s 

success and high levels of EO have been shown to be associated with higher levels of firm 

performance.  An argument is made that higher levels of EO are also associated with higher 

levels of both trust and performance for minority entrepreneurs.  

This study used two models: the first is a multivariate model to show the direct effects the 

sub-dimensions of EO have on a minority entrepreneur’s propensity to be a discouraged 

borrower and firm performance.  The second is a structural equation model (SEM) to show the 

role that interracial distrust plays in influencing a minority entrepreneur’s social capital, 

willingness to use bank loans, and firm performance. 

This dissertation provides evidence that EO and interracial distrust are competing 

factors—EO has positive association with firm performance both directly (as shown in the 

multivariate model) and indirectly but through several channels (as shown in the SEM model).   

Conversely, interracial distrust appears to be negatively correlated with any of the channels 
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associated with greater firm performance.  This suggests that although interracial distrust may 

well be a learned response to negative behaviors with white partners who engage minority 

entrepreneurs, care must still be taken on the part of the minority entrepreneur to adopt 

productive relationships with external business partners and bankers for the greatest odds of 

success. 
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The Intersection of Entrepreneurial Orientation, Trust, and Social Capital—How These Factors 

Affect Funding Choices and Firm Performance for Minority Entrepreneurs 

 There is little argument to the importance entrepreneurship has to the U.S. economy.  

Entrepreneurs create jobs for themselves and others by opening firms and contribute mightily to 

the overall health of a community.  As evidence of this importance, the U.S. Bureau of Labor 

Statistics has shown that new businesses have created between 3 and 4 million jobs per year 

since 1994 (2016).  Yet, entrepreneurship has not provided even results across racial and ethnic 

groups in the United States.  There are imbalances in the United States that seem to be based on 

ethnic and racial original in terms of the amount of wealth derived from business ownership, 

self-employment rates, and overall success of firms.  As example of the wealth imbalance from 

business ownership, Pew Research reports that the median net worth of business ownership for 

white households is typically 150% to 250% more than that of Hispanic and black households, 

respectively (2011).  Additionally, the Bureau of Labor Statistics reports self-employment rates 

of only 5.2% of blacks, 8.3% of Hispanics, and 10.9% of whites (2016)  

Specific to performance, minority firms tend to be smaller, less profitable, and much 

more likely to fail (Bates & Robb, 2014).  This is especially true for minority firms that serve a 

co-ethnic and urban market (Fairlie & Robb, 2010).  If minority firms operated at parity to white-

owned firms, the total contribution to the U.S. economy from such firms would have generated 

$2.5 trillion in receipts and have employed 16.1 million persons as of 2002, which is more than 

300% greater than the actual contribution for receipts and employee counts for minority-owned 

firms during that same period (Fairlie & Robb, 2010). 

One critical barrier to minority firm performance is the greater propensity for minority 

entrepreneurs to be discouraged borrowers (Bates & Robb, 2014).  Discouraged borrowers are 

businesspeople who need funding of some sort but decline to apply for a bank loan for various 

https://www.bls.gov/bdm/entrepreneurship/bdm_chart2.htm
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reasons (Gama, Duarte, & Esperança, 2017).  The results of discouraged borrowing syndrome 

include not only minority businesses being underfunded (Bates & Robb, 2014), but also the 

removal of the benefit that bank loans have for businesses in terms of monitoring and greater 

chances of survival (Cole & Sokolyk, 2018).  By over-leveraging personal funding over bank 

debt, minority firms pay more for funds and lose the performance benefits to be had from a 

relationship with an interested and engaged banker.  In this dissertation, we separate discouraged 

borrowing into two constructs: (a) willingness to seek loans from banks (external sources) and 

(b) willingness to seek loans from family or friends (personal sources). 

Although successful minority firms tend to be persistent when it comes to applying for 

needed resources (Kim, 2011), there is substantial evidence that many minority entrepreneurs are 

significantly more discouraged from applying for needed loans than white entrepreneurs.  For 

example, blacks and Hispanics have been shown to be 53% and 27% more likely to not apply for 

needed business loans than whites (Cavalluzzo, Cavalluzzo, & Wolken, 2002).  Most 

explanations linking discouraged borrowing and minority entrepreneurs tend to be 

socioeconomic in nature.  For example, Han, Fraser, and Storey (2009) found that discouraged 

borrowers tend to be younger, poorer, less likely to have a college degree, and more likely to 

operate in a crowded market.  Firms of discouraged minority borrowers are also more likely to 

be located in urban areas (Bates & Robb, 2016; Cole & Sokolyk, 2018).  Although funding is a 

critical component for minority entrepreneurs to succeed, relatively little empirical research has 

examined this phenomenon outside of socioeconomic status (Barr, 2015).  Research that 

investigates psycho-social constructs for explaining the discouraged borrower syndrome and its 

impact on performance is thus warranted (Austin, 2016).  To this end, this study examined three 
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theoretical constructs that may explain the discouraged borrower effect for minority 

entrepreneurs, including entrepreneurial orientation (EO), interracial distrust, and social capital.   

The concept of EO reflects the process by which businesses make new entry, which can 

manifest in ways such as a new firm opening, a new product being introduced to market, or some 

new innovation being brought to customers (Lumpkin & Dess, 1996).  The EO construct 

includes as sub-dimensions the separate traits of proactiveness, innovation, risk-taking, 

competitive aggressiveness, and autonomy (Lumpkin & Dess, 1996).  Higher levels of EO have 

been shown to have a reliable association with higher levels of business performance (Rauch, 

Wiklund, Lumpkin, & Frese, 2009).  Accordingly, lower levels of EO, especially some of its 

sub-dimensions such as risk-taking, may influence the minority entrepreneur to avoid debt as the 

entrepreneur may be less focused on growth and reluctant to take on added risk through higher 

debt.  This is an important area of study because the sub-dimensions of EO have a complicated 

connection with firm performance and have not been studied in the context of minority firm 

performance or discouraged borrowing (Palmer, Niemand, Stöckmann, Kraus, & Kailer, 2019).  

What the literature has shown is that risk-taking can have a negative association with 

performance in general (Lechner & Gudmundsson, 2014), a curvilinear relationship with 

performance in small to medium firms (Kreiser, Marino, Kuratko, & Weaver, 2013), and a 

positive relationship with performance when coupled with high levels of proactiveness and 

innovation (Lomberg, Urbig, Stöckmann, Marino, & Dickson, 2017).   

The EO / firm performance relationship appears to also hinge on necessary configurations 

such as actual entrepreneurial actions (Kollmann & Stöckmann, 2014) and feasible projects for 

EO realize its connection with firm performance (Palmer, Niemand, Stöckmann, Kraus, & 

Kailer, 2019).  This study evaluates whether a willingness to use bank loans versus personal 
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loans from family or friends when necessary is one such configuration in that applying for loans 

is both an entrepreneurial action (Kollmann & Stöckmann, 2014) and a way of making projects 

feasible through funding (Palmer, Niemand, Stöckmann, Kraus, & Kailer, 2019). 

The second theoretical construct investigated to explain discouraged borrowing and 

performance by minorities is interracial distrust.  Interracial distrust has been framed in terms of 

how members of one racial and ethnic group view interactions with ethnically  and racially 

dissimilar people, often in the form of suspicions and the intent of doing harm (Rudolph & Popp, 

2010).  Interracial distrust is rooted in experience and involvement in specific communities 

(Boyas & Sharpe, 2010).  When interracial distrust exists, minorities often feel that whites 

unfairly negotiate with them (Oore, Gagnon, & Bourgeois, 2013), creating power imbalances 

that injure relationships (Rudolph & Popp, 2010).  While interracial distrust has not been well-

studied regarding its influence on discouraged borrowing, the literature has shown that trust 

between borrowers and lenders reduces funding barriers (Freel, Carter, Tagg, & Mason, 2012).  

This is especially the case when there are concerns about business results (Osei-Assibey, 2010) 

and when there is a specific relationship between a loan manager and borrower (Tang, Deng, & 

Moro, 2017).  Conceptually, interracial distrust may impact the likelihood that minority 

entrepreneurs will seek access to bank loans (Lucas & Davis, 2005).  Although trust and other 

cultural factors have been shown to affect an entrepreneur’s desire to pursue bank loans 

(Makpotche, Logossah, Amewokunu, Lawson-Body, & Sedzro, 2015), literature examining the 

antecedents and consequences of interracial distrust by minority entrepreneurs is scant 

(Kirschenmann, 2016). 

The literature is also not robust regarding how interracial distrust affects firm 

performance.  What research does exist is centered on the propensity for minority entrepreneurs 
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to serve co-ethnic and lower opportunity markets, rather than those with more diverse 

participants (Shinnar, Aguilera, & Lyons, 2011), often at the expense of greater sales and 

profitability (Bates & Robb, 2014).  Recently, trust has been shown to positively influence the 

relationship between social capital and firm performance (Pratono, 2018), teams and their 

managers (Hughes, Rigtering, Covin, Bouncken, & Kraus, 2018), and family businesses and 

their members (Allen, George, & Davis, 2018).  However, the literature has been virtually silent 

regarding the relationship between levels of interracial distrust between minority entrepreneurs 

and ethnically dissimilar partners, despite repeated and persistent calls for possible solutions to 

minority entrepreneur expansion and increased profitability (Bates & Robb, 2014).  

The third explanation is that minority entrepreneurs may have a more narrowly defined 

social capital network.  Social capital is a construct that measures the strength of communal and 

reciprocal relationships one may have, both within and external to an immediate community 

(Cooke & Wills, 1999).  Typically, personal relationships would include those with family and 

friends, while external relationships would include those with suppliers, customers, and even 

competitors on a temporary or more permanent basis (Hitt & Ireland, 2002; Peltier & Naidu, 

2012).  These relationships are used to bring in additional resources, such as knowledge-sharing 

or knowledge production (Gurrieri, 2013), and opportunities specific to an industry or market 

(Stam & Elfring, 2008).  While social capital is widely understood as a precursor to firm 

performance (Stam & Elfring, 2008), to date, social capital has not been studied empirically in 

the context of discouraged borrowing for minorities, despite the fact that social capital is known 

to facilitate resource acquisition and new firm growth (Grichnik, Brinckmann, Singh, & 

Manigart, 2014). 
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Research that examines the relationship between social capital and discouraged 

borrowing may offer critical insights into motivating minorities to seek external funding 

resources (Bates, Bradford, & Jackson, 2018).  For example, Bates and Robb (2014) and Barr 

(2015) noted that the lack of social capital is a barrier that minority entrepreneurs often face 

when identifying and exploiting opportunities.  The lack of broader social networks may thus 

cause minority entrepreneurs to self-limit the range of funding sources beyond family and friends 

(Andriani & Christoforou, 2016).  Given the link between financial capital and f irm performance 

is well established (Ohman & Yazfanfar, 2015), research investigating how different types of 

social capital affects funding sources is thus warranted within the context of minority firms, 

which tend to be smaller and younger in age (Mac an Bhaird, Vidal, & Lucey, 2016)  

In addition to discouraged borrowing, this paper also examines the relationships between 

EO, trust, and social capital.  Specifically, Model 1 assesses the impact that EO has on the 

willingness of minority owners to borrow from banks (or the inverse of discouraged borrowing) 

and firm performance.  Specifically, it is posited that EO is a critical factor that can help minority 

firms address discouraged borrowing.  The impact of EO on discouraged borrowing is also 

examined in the context of firm performance to determine whether EO has a differential impact 

on the success of an organization.  Model 2 extends on Model 1 and uses EO as the antecedent to 

include the structural relationships between EO, interracial distrust, social capital, discouraged 

borrowing, and firm performance.  

Using data collected by minority entrepreneurs, the paper attempts to answer seven research 

questions related to two interrelated models.  The first question, related to Model 1, asks, for 

minority entrepreneurs, is EO positively related to the (a) willingness to borrow from banks (or 
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the reverse of discouraged borrowing) and (b) firm performance?  Model 2 extends Model 1 by 

evaluating the following research questions: 

2. For minority entrepreneurs, how does EO impact interracial distrust?  

3. For minority entrepreneurs, how does interracial distrust impact (a) internal social capital and 

(b) external social capital?  

4. For minority entrepreneurs, how do internal social capital and external social capital impact 

(a) the willingness to borrow from banks and (b) the willingness to borrow from self or 

family or friends?  

5. For minority entrepreneurs, how do internal social capital and external social capital impact 

firm performance? 

6. For minority entrepreneurs, how do the willingness to borrow from banks and the willingness 

to borrow from self or family or friends impact firm performance? 

7. Overall, what is the structural relationship between EO, interracial distrust, external and 

internal social capital, willingness to borrow from banks and self or family or friends, and 

firm performance? 

Contributions to the Literature 

This two-model dissertation contributes to the literature in a number of ways.  First, little 

research in the entrepreneurial literature has examined the relationship between discouraged 

borrowing (willingness to borrow from banks vs. family or friends) and firm performance; also 

missing is research linking the EO of minority entrepreneurs to these two outcome measures 

(Bates & Robb 2016; Gama, Duarte, & Esperança, 2017).  Model 1 addresses this research gap 

through a multivariate assessment of EO on the willingness to borrow from banks (external 

sources) and firm performance, specifically focusing on minority entrepreneurs (later in Model 2 
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we extend discouraged borrowing to include willingness to borrow from self or family or 

friends).  The value of this contribution is significant in that it tests whether the psychological 

attributes traditionally measured by EO (desire for proactiveness, innovation, and risk-taking) 

manifest themselves differently within a minority business context.  Evaluating which EO sub-

dimensions have the strongest linkages to firm performance and discouraged borrowing will 

provide value to banking industry members and government officials charged with helping to 

grow the success of minority entrepreneurship within the United States.  One such way might be 

the development of an EO sub-dimension-based minority entrepreneur typography that suggests 

which combination of low-high EO sub-dimensions on the part of a minority entrepreneur lead to 

the highest likelihoods of performance and debt-tolerance.  This answers the call for research 

investigating how psychological traits interact with EO, influencing firm performance (Palmer, 

Niemand, Stöckmann, Kraus, & Kailer, 2019; Pittino, Visintin, & Lauto, 2017). 

Second, virtually silent are comprehensive frameworks investigating the antecedents and 

consequences of discouraged borrowing by minority entrepreneurs (Mac an Bhaird, Vidal, & 

Lucey, 2016; Chakravarty & Xiang, 2013).  Model 2 seeks to resolve this gap by proposing and 

empirically investigating three antecedents of discouraged borrowing, including EO, interracial 

distrust, and social capital.  In terms of building this framework, this study focused on minority 

entrepreneurs’ biases under their immediate control.  Importantly, to the best of our knowledge, 

this is the first study to have investigated how these psycho-social constructs impact where 

minority entrepreneurs seek funding (external vs. personal sources) and how these funding 

sources then impact f irm performance.  The contribution from this framework is significant 

because it will help to strengthen the literature’s understanding on how minority entrepreneurs 

build community successfully in such a way that leads to business results and answers the call 
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from previous researchers as to how to determine when social capital also has the cultural capital 

necessary for economic growth (Samila & Sorenson, 2017). 

Structure of Paper 

The organization of this proposal is as follows.  We first present a brief literature review 

on minority business performance and how access to (or lack of) capital impacts this 

performance.  We then present literature review model development discussions and research 

hypotheses for Model 1 and Model 2.  Model 1 assesses the impact that EO has on the firm 

performance and discouraged borrowing.  Exploratory factor analysis (EFA) and multivariate 

regression were used to test the hypotheses.  Model 2 empirically tests the simultaneous 

relationship between EO, interracial distrust, social capital, discouraged borrowing, and firm 

performance and used a structural equation model (SEM) to show the different paths a minority 

entrepreneur may take to achieve networking, funding, and ultimately performance.  

Minority Business Performance in the United States  

As noted in the literature, there are huge disparities in the average revenue generated and 

number of persons employed by minority-owned businesses versus white-owned businesses in 

the United States (Fairlie & Robb, 2010; Austin, 2016).  This difference in performance leads to 

long-term underrepresentation by minorities as business owners, such that whites are much more 

likely to be business owners than either blacks or Hispanics (Fairlie & Robb, 2010) and usually 

manage much larger firms in terms of profits and sales (U.S. Census Bureau, 2017).  There are a 

few notable reasons for this disparity.  One often discussed is the propensity for minority 

entrepreneurs to focus on co-ethnic markets with lower overall potential for sales and profits 

(Fairlie & Robb, 2008; Shinnar, Aguilera, & Lyons, 2011) and also in less capital-intensive 

industries with the same constraints on revenue and profits due to greater ease of entry (Reuben 
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& Queen, 2015).  The literature seems to be mixed on whether this geographic disposition may 

be due to fewer resources on the part of the minority entrepreneur, as those with greater human 

capital tend to leave co-ethnic markets over time (Bates & Robb, 2014), or because of alternative 

motivations, as some minority entrepreneurs are less focused on growth than their white peers 

(Edelman, Brush, Manolova, & Greene, 2010).  

Another potential explanation for the performance gap between minority and white 

entrepreneurs is the persistent resource and wealth gap between the two groups.  Typically, 

minorities are less likely to have family-of-origin assets, live in neighborhoods that are less safe, 

have lower home equities, and attend less resourced school systems (Shapiro, 2017).  This 

uneven playing field manifests itself in somewhat of a wealth privilege for those with resources, 

as banks tend to promote savings and low-cost debt to the wealthy but discourage savings in 

favor of high-cost debt to lower-income customers (Williams, 2017).  Even when minorities try 

to close the gap, the return on various investments tends to be lower (Campbell & Kaufman, 

2006) due to structural inequities with profound effects (Herring & Henderson, 2016).  

Because minorities operate at such a disadvantage regarding personal wealth, funding 

sources are vitally important.  Bank debt is especially important as it not only is a source of 

funding but also provides the minority entrepreneur with external controls sufficient to greatly 

reduce exit rates for minority entrepreneurs (Gai & Minniti, 2014).  Yet, the propensity for 

minority entrepreneurs to more likely be discouraged borrowers removes much of this benefit 

from bank-firm partnerships (Bates & Robb, 2016; Cole & Sokolyk, 2018).  The most recent 

Annual Survey of Entrepreneurs from the U.S. Census Bureau showed that although blacks and 

Hispanics are much more likely than whites to be negatively impacted by access to capital, 
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blacks and Hispanics are also much less likely to apply for funding than whites because of fears 

of rejection (Robb & Morelix, 2016). 

This study focused on discouraged borrowing and not the wealth gap or tendency to serve 

co-ethnic markets primarily because discouraged borrowing seems to be a cognitive bias and, as 

such, may have a relationship with the psychological construct of EO.  This study also focused 

on discouraged borrowing because high levels of EO, interracial distrust, and social capital 

(internal and external) have been shown to be helpful when it comes to attracting resources 

through increased levels of innovation, partnership, and access to resources (Cooke, Clifton, & 

Oleaga, 2005; Florin, Lubatkin, & Schulze, 2003; Rauch, Wiklund, Lumpkin, & Frese, 2009).  It 

is thus reasonable to hypothesize that entrepreneurs with varying levels of EO, interracial 

distrust, and social capital are likely to show varying levels of discouraged borrowing as well.   

Model 1: The Value of Entrepreneurial Orientation for Minority Firms 

 

Higher levels of EO have been shown to have a reliable association with higher levels of 

business performance (Rauch, Wiklund, Lumpkin, & Frese, 2009).  In addition, lower levels of 

EO may influence the minority entrepreneur to avoid debt as the entrepreneur may be reluctant 

to take on added risk through higher debt.  This is an important area of study because the sub-

dimensions of EO have a complicated connection with firm performance and have not been 

studied in the context of minority firm performance or discouraged borrowing (Palmer, 

Niemand, Stöckmann, Kraus, & Kailer, 2019).   

As an example, the EO sub-dimension of risk-taking has a particularly complicated 

relationship with performance.  The literature has shown that risk-taking can have a negative 

association with performance in general (Lechner & Gudmundsson, 2014), a curvilinear 

relationship with performance in small to medium firms (Kreiser, Marino, Kuratko, Weaver, 
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2013), and a positive relationship with performance when coupled with high levels of 

proactiveness and innovation (Lomberg, Urbig, Stöckmann, Marino, & Dickson, 2017).  It 

appears that EO also hinges on necessary configurations such as actual entrepreneurial actions 

(Kollmann & Stöckmann, 2014) and feasible projects to realize its connection with firm 

performance (Palmer, Niemand, Stöckmann, Kraus, & Kailer, 2019).  

This study evaluated whether a willingness to use bank loans versus personal loans from 

family or friends when needed is one such configuration.  The logic seems to fit as applying for 

loans is both an entrepreneurial action (Kollmann & Stöckmann, 2014) and a way of making 

projects feasible through funding (Palmer, Niemand, Stöckmann, Kraus & Kailer, 2019), both of 

which are recent additions to the EO literature in terms of needed configurations for the EO–firm 

performance connection. 

While research on EO is wide-spread, virtually silent is research that has examined the 

relationship between EO and two important outcome variables: discouraged borrowing and firm 

performance (Bates & Robb 2016; Gama, Duarte, & Esperança, 2017).  Using multivariate 

regression, Model 1 addresses this research gap by assessing the impact that EO has on the 

willingness to borrow from banks and firm performance.  An understanding of which EO sub-

dimensions have the strongest link to discouraged borrowing and firm performance will provide 

insight on how lower performing minority entrepreneurs may improve firm performance by 

increasing the nature of their funding relationships.  We thus answer the call for research 

investigating how psychological traits interact with EO, influencing firm performance (Palmer, 

Niemand, Stöckmann, Kraus, & Kailer, 2019; Pittino, Visintin, & Lauto, 2017). 
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Introduction to Entrepreneurial Orientation 

 

One of the more studied firm orientations is EO.  At its most basic form, EO is a 

construct that describes how new entry happens for a business over time (Lumpkin & Dess, 

1996).  Based on many studies, the direct effect size of EO on firm performance is moderate (r = 

.242) and consistent across different industry and national contexts (Rauch, Wiklund, Lumpkin, 

& Frese, 2009).  

Like any competitive strategy, EO requires certain configurations of internal and external 

resources to amplify its connection to firm performance (Dess, Lumpkin, & Covin, 1997).  These 

different configurations also require attunement from the entrepreneur to the specific goal and 

time horizon to produce the best results (Bird, 1988).  The leadership style of the entrepreneur is 

especially important to realize the EO–performance relationship as transformational behaviors, 

such as visioning and inspiring, amplify the EO–performance effect (Chung-Wen, 2008), even 

across different cultures (Engelen, Gupta, Strenger, & Brettel, 2015).  Confident entrepreneurs 

are also more likely to amplify EO–performance, especially during times of dynamism in a 

market (Simsek, Heavey, & Veiga, 2010).  This connection between entrepreneur and EO–

performance is especially pertinent for minority businesses for at least two reasons: the first 

being that minority firms tend to be small- to medium-sized enterprises in which entrepreneur 

attributes and behaviors may more readily affect overall firm behavior than would be the case in 

larger firms with layers of management between the entrepreneur and operations, and the second 

being that many minority entrepreneurs tend to be more optimistic than whites when it comes to 

starting a business (Köllinger & Minniti, 2006), which should allow the confident CEO 

amplification of EO–performance to take place. 
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Furthermore, EO may just be a better strategy than others for minority entrepreneurs 

because of its emphasis on differentiation (Shelton, 2010).  Minority businesses tend to be 

smaller and younger than others.  Larger and more established businesses can compete on scale 

and existing relationships, leaving smaller businesses to utilize differentiation as the more likely 

method to winning business.  As evidence of this, the EO sub-dimensions of proactiveness and 

innovation appear to have strong correlation with success for younger and smaller firms (Hughes 

& Morgan, 2007), while successful older, but smaller, firms tend to gravitate to more of a 

conservative small business owner mindset (Runyan, Droge, & Swinney, 2008).  In addition, 

many minority entrepreneurs may also seek autonomy and innovation through business 

ownership (Edelman, Brush, Manolova, & Greene, 2010), further enhancing the link between 

EO and performance (Lechner & Gudmundsson, 2014).  

The adoption of EO is not without risk of failure, however; EO requires persistence in 

practice as the stability of entrepreneurial actions over time tends to explain much of the variance 

in performance for firms with high levels of EO (George & Marino, 2011).  Adding risk can be a 

daunting proposition for the minority business owner as risk tends to have a curvilinear 

relationship with performance, especially for small- to medium-sized enterprises (Kreiser, 

Marino, Kuratko, & Weaver, 2013), and is more associated with failure during times of market 

turbulence (Kraus, Rigtering, Hughes, & Hosman, 2012). 

How Do High Entrepreneurial Orientation Firms Differ from Low Entrepreneurial 

Orientation Firms 

 Based on the work of Martins and Rialp (2013), firms can be characterized by their 

overall EO index, high or low, regardless as to their overall size or industry.  Firms vary from 
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one to another.  For instance, high EO firms may be seen in operations that are small and family-

owned or are large, multi-national operations. 

Typically, high EO firms will be focused on creating new products or services for the 

market and may even measure success based on this type of innovation, as opposed to strictly 

financial-based measures (Covin & Slevin, 1989).  In this environment, it is typical that firm 

leaders stay focused on proactiveness, risk-taking, and competing (Carland and Carland, 1997) 

and are more likely to create market innovations (Kilenthong, Hultman, & Hills, 2016).  

Firms with a low EO posture may see their enterprises as a primary source of family 

wealth or self-employment (Nwankwo, Akunuri, & Madichie, 2010)  and have less of an appetite 

for new entry, preferring instead to focus on managing a small business (Runyan, Droge, & 

Swinney, 2008).  While high EO firms are typically focused on growth, there are other benefits 

business owners may attain in low EO settings, such as socio-emotional wealth based on the 

intrinsic benefits of running a business. 

The literature appears silent on whether there is association between higher levels of EO 

and mainstream markets and lower levels of EO and co-ethnic markets as a primary customer 

base.  For this study, it is argued that firms with a higher EO posture may be more likely to adopt 

a more mainstream market in order to realize higher opportunities and that firms with lower 

levels of EO may remain in co-ethnic markets due to non-growth-related benefits, such as 

community identification.  In addition, the study also considered how the sub-dimensions of EO 

affect market choice, as some EO sub-dimensions may facilitate the choice to pursue mainstream 

markets, such as innovation and proactiveness, while others may be more tailored to success with 

a co-ethnic customer base, such as competitive aggressivness via competing on price, as that may 

be a more viable strategy for economically distressed urban, minority markets. 
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Conceptualization of Entrepreneurial Orientation  

As a construct, EO measures specific behaviors and processes evidenced by the firm, 

both internally with its corporate structure and controls and externally in terms of how it reacts to 

and drives its market (Mishra, 2017; Wiklund & Shepherd, 2005).  There exists a debate in terms 

of whether EO should be measured as an aggregate, unidimensional construct (Covin & Slevin, 

1989) or one that is comprised of independent dimensions, each of which may have its own 

unique effect on a firm’s behavior (Lumpkin & Dess, 1996).  The original EO construct was 

comprised of three sub-dimensions—risk-taking, proactiveness, and innovation (Miller, 1983)—

while later scholars have argued for the possible inclusion of the additional dimensions of 

autonomy and competitive aggressiveness (Lumpkin & Dess, 1996). 

For the purposes of this study, a multi-dimensional approach to conceptualizing EO was 

adapted because EO dimensions may act independently and not co-vary, and, just as importantly, 

each of the EO dimensions can be argued to appeal to a different aspect of the minority business 

owner’s strategic choices.  As an example, a minority business owner who is highly focused on 

autonomy may be more aligned to pursue a co-ethnic market versus a more mainstream market 

because of the co-ethnic market’s relative lack of need for ethnically dissimilar strategic partners.  

On the other hand, a minority business owner focused on innovation may need to penetrate a 

mainstream market to find ample customers for the company’s product and may thus be forced 

to take on partners of varying backgrounds. 

In addition to the multi-dimensional approach, this study also adapted EO as both a firm-

level and individual-level construct.  Historically, EO has been measured at the CEO level and 

considered a firm-level attribute but has also been measured by aggregating the individual EOs 

of members of the top management team of a firm (Bolton, 2012).  A more recent development 
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has been reconceptualizing the construct into individual, managerial attitudes towards risk and 

firm-level behaviors that display innovation and proactiveness (Anderson, Kreiser, Kuratko, 

Hornsby, & Eshima, 2015).  This decomposition may be especially useful for the study of 

minority business owners whose personal attitudes towards risk are more likely to be reflected in 

firm-level behaviors, given the smaller size and scale of most minority enterprises, and the 

greater likelihood of failure.  Because the impact of a CEO on a small- to medium-sized firm is 

more immediate, the individual EO of the minority business owner should have a direct effect on 

the firm’s more entrepreneurial behaviors.  

The following sub-sections of this review include a brief description of each of the EO 

sub-dimensions, its conceptual connection to firm performance, and an analysis of how each 

might apply to the minority entrepreneur. 

Autonomy.  Lumpkin and Dess (1996) used the analogy of a self-determined pioneer to 

illustrate the mindset of autonomy, or a desire to act of independent mind.  Mintzberg (1973) and 

Mintzberg and Waters (1985) described the visionary decision-maker as one capable of making 

risky decisions with strength. 

Minority entrepreneurs are often said to pursue entrepreneurship to achieve self-

realization or autonomy as opposed to strictly seeking financial benefits (Edelman, Brush, 

Manolova, & Greene, 2010).  Yet highly autonomous entrepreneurs may paradoxically exert 

strong centralization on their businesses, especially in smaller and simpler firms (Miller, 1983).  

The literature has been silent on whether the personal desires for autonomy of some minority 

entrepreneur increases or decreases firm-level autonomy. 

This is an important consideration because, at the firm level, autonomy is typically 

characterized as resulting in a more organic management structure, or lacking excessive controls, 
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that awards free-thinking and venture pursuit.  Lumpkin and Dess (1996) went so far as to list 

organic management structures and free information flows as necessary for the EO–performance 

relationship.  Hart’s (1992) framework discussed what some may now call intrapreneurship, or 

the ability of new venture pursuit to flow up to higher levels of management.  In small- to 

medium-sized firms, autonomy in management structure is associated with higher levels of firm-

level EO (Lechner & Gudmundsson, 2014). 

Competitive aggressiveness.  Lumpkin and Dess (1996) described competitive 

aggressiveness as a way for new firms, stricken with the liability of newness, to challenge more 

established firms head to head.  Another way to view competitive aggressiveness is as a posture 

specifically designed to respond to a rival’s actions whether via innovation, price discounting, 

fast-following, or seeking to exploit a weakness. 

The literature has been mixed on whether competitive aggressiveness is positively 

associated with performance.  On the one hand, the business press is rife with examples of 

successful disruptors, such as Amazon or Walmart, who aggressively take market share by 

offering much lower prices than the market; on the other hand, competitive aggressiveness has 

been associated with lower levels of firm performance (Lechner & Gudmundsoon, 2014).  This 

may be due to the pairing of a competitive mindset without other needed configurations or 

resources needed to win. 

From a configuration standpoint, competitive aggressiveness, or high reactiveness, may 

be best paired with low innovation and risk aversion to achieve higher performance (Linton, 

2016).  Conceptually, this aligns to Porter’s (1979) five forces model in which hyper-competitive 

industries are typically characterized with low profitability and rampant price-lowering.  In such 

an environment, maintaining a close control of discretionary expenses may be the best way to 
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manage outcomes.  As an example, in a co-ethnic market that is also economically distressed, 

price may be a primary concern of most customers.  Caution should be taken by the minority 

entrepreneur when using this approach in more mainstream markets, however, as larger rivals 

should have more inherent cost advantages.  

Innovation.  Lumpkin and Dess (1996) described innovation as creative distruction in 

which new products and services are introduced to a market, thereby shifting resources away 

from the old and to the new.  The connection between innovation and performance seems well-

supported within the literature, whether the test was of comparative or absolute performance 

(Gupta & Wales, 2017).  Although the various dimensions of EO are generally independent, 

innovativeness and proactiveness as a configuration are often associated with higher levels of 

performance (Linton, 2016). 

Innovation need not only be measured as the introduction of new products through a 

company’s research and development efforts; a firm may also be innovative via the adoption of 

new technologies and processes that allow it to out-perform its rivals (Saleh & Wang, 1993).  For 

smaller firms, the need to differentiate is fairly obvious as a strategy, and innovation is closely 

tied to differentiation strategies (Lechner & Gudmundsson, 2014).  Interestingly, minority 

entrepreneurs may be motivated to grow in order to innovate more than they are motivated to 

pursue growth to achieve financial results (Edelman, Brush, Manolova, & Greene, 2010).  

Proactiveness.  Lumpkin and Dess (1996) described proactiveness as the exploitation of 

asymmetries in the marketplace by a first mover and claimed that, by doing so, the first mover 

could achieve superior profits and brand recognition.  Others have described this trait as a form 

of opportunity alertness, or opportunity recognition, that allows a firm to scan its environment 

and utilize a short and flexible planning system (Kemelgor, 2002). 
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From an operational standpoint, proactiveness is often measured by a firm’s tendency to 

lead by developing new products and services (Lumpkin & Dess, 1996), which suggests a strong 

relationship between proactiveness and innovation.  Furthermore, proactiveness has been shown 

in some studies to have the strongest relationship of all the EO sub-dimensions with firm 

performance, specifcally for small- to medium-sized firms (Kreiser, Marino, Kuratko, & Weaver, 

2013). 

If proactivness is related to opportunity recognition, it has strong consequences for 

minority entreprneurs.  Minority entrepreneurs have been shown to differ in their opportunity 

recognition processes from white entrepreneurs; as an example, black entrepreneurs are more 

successful when they pursue opportunities made available to them based on their business 

networks than when they pursue opportunities of their own design (Singh & Gibbs, 2014). 

Risk-taking.  Lumpkin and Dess (1996) described risk-taking as either the act of being 

heavily leveraged from borrowing or making large resource commitments with  a reasonable 

chance of failure.  Although risk is a necessary component of EO, the literature has been quite 

mixed on whether risk-taking, in and of itself, is correlated with success.  In some studies, risk-

taking is negatively associated with firm performance in small to medium enterprises unless 

these firms implement a formal series of management controls to mitigate bad decisions (Naldi, 

Nordqvist, Sjöberg, & Wiklund, 2007) or have a shorter-term orientation than what is commonly 

seen in many family- and minority-owned businesses (Lumpkin, Brigham, & Moss, 2010).  In 

other studies, the relationship between risk and firm performance for small to medium 

enterprises has been shown to be curvilinear with (Kreiser, Marino, Kuratko, & Weaver, 2013) 

and sensitive to market stability, meaning risk-taking tends to be less successful during turbulent 

periods (Kraus, Rigtering, Hughes, & Hosman, 2012).  In that regard, risk-taking mirrors EO in 
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general as EO tends to be a more viable strategy to implement in environments of munificence 

(Rosenbusch, Rauch, & Bausch, 2013).  

For minority entrepreneurs, higher levels of risk-taking may be less of a cultural 

normative.  While the literature appears silent on this specific topic of how EO may differ within 

the United States across different cultural groups (Wales, Gupta, & Mousa, 2013), group culture 

is known to affect the sub-dimensions of EO (Rauch, Wiklund, Lumpkin, & Frese, 2009).  As an 

example, individuals with high levels of uncertainty avoidance and power distance tend to be 

more risk-averse (Kreiser, Marino, Dickson, & Weaver, 2010).  

Minority business owners who are concerned about financial risk may seek alternative 

methods to acquire or lessen the cost of resources.  Based on the relational theory of the firm, a 

business may use its network as an asset- and performance-enabler (Dyer & Singh, 1998).  This 

positioning may also be useful for resource acquisition (Ajayi, 2016).  However, as minority 

firms tend to be smaller, they may be at a positional disadvantage.  So how does a minority 

business owner improve the positioning of the firm without taking on undue risk to acquire 

resources?  This question was explored as part of the study. 

Another element of risk-taking may have to do with the markets chosen by a minority 

entrepreneur.  Reuben and Queen (2015) provided an argument that minority entrepreneurs tend 

to over-concentrate in certain industries and markets at least partly due to those markets 

requiring less capital to operate.  The funding of a business often requires a substantial amount of 

an entrepreneur’s own resources, and debt financing is often unavailable to entrepreneurs 

perceived as operating low-quality businesses in terms of profits (Cole & Sokolyk, 2018).  The 

literature appears silent on how individual levels of EO, particularly the risk sub-dimension, may 
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influence an entrepreneur’s willingness to pursue entry into industries requiring more funding, 

however. 

Hypothesis and Model Development 

 

To test the hypotheses, Model 1 used survey data to analyze how high or low levels of the 

five dimensions of EO influence the entrepreneur’s business decisions on formal funding and 

overall firm performance.  As noted in the literature review, the evidence for EO’s effect on firm 

performance is well-documented (Rauch, Wiklund, Lumpkin, & Frese, 2009).  However, the 

literature is scant on the influence EO has on funding preferences for an entrepreneur.  A risk-

tolerance for bank loans has benefits for any entrepreneur because commercial debt has been 

shown to be helpful in enhancing firm’s survival (Gai & Minniti, 2014), while an over-reliance 

on personal debt appears to have much less of a positive impact (Cole & Sokolyk, 2018) and 

may even be due to a cognitive bias on the part of the entrepreneur (Fraser, Robson, Wijbenga & 

Parker, 2009).  For that reason, willingness to borrow from banks was used as a dependent 

variable as a method to operationalize varying levels of discouraged borrowing.  Discouraged 

borrowing has been consistently described as an unwillingness to apply for bank loans (Mac an 

Bhaird, Vidal, & Lucey, 2016) and is frequently operationalized as a simple, binary control 

variable related to the recent experience of having given up applying for a loan (Chakravarty & 

Xiang, 2013; Gama, Duarte, & Esperança, 2017; Tang, Deng, & Moro, 2017).  This investigation 

introduces a scale of relative discouragement as a method for improving upon the literature’s 

understanding of this phenomenon while also acknowledging that because minority 

entrepreneurs are often both discouraged and persistent (Bone, Christensen, & Williams, 2014), a 

binary operator may not capture enough of the phenomenon’s existence.  
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Based on the literature review, Model 1 used the established controls of age, gender, 

experience, and education.  The following sections provide support from recent literature for 

each of the hypothesized relationships shown in Model 1 (Figure 1).  
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Figure 1. Model 1 examining differential effects of entrepreneurial orientation sub-dimensions 

on firm performance, bank loan preference. 
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Direct effects of entrepreneurial orientation sub-dimensions on firm performance and 

willingness to borrow from banks.  For this Model, EO was not considered as an aggregate 

construct for determining its effect on firm performance and preference for formal funding.  

Instead, its sub-dimensions were considered separately.  This follows the recommendations of 

Lumpkin and Dess (1996) for analyzing EO and has the benefit of being more interesting as the 

magnitude of EO’s relationship with firm performance is largely consistent across cultural and 

national differences while its sub-dimensions are not (Rauch, Wiklund, Lumpkin, & Frese, 

2009).  The remaining portion of this sub-chapter discusses each sub-dimension of EO and the 

associated hypotheses for firm performance and preference for formal funding.  

Autonomy on firm performance and willingness to borrow from banks.  As mentioned in 

the literature review, Lumpkin and Dess (1996) used the analogy of a self -determined pioneer to 

illustrate the mindset of autonomy, or a desire to act of independent mind.  Mintzberg (1973) and 

Mintzberg and Waters (1985) described the visionary decision-maker as one capable of making 

risky decisions with strength. 

Autonomy is often cited as a motivation for minority entrepreneurs, who may also be 

necessity entrepreneurs pushed into business ownership by a lack of suitable and fulfilling 

external job opportunities, but may also be a motivator for entrepreneurs who wish to own a 

business in order to be innovative (Edelman, Brush, Manolova, & Greene, 2010).  Autonomy 

and its associated free-flowing communication and organic structural style was cited as a needed 

configuration for EO–firm performance by Lumpkin and Dess (1996).  Autonomy has also been 

linked to differentiation strategies and innovation in general (Lechner & Gudmundsson, 2014).  

Autonomy also seems connected with risk-tolerance, in that managers are freer to act in 

entrepreneurial ways (Lumpkin & Dess, 1996) 
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Because of the connection between autonomy and differentiation, growth, and risk-

tolerance, the following hypotheses are suggested:  

H1a: Higher levels of autonomy will be associated with higher levels of willingness to 

borrow from banks for minority entrepreneurs. 

H1b: Higher levels of autonomy will be associated with higher levels of firm performance 

for minority entrepreneurs. 

 Competitive aggressiveness on firm performance and willingness to borrow from 

banks.  As stated in the literature review, Lumpkin and Dess (1996) described competitive 

aggressiveness as a way for new firms, stricken with the liability of newness, to challenge more 

established firms head to head.  Another way to view competitive aggressiveness is as a posture 

specifically designed to respond to a rival’s actions, whether via innovation, price discounting, 

fast-following, or seeking to exploit a weakness. 

Competitive aggressiveness has been associated with lower levels of firm performance 

(Lechner & Gudmundsoon, 2014) and may be best paired with low innovation and risk aversion 

to achieve higher performance (Linton & Kask, 2017).  However, because minority firms tend to 

be smaller and have fewer resources than white rivals, an overly competitive posture for a 

minority firm may be the best chance to disrupt and find opportunities for business growth.  For 

these reasons, the following hypotheses are suggested: 

H2a: Higher levels of competitive aggressiveness will be associated with higher levels of 

willingness to borrow from banks for minority entrepreneurs. 

H2b: Higher levels of competitive aggressiveness will be associated with higher levels of 

firm performance for minority entrepreneurs. 
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 Innovation on firm performance and willingness to borrow from banks.  As noted in 

the literature review, Lumpkin and Dess (1996) described innovation as creative destruction n 

which new products and services are introduced to a market, thereby shifting resources away 

from the old and to the new.  The connection between innovation and performance seems well-

supported within the literature, whether the test was of comparative or absolute performance 

(Gupta & Wales, 2017).  Although the various dimensions of EO are generally independent, 

innovativeness and proactiveness as a configuration are often associated with higher levels of 

performance (Linton & Kask, 2016). 

 In addition to new products and services, firms may also be innovative in how they 

improve their processes in order to compete (Saleh & Wang, 1993).  For minority firms, which 

are often smaller than their white rivals, differentiation through innovation may be needed to 

offset the cost advantages of their larger competitors (Lechner & Gudmundsson, 2014).  

Innovation also tends to attract funding (Samila & Sorenson, 2017). 

Because innovation is closely associated with growth and tends to attract capital, the 

following hypotheses are suggested: 

H3a: Higher levels of innovation will be associated with higher levels of willingness to 

borrow from banks for minority entrepreneurs. 

H3b: Higher levels of innovation will be associated with higher levels of firm 

performance for minority entrepreneurs. 

Proactiveness on firm performance and willingness to borrow from banks.  As noted in the 

literature review, Lumpkin and Dess (1996) described proactiveness as the exploitation of 

asymmetries in the marketplace by a first mover and claimed that, by doing so, the first mover 

could achieve superior profits and brand recognition.  Others have described this trait as a form 
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of opportunity alertness, or opportunity recognition, that allows a firm to scan its environment, 

and utilize a short and flexible planning system (Kemelgor, 2002). 

Proactiveness is closely tied to innovation as it is often measured by a firm’s tendency to 

lead by developing new products and services (Lumpkin & Dess, 1996) and has what may be the 

strongest relationship of all the EO sub-dimensions with firm performance (Kreiser, Marino, 

Kuratko, & Weaver, 2013). 

Proactiveness also requires opportunity recognition, which is a critical skill for minority 

entrepreneurs.  Minority entrepreneurs tend to fare best when their opportunity recognition 

process works through their industry connections rather than flowing from their own inspiration 

(Singh & Gibbs, 2014), which suggests that proactivness requires a continual scanning of the 

marketplace for necessary alliances.  This aligns conceptually with the notion that strategic 

networking involves closing functional holes for success (Maurer & Ebers, 2006). 

Because proactiveness is closely associated with growth and involves a continual 

scanning of the marketplace for needed partners, which should include financiers, the following 

hypotheses are suggested: 

H4a: Higher levels of proactiveness will be associated with higher levels of willingness to 

borrow from banks for minority entrepreneurs. 

H4b: Higher levels of proactiveness will be associated with higher levels of firm 

performance for minority entrepreneurs. 

Risk-taking on firm performance and willingness to borrow from banks.  As noted in the 

literature review, Lumpkin and Dess (1996) described risk-taking as the act of being heavily 

leveraged from borrowing or making large resource commitments with reasonable chance of 

failure.  Risk-taking has a complicated relationship with firm performance: sometimes, it is 
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associated with lower performance (Naldi, Nordqvist, Sjöberg, & Wiklund, 2007), curvilinear 

with performance (Kreiser, Marino, Kuratko, & Weaver, 2013), and sensitive to market stability 

(Kraus, Rigtering, Hughes, & Hosman, 2012).  

Minorities in the United States may have cultural biases against undue risk-taking; 

furthermore, individuals with high levels of uncertainty avoidance and power distance tend to be 

more risk-averse (Kreiser, Marino, Dickson, & Weaver, 2010).  Reuben and Queen (2015) noted 

that entrepreneurs tended to over-concentrate in industries with low capital requirements for 

entry.  

For minority entrepreneurs, this model will make the argument that too much risk-

aversion may result in entrepreneurs focusing on co-ethnic markets to the detriment of greater 

sales opportunities (Fairlie & Robb, 2008) and on selecting personal debt over commercial debt 

to fund their enterprises. As a result, the following hypotheses are suggested: 

H5a: Higher levels of risk-taking will be associated with higher levels of willingness to 

borrow from banks for minority entrepreneurs. 

H5b: Higher levels of risk-taking will be associated with higher levels of firm 

performance for minority entrepreneurs. 

Model 2: The Interaction of Entrepreneurial Orientation, Social Capital, and Interracial 

Distrust for Minority Firms 

Framework for Psycho-Sociological Antecedents to Discouraged Borrowing and Firm 

Performance 

Model 1 examined the direct effects of varied EO dimensions on willingness to borrow 

from banks and firm performance.  In Model 2 we utilized a summed EO score as the initial 

antecedent for explaining interracial distrust and social capital (external and internal).  We also 
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examined the relationship between social capital on two borrowing sources: banks and self, 

family, or friends and how these sources impact firm performance. 

Minority entrepreneurs are much less likely to apply for needed funding than are white 

entrepreneurs (Bates & Robb, 2016).  In addition, minority entrepreneurs are also much less 

likely to found and manage successful businesses than are white entrepreneurs (Austin, 2016; 

Fairlie & Robb, 2010).  The two trends, while subjectively linked in the literature, do not appear 

to have been empirically tested for association.  That is to say that the literature appears silent on 

whether discouraged minority borrowers are also more likely to be unsuccessful minority 

entrepreneurs, whether due to a lack of needed capital or a combination of factors that lead to 

both conditions. 

In addition, although previous works have attempted to test for whether varying levels of 

EO among minority entrepreneurs might be associated with both discouraged borrowing and 

firm performance, there does not appear to be much in the way of research explaining some of 

the latent mechanisms for how EO might influence borrowing tendencies and firm performance 

through other constructs (Robb & Morelix, 2016).  Instead, EO may impact the configurations of 

a minority entrepreneur’s network and how funding relationships are viewed (Köllinger & 

Minniti, 2006).  The empirical testing of this relationship within the context of minority 

entrepreneurship is an omission within the literature that is worth exploring.  

Model 2 builds a framework to test for EO’s effects on minority firm performance and 

borrowing tendencies.  However, EO was not tested directly as was the case in Model 1; rather, 

the model explored trust of ethnically dissimilar partners using the construct of interracial 

distrust and networking practices overall.  This analysis of EO, trust, and social capital is a 

needed addition to the literature.  It answers the call of recent research to analyze EO in terms of 
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its effectiveness when paired with specific actions (Kollmann & Stöckmann, 2014) and across 

different contexts and boundaries (Lomberg, Urbig, Stöckmann, Marino, & Dickson, 2017).  It 

also helps to answer the call to understand EO’s connection to firm performance in terms of 

relevant motivations and personality traits of the strategic leader (Pittino, Visintin, & Lauto, 

2017).  More importantly, the model attempts to measure whether a minority entrepreneur can be 

possessed of high levels of EO yet consciously decide to not partner with others outside of their 

immediate ethnic communities.  

While the interaction of social capital and interracial distrust does not seem to have been 

studied extensively, there are several theories on how trust in general affects social capital.  In 

Lin’s (2001) conceptualization of social capital, the strength of position for an actor within a 

network was postulated to affect both the overall strength of that actor’s social capital as well as 

the extent to which that specific actor pursued bonding or bridging connections.  In other words, 

rather than make a rational choice based on what social capital is most likely to help, Lin (2001) 

and others have postulated that actors are subconsciously influenced by their sense of the game, 

or trust for the rules, as they form their connections.  

Because the United States has had a unique history of racial and ethnic discrimination, 

social capital development based on a sense of the rules is likely to be different f or ethnic 

minorities than many whites.  However, this does not appear to have been studied explicitly 

within the boundary of minority entrepreneurs (Andriani & Christoforou, 2016), despite the fact 

that the literature has called for more research on the effect of social capital on minority funding 

access (Bewaji, Yang, & Han, 2015).  

With these contributions in mind, the literature review for Model 2 is organized around 

an introduction to social capital, followed by a similar section on interracial distrust, before 
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concluding with a discussion on the conceptual reasons interracial distrust undermines the 

formation of social capital.  With that review in place, we then discuss Model 2 and specific 

hypotheses based on EO and trust as antecedents to social capital, funding choices, and 

ultimately firm performance. 

In Model 2 we added a second funding source: willingness to borrow from self or family 

or friends.  Typically, discouraged borrowing refers specifically to relationships a firm has with 

banks (Chakravarty & Xiang, 2013; Tang, Deng, & Moro, 2017).  Minority entrepreneurs have 

been shown to be more likely to be discouraged borrowers (Bates & Robb, 2016) and to rely on 

alternative forms of funding such as credit cards (Chatterji & Seamans, 2012).  Thus, the 

inclusion of this second variable appears to be a unique approach in the literature based on recent 

reviews (Gama, Duarte, & Esperança, 2017), analyzing whether the interplay of social capital 

and interracial distrust not only discourages borrowing but also encourages other forms of 

funding.   

Introduction to Social Capital 

A vitally important precursor for firm performance is entrepreneur-level social capital 

(Stam & Elfring, 2008).  Social capital is a construct that measures the strength of  any communal 

and reciprocal relationships one may have, both within and external to an immediate community 

(Cooke & Wills, 1999).  Typically, relationships within a manager’s community would include 

those with family and friends, while relationships external to a manager’s community would 

include those with suppliers, customers, and even competitors on a temporary o r more permanent 

basis (Hitt & Ireland, 2002).  These relationships are used to bring in additional resources, such 

as knowledge-sharing or knowledge production (Gurrieri, 2013), and opportunities specific to an 

industry or market (Stam & Elfring, 2008).  
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Social capital has been defined as the development of relationships that emcompassed 

shared values via processes of cooperation (Coleman, 1988).  And while some may consider the 

accumulation of partnerships to be a soft asset, the literature is rife with examples on how these 

business relationships improve bottom-line firm outcomes.  The effect is often direct; many 

studies have shown the direct impact that network membership and participation have on firm 

performance, ranging from small to moderate (Unger, Rauch, Frese, & Rosenbusch, 2011), but 

the effect may also be indirect via the amplification of some other factor such as the EO–

performance link (Boso, Story, & Cadogan, 2013).  Another way of viewing social capital is as 

the entrepreneur’s decision-support tool.  As entrepreneurs attempt to assess the options 

available for growth and likelihood of success, they are constrained by their own knowledge 

unless aided by an informative and supportive network (Leyden, Link, & Siegel, 2014).  

Drawing on the resource-based theory of the firm, a firm’s social capital is its link to valuable 

partners and an enabler of strategy implementation; as such, the cultivation of social capital 

should be considered a high priority for any senior leader (Hitt & Ireland, 2002).  

There is an apparent boundary for the social capital–firm performance relationship, 

however.  Communities must not only be sources of social capital for the entrepreneur but must 

also possess business support-specific cultural capital (Samila & Sorenson, 2017).  A great 

example of this within minority communities is how Indian immigrants have developed a 

specific culture of support for those new Indian immigrants who wish to work in the hotel and 

hospitality industries (Kerr & Mandorff, 2015).  

In terms of how social capital amplifies the EO–firm performance relationship, it appears 

that increased social capital has been associated with greater innovation; this effect has been 

demonstrated with small- to medium-sized enterprises when coupled with a formal networking 
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process with other small- to medium-sized enterprises (Cooke & Wills, 1999).  Some of the 

benefits to innovation probably come from enhanced scanning capabilities that belonging to a 

larger network conveys to a member, along with benefits to information in the form of increased 

volume and enhanced richness and diversity (Koka & Prescott, 2002).  Typically, technological 

firms benefit from this diversity, capturing novel information and tacit knowledge (Liao & 

Welsch, 2003) from non-redundant sources.  For minority entrepreneurs, this is critical as 

opportunity recognition processes are often a strong predictor of success (Singh  & Gibbs, 2014).  

This benefit that social capital provides to an entrepreneur’s ability to scan for opportunities can 

come from networks that are either small and cohesive or large and diversified depending upon 

the industry (Unger, Rauch, Frese, & Rosenbusch, 2011). Entrepreneurs can choose between 

how often they network with the same contacts or how hard they work to expand their networks, 

depending upon the type of benefit or opportunity that they need (Pollack, Rutherford, Seers, 

Coy, & Hanson, 2016). 

Increasing social capital also appears to encourage innovative firms to seek out more 

partners, fueling even higher levels of collaboration.  As an example, innovative firms tend to 

network more globally, develop more strategic contacts with other firms, and rate interpersonal 

communication highly (Cooke, Clifton, & Oleaga, 2005).  This helps an innovative firm to 

perform beyond their intrinsic capabilities as there are studies that have shown increased 

performance for firms that network while controlling for innovation (Zaheer & Bell, 2005).  Said 

differently, social capital helps firms outperform others of similar talent and innovative output 

through partnerships, often characterized by high levels of trust and shared vision (Molina-

Morales & Martínez-Fernández, 2010).  
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This is a critical area for minority entrepreneurs as well because partnerships with larger 

firms, which are less reliant on a partnership’s outcome, can become exploitative with the larger 

actor becoming predatory (Lavie, 2007).  Drawing on a trusting and trustworthy community is an 

important benefit to minority firms who may face an uphill battle in trying to enter markets that 

are restricted and have gatekeepers (Shelton, 2010).  Having access to better markets typically 

results in higher profits, which would be helpful for minorities who are often over-concentrated 

in less profitable markets (Reuben & Queen, 2015). 

Developing social capital also seems effective as a resource-acquisition strategy.  Higher 

levels of social capital have been shown to help a firm draw more financial resources during an 

initial public offering (Florin, Lubatkin, & Schulze, 2003) and assist with bootstrapping activities 

in a hostile environment (Grichnik, Brinckmann, Singh, & Manigart, 2014).  Social capital is 

also linked to an increased likelihood of being approved for bank loans (Bewaji, Yang, & Han, 

2014).  Minority entrepreneurs are particularly vulnerable to higher costs of borrowing while 

also having fewer partners in the investment community (Fairlie & Robb, 2010), so the benefits 

of social capital seem immediate in this arena.  Additional benefits from social capital include 

increased innovation (Cooke & Wills, 1999), access to information (Koka & Prescott, 2002), 

access to financial capital (Florin, Lubatkin, & Schulze, 2003), and enhanced peer groups 

(Cooke, Clifton, & Oleaga, 2005).  

These benefits are critical to minority firms as they are often underfunded and 

disadvantaged compared to white-owned firms (Fairlie & Robb, 2010).  Without sufficient levels 

of social capital as a necessary resource, it is likely that even the highest EO-level firms would 

underperform (Stam & Elfring, 2008).  This is critical for minority firms as both community and 

capital are instrumental for economic growth (Samila & Sorenson, 2017).  For minorities, social 
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capital is often seen within the co-ethnic community, as clusters form in certain industries to 

reduce barriers to entry and learning (Kerr & Mandorff, 2015).  However, social capital is also 

limited in the benefits it can provide to firm performance if it is not also associated with the 

cultural capital necessary for business growth (Light & Dana, 2013).  This could explain why an 

emphasis on urban, minority markets often acts as a penalty to the entrepreneur (Bates & Robb, 

2014). 

Social capital is dependent upon an entrepreneur’s ability to network effectively and 

across different groups, especially when a firm is young and has specific needs, such as funding 

(Hitt & Ireland, 2002).  Yet not all minority entrepreneurs prefer networking outside of their co-

ethnic groups (Ibarra, 1993, 1995).  Many minority businesspeople tend to self-segregate in 

various settings (Mollica, Gray, & Treviño, 2003).  Minority businesspeople also tend to have 

fewer relationships with racially dissimilar people that are emotionally supportive (Bacharach, 

Bamberger, & Vashdi, 2005).  While there are myriad reasons why minority entrepreneurs may 

choose to network primarily within their own ethnic groups, some of this self -segregation may 

have to do with cultural differences that may impede in-person communication (Boyas & Sharpe, 

2010).  

The notion that a far-reaching network is helpful for an entrepreneur’s overall success 

seems logical, and yet the choice to develop a network is still one that some entrepreneurs 

choose not to make.  The following sections discuss why some minority entreprneuers may be 

apprehensive about forming partnerships outside of their co-ethnic communities.  

Conceptualization of Social Capital 

Measuring social capital seems a bit more daunting than the more readily accepted 

measurement scales for EO.  Social capital is often measured as some aspect of a network.  
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These aspects can include the network’s structure or size and the relationships within the 

network (Krackhardt, 1992; Montgomery, 1994).  They may also be measured based on the types 

of functional resources available from the network (Coleman, 1988) or on their degree of shared 

identity between users (Burt, 1995; Coleman, 1988). 

All of these network aspects are important because social capital seems to take 

heterogenous paths to influencing performance based on the characteristics and life stage of a 

firm and the industry and macro-economy in which the firm operates.  For example, relational 

and resource aspects of a network have been shown to have positive and significant influences 

on a firm’s performance (Batjargal, 2003), as have the quality of external ties or the size of the 

network itself (Liao & Welsch, 2003).  A firm’s positioning within a network can also be critical 

as firms that have more unique resources than their competitors have been linked to greater 

performance (Burt, 1995).  This effect seems pronounced with high-technology firms (Zaheer & 

Bell, 2005).  

Networks may also be measured in terms of their intensity, or number of times 

connections are made, and their range.  Intensity of networking seems to be more closely 

associated with survival, while range seems more connected to growth, as larger-range networks 

have weaker ties and more unique information available to them (Watson, 2007) often through 

the sheer number of bridging ties, or connections to extraindustry or extracommunity 

connections (Stam & Elfring, 2008). 

 Given the multitude of ways a network can be measured and how a network can 

influence firm performance, it is not surprising that there appears to be no consensus on how to 

study entrepreneurial networks (Jack, 2010).  For the purposes of operationalizing the minority 

entrepreneur’s social capital, this study extended the work of Peltier and Naidu (2012), who 
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postulated that entrepreneurs cannot adhere to the status quo andmust be willing to change 

business practices as their businesses evolve.  Peltier and Naidu (2012) found evidence that the 

frequency and value of advice from family and friends (internal social capital) is at its greatest 

during the start-up phase of a firm but declines in relation to the frequency and value of advice 

from other sources, such as customers, suppliers, consultants, financial advisors, and 

competitors, as the firm matures (external social capital).  This overlaps conceptually with the 

work of Bates and Robb (2014), who found that the minority entrepreneurs with higher levels of 

human capital tended to leave urban, minority communities over time in pursuit of greater 

mainstream markets and that those minority entrepreneurs who persisted in less attractive 

markets tended to do so, in large part, because of limited opportunities elsewhere.  

Interracial Distrust as Barrier to Social Capital 

The idea that minorities differ from whites in terms of how they network, based on 

cultural differences and varying degrees of trust, is not a new one.  Ibarra (1993) suggested that 

minorities would have a greater range of contacts within a firm but less impactful connections 

because of their desire for same-race connections.  Ibarra (1995) later showed evidence that 

minorities may have instrumental sponsors who are white but tend not to rely on them for 

psychological support, preferring other minorities instead.  

The construct of interracial distrust has been offered as an explanation for why some 

minorities may differ in terms of how they use social capital (Rudolph & Popp, 2010).  

Interracial distrust explains how members of one racial and ethnic group view interactions with 

ethnically and racially dissimilar people as suspicious (Rudolph & Popp, 2010).  For many 

minority entrepreneurs, the support of their co-ethnic communities is critical as co-ethnic 

customers tend to form most of their customer base (Shinnar, Aguilera, & Lyons, 2011), and 
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bridging to other groups can sometimes happen at the expense of an entrepreneur’s  existing 

relationships (Alrdich & Kim, 2012). 

Interracial distrust does not seem to necessarily be intrinsic for minority businesspeople 

but instead may be rooted in actual experience and involvement in a community (Boyas & 

Sharpe, 2010).  Such experiences may include: whites negotiating more aggressively with 

minorities, especially when racial identities are salient to both groups (Oore, Gagnon, & 

Bourgeois, 2013), or hidden tensions accompanying diversity increases such as the power threat 

theory that holds that minority business ownership exacerbates trust between minorities and 

whites (Rudolph & Popp, 2010).  Even when obvious benefits come from increased diversity 

within a firm, such as increased racial diversity in top management teams improving the effects 

of innovation on firm performance, it is often accompanied by a U-shaped effect (Richard, 

Barnett, Dwyer, & Chadwick, 2004) that carries with it challenges during the valley of 

performance. 

Minorities who trust whites the most may actually have more malleable views on race 

(lay theory) and seek like-minded partners (Kung, Chao, Yao, Adair, Fu, & Tasa, 2018).  If this 

perspective is needed for mutually beneficial outcomes, however, this may only serve to frustrate 

the minority entrepreneur whose racial identity is particularly salient.  

Interracial distrust appears to be somewhat resistant to initial, increased amounts of 

interracial contact as both whites and minorities tend to self-segregate in business settings.  

Master of Business Administration students have been shown to cluster based on racial and 

ethnic identities even when there was less chance of same-race ties compared with overall ties 

(Mollica, Gray, & Treviño, 2003), and some studies have shown that less than 8% of adults have 

a relationship with someone of a different race that they find to be professionally supportive 
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(Bacharach, Bamberger, & Vashdi, 2005).  This can be mitigated somewhat when both parties 

agree to ground-rules as to how racial differences are to be handled in a relationship (Thomas, 

1993), but this is often a difficult conversation for two parties at arms-length to have.  

Over time, however, this type of pervasive distrust may undermine the minority business 

owner’s willingness and ability to develop sufficient social capital and resources needed to 

differentiate.  Trust is thought to be a central component of social capital (Rahn & Transue, 

1998), and interracial distrust is amplified by a lack of interracial contact (Rudolph & Popp, 

2010).  By focusing on how interracial distrust may serve as a counter-influence to both EO and 

the development of social capital, this paper adds to the overall literature on trust and business 

success.  

How Interracial Distrust Erodes Collaboration and Partnership 

The evidence that trust in one’s network is needed for enabling entrepreneurship is 

compelling.  Social capital has been shown to rely on trust to lubricate relationships as etiquette 

forms around the process of networking (Anderson & Jack, 2002).  This reliance on trust also 

seems to extend to community-based social capital, putting marginalized members of the 

community, which include newcomers and immigrants, at a disadvantage when pursuing 

opportunities (Kwon, Heflin, & Ruef, 2013).  This phenomenon can be seen at the national level 

as well, as higher levels of trust-based culture spur entrepreneurship (Kodila-Tedika & Agbor, 

2016) and is degraded by fractionalization (Churchill, 2017). 

While increased interracial contact as a solution to interracial distrust seems straight-

forward enough, it also comes with its own challenges.  The literature has shown examples of 

minority businesspeople having to aggressively pursue supportive relationships with those of 

other races but at the expense of existing co-ethnic relationships (Aldrich & Kim, 2012).  This 
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problem is likely insidious in a business setting and far from obvious to observe for a variety of 

reasons. To begin, trust and distrust need not be dichotomous, leaving some minority business 

owners appearing to be open but still very cautious with partners from outside of co -ethnic 

communities.  Such a relationship of simultaneous hope, faith, confidence with fear, skepticism, 

and cynicism has been described in the literature as a trust but verify association (Lewicki, 

McAllister, & Bies, 1998).  

This posture may be self-preserving in many settings for minority business owners as 

high trust–low distrust may leave the weaker partner vulnerable (Lewicki, McAllister, & Bies, 

1998).  As an example, when firms of significantly different sizes choose to partner, care must be 

taken to avoid predation by the larger partner (Lavie, 2007).  Suspicion on the part of the 

minority business partner also tends to aid in accuracy when predicting a white actor’s 

motivations (LaCosse, Tuscherer, Kuntsman, Plant, Trawalter, & Major, 2015).  However, 

despite the utility distrust plays in certain settings, long-term interracial distrust can undermine 

even positive interactions between whites and minorities, especially when the motivations of the 

white actor are unclear to the minority participant (Major, Kunstman, Malta, Sawyer, Townsend, 

& Mendes, 2015).  

Interracial distrust also has huge ramifications on funding choices for the minority 

entrepreneur because access to bank loans is often facilitated by trusting relationships between 

banker and business-owner, especially with minority entrepreneurs (Lucas & Davis, 2005).  

Without a trusting relationship between banker and business-owner, banks rely on information 

accessibility, which may be limited in the case of smaller and younger firms (Freel, Carter, Tagg, 

& Mason, 2012).  Trust and other cultural factors have been shown to affect entrepreneurs’ 

desires to pursue bank loans (Makpotche, Logossah, Amewokunu, Lawson-Body, & Sedzro, 
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2015), but the literature appears scant on how cultural differences between minorities and whites, 

specifically within the United States, affect this tendency on the part of the minority 

entrepreneur.  What is known is that trust between bank and firm owner appears to improve 

banking outcomes for small firms over time (Kirschenmann, 2016).  This study investigated how 

interracial distrust affects the entrepreneur’s decision-making to extend the literature. 

Hypothesis and Model Development 

The interaction of EO and social capital used by minority entrepreneurs to achieve high 

levels of firm performance appears to be under-researched in the literature.  For instance, despite 

research on the paths EO takes to firm performance, there is scant literature on the relationship 

between varying levels of EO and co-ethnic market participation (Lisboa, Skarmeas, & 

Saridakis, 2016; Palmer, Niemand, Stöckmann, Kraus, & Kailer, 2019).  There is also little 

research on how varying levels of EO may affect the minority entrepreneur’s decision to develop 

certain types of social capital (Miao, Coombs, Qian, & Sirmon, 2017).  Similarly, how varying 

levels of interracial distrust affect social capital and market selection also appears to be a new 

contribution to the literature.  

From an overarching perspective, Model 2 (see Figure 2) attempts to explore the direct 

and indirect antecedents leading to minority entrepreneurs’ decisions on: social capital 

development, market participation, willingness to use bank loans versus personal funding, and 

ultimately, firm performance.  Accordingly, Model 2 contributes to the literature in a number of 

ways.  First, the minority entrepreneur theoretical framework posits that EO and interracial 

distrust work against one another in terms of their influence on a minority entrepreneur.  

Specifically, high levels of EO should encourage a minority entrepreneur to develop more weak-

tie based social capital, resulting in a reliance on external social capital, more risk-tolerance in 
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regard to bank funding, and a focus on mainstream markets over time, leading to higher 

performance.  Conversely, high levels of interracial distrust should encourage a minority 

entrepreneur to develop and maintain more strong-tie based social capital, resulting in a reliance 

on family or friends or internal social capital, more risk-averseness when it comes to bank 

funding, and a focus on co-ethnic markets over time, which corresponds with lower overall firm 

performance.  The rest of this section provides conceptual arguments for each of the visualized 

hypotheses from Model 2 (Figure 2). 
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Figure 2. Model 2 examining entrepreneurial orientation and interracial distrust as antecedents to social capital and funding preferenc es.  
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Relationship between entrepreneurial orientation and interracial distrust.  The relationship 

between EO and interracial distrust is not one that appears to have been studied in the literature.  

However, EO greatly depends on innovation and proactiveness (Lumpkin & Dess, 1996).  These 

two sub-dimensions of EO are facilitated with the right types of social capital and often benefit 

more from weak ties, or a reliance on external social capital (Liao & Welsch, 2003; Zaheer & 

Bell, 2005).  Interracial distrust erodes partnerships that are of ethnically dissimilar origin, which 

may serve as a mitigator for the impact of EO conceptually.  In the case of a minority 

entrepreneur, needed connections are often thought of  as bridging, or relying on connections 

outside of the entrepreneurs’ community (Fairlie & Robb, 2010).  Thus, if high levels of EO 

encourage an entrepreneur to make bridging connections when necessary, the following 

hypothesis is suggested: 

H6a: Entrepreneurial orientation will be negatively associated with interracial distrust. 

 

Relationship between interracial distrust and social capital.  Conceptually it would seem 

that high levels of interracial distrust would encourage an entrepreneur to foster a more family or 

friends-centric (internal) identity as opposed to a more external social capital approach, 

especially given the supportive benefits of a co-ethnic market to a fledgling minority-owned firm 

(Shinnar, Aguilera, & Lyons, 2011).  This is consistent with the fact that minorities are known to 

self-segregate when in some business settings (Mollica, Gray, & Treviño, 2003) and have fewer 

relationships with racially dissimilar people that are emotionally supportive (Bacharach, 

Bamberger, & Vashdi, 2005).  Additionally, many minority entrepreneurs find that their 

businesses are not only supported by co-ethnic customers, but their access to ethnically 

dissimilar suppliers and opportunities outside of their immediate communities may be limited, as 

well (Shelton, 2010).  Over time, this lack of access not only has the likelihood of increasing 
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interracial distrust but also of focusing the minority entrepreneur’s pursuit on available markets 

(Shelton, 2010).  As a result, the following hypotheses are suggested: 

H7a: Interracial distrust will be positively associated with internal social capital.  

H7b: Interracial distrust will be negatively associated with external social capital. 

Relationship between social capital and funding preference.  Social capital can make 

resources more accessible to resource-constrained entrepreneurs.  Loan officers are known to 

approve more funding for entrepreneurs with human capital that appears similar to their own 

(Bruns, Holland, Shepherd, & Wiklund, 2008) and often constrain funding when the 

entrepreneur is not known to them previously (Fernando, Chakraborty, & Mallick, 2010).  

Entrepreneurs who are successful at bootstrapping for resources often draw on their weak-tie 

network more so than their strong-tie network (Grichnik, Brinckmann, Singh, & Manigart, 

2014).  This is to say that entrepreneurs with extensive bridging social capital will find 

themselves more successful with the loan application process and thus less likely to be 

discouraged borrowers over time.  For these reasons, the following hypotheses are proposed: 

H8a: External social capital will be positively associated with the willingness to borrow 

from banks.  

H8b: External social capital will be negatively associated with the willingness to borrow 

from self or family or friends. 

The literature is silent on the effect of a strong-tie network on an entrepreneur’s 

preferences for funding.  However, there is evidence that networking works best for an 

entrepreneur when it is done strategically, with consideration of both range and intensity of 

networking (Watson, 2007).  Because time is limited and weak ties are needed to lower 

transaction costs and make resources available, an over-reliance on a strong-tie network suggests 
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that sacrifices have been made in developing adequate weak ties.  Without those weak ties, an 

entrepreneur is likely to face higher information burdens (Bone, Christensen, & Williams, 2014) 

and costs and is more likely to be a discouraged borrower.  The research also has suggested that 

many minorities will turn to personal sources, especially credit cards, when funding is otherwise 

unavailable (Chatterji & Seamans, 2012).  For these reasons, the following hypotheses are 

suggested: 

H9a: Internal social capital will be negatively associated with the willingness to borrow 

from banks. 

H9b: Internal social capital will be positively associated with the willingness to borrow 

from self or family or friends. 

Relationship between social capital and firm performance.  The idea that external forms of 

social capital lead to higher levels of firm performance is well-supported in the literature (Stam, 

Arzlanian, & Elfring, 2014).  The quantity of ties outside of an entrepreneur’s own community is 

associated with performance (Pollack, Rutherford, Seers, Coy, & Hanson, 2016), as is the 

existence of a diversified network However, this effect as it relates specifically to minority 

business owners does not appear to have been studied, despite calls for it from various authors, 

all of whom have postulated this connection between social capital and minority entrepreneur 

performance (Bates & Robb, 2014; Fairlie & Robb, 2010; Shelton, 2010).  The work of Singh 

and Gibbs (2014) appears to hint at this relationship as the researchers found that externally 

stimulated opportunity recognition processes seem to work better than more intrinsically 

motivated opportunity recognition processes for minority entrepreneurs.  This present study 

investigated that specific relationship by proposing the following hypothesis: 

H10a: External social capital will be positively associated with firm performance.  
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H10b: Internal social capital will be negatively associated with firm performance. 

Relationship between funding source and firm performance.  The idea that commercial 

debt carries more benefits than just financial capital for a firm is established in the literature 

(Cole & Sokolyk, 2018). However, this idea has not been studied extensively as it relates to 

minority entrepreneurs, who are often forced into using personal debt in place of commercial 

debt (Ortiz-Walters & Gius, 2012). We do know that firms that can close functional holes in their 

business networks tend to grow much faster than those that do not (Maurer & Ebers, 2006) and 

that such functional holes often include access to lending sources.  The literature has also shown 

that commercial debt is associated with much lower rates of exit for minority entrepreneurs (Gai 

& Minniti, 2015).  To extend the existing literature into the boundary of minority entrepreneur 

performance, the following hypothesis is suggested: 

H11a: The willingness to borrow from banks will be positively associated with firm 

performance. 

H11b: The willingness to borrow from self or family or friends will be negatively 

associated with firm performance. 

METHODS 

Data Collection  

The data collection was conducted by Qualtrics between the dates of December 17, 2019 

and January 2, 2020.  All surveys were conducted electronically using an emailed link to the 

Qualtrics survey panel.  Respondents had the option to either complete the survey using a 

mobile, web-enabled device or a laptop or desktop computer.  

 Potential respondents were eliminated if they primarily identified as White or Caucasian, 

were below 21 years of age, or if they were not a business owner.  Over 1,296 respondents 
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attempted to finish the survey, However, only 689 qualified to complete the survey based on 

ethnic identity (not white) and status as a business owner. The final sample included 276 

entrepreneurs who completed all questions, identified themselves as being a current business 

owner, and had a primary ethnic identity of not white. Also, the number of useful surveys was 

affected by the quantitative techniques used.  Confirmatory factor analysis (CFA) and SEM 

require that all questions have valid answers, while other quantitative techniques, such as multi-

variate regression, can ignore null answers.  Finally, the drop in initial respondents to completed 

and valid surveys is in line with Qualtrics panel studies. 

Sample 

The final sample consisted of 276 minority business owners split nearly evenly between 

male and female entrepreneurs.  The sample was also split nearly evenly between entrepreneurs 

below and above the age of 40.  The sample appears to have been skewed in favor of 

experienced entrepreneurs as 41% of the sample had less than 10 years of experience and 59% 

had 10 years or more of relevant experience.  Finally, for personal characteristics, the sample 

was also distributed nearly evenly between those respondents who had at least a four-year 

college degree and those who did not at the time of the survey.  

In terms of firm characteristics, just under 90% of the respondents started their current 

business as opposed to either having inherited or purchased it from someone else.  The age of 

business distribution was split nearly evenly between businesses of five years of less in age and 

those businesses with more than five years of existence. The following Tables 1–5 display actual 

frequencies of various personal and company characteristics for the respondents. 
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Table 1 

Gender Distribution 

Gender Frequency % of Total Cumulative % 

Male 137 49.6 49.6 

Female 139 50.4 100.0 

Total 276 100.0  
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Table 2 

Age Distribution 

Age Group Frequency % of Total Cumulative % 

Between 21 and 25 26 9.4 9.4 

Between 26 and 30 27 9.8 19.2 

Between 31 and 35 44 15.9 35.1 
Between 36 and 40 27 9.8 44.9 

Between 41 and 45 30 10.9 55.8 

Between 46 and 50 36 13.0 68.8 

Between 51 and 55 21 7.6 76.4 

56 or older 65 23.6 100.0 
Total 276 100.0  
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Table 3 

Education Distribution 

Level of Education Frequency % of Total Cumulative % 

High school graduate 30 10.9 10.9 

Some college 70 25.4 36.2 

2-year degree from college 38 13.8 50.0 

4-year degree from college 81 29.3 79.3 

Graduate degree(s) from college 57 20.7 100.0 

Total 276 100.0  
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Table 4 

How Business Started Distribution 

Method of Business 
Acquisition 

Frequency % of Total Cumulative Total 

Started business 246 89.1 89.1 
Purchased business 15 5.4 94.9 
Inherited business 14 5.1 99.6 

Missing (no answer) 1 .4 100.0 
Total 276 100.0  
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Table 5 

Age of Business Distribution 

Age of Business Frequency % of Total Cumulative % 

Less than 1 year 18 6.5 6.5 
1 to 3 years 84 30.4 37.0 
4 to 5 years 49 17.8 54.7 

6 to 10 years 49 17.8 72.5 
10 years or more 76 27.5 100.0 
Total 276 100.0  
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Measures 

Primary variables.  Scale items measuring EO, interracial distrust, social capital, 

willingness to use bank loans, and firm performance were adapted from the existing literature.  A 

CFA was also used to validate the scales.  Definitions and sources for each construct are 

provided in the following paragraphs. 

Entrepreneurial orientation.  This construct measures a firm’s propensity to possess 

higher levels of: risk-taking, innovativeness, proactiveness, competitive aggressiveness, and 

autonomy (Clarke, 2019; Hughes & Morgan, 2007).  This is an extension of the work by 

Lumpkin and Dess (1996), who postulated only three sub-dimensions of EO: risk-taking, 

innovativeness, and proactiveness.  Each sub-dimension was measured using its own Likert scale 

(1 = Strongly Disagree, 5 = Strongly Agree).  Competitive aggressiveness and innovation had 

four indicators, autonomy had five indicators, and proactiveness and risk tolerance had six.  

 Interracial distrust.  This construct measures a person’s distrust levels for members of a 

different ethnic or racial group than their own and was adapted from Boyas and Sharpe (2010).  

The scale used four items to assess trust and preference for working with members of a group on 

a 5-point Likert but was reverse-scored in order to detect underlying distrust (5 = Strongly 

Disagree, 1 = Strongly Agree).  The questions were also rewritten slightly to focus on interracial 

distrust in business relationships.  

External social capital and internal social capital.  The scales for external social capital 

and internal social capital were adapted from the work of Peltier and Naidu (2012).  Peltier and 

Naidu’s (2012) study used a 28-statement questionnaire to evaluate level of contact frequency (1 

= Never, 5 = Very Frequently) and value of information received from contacts (1 = No Value, 5 

= Very Valuable).  The original 28-statement questionnaire was then used by Peltier and Naidu 
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(2012) to place entrepreneurs into a typography of social capital types. To adapt their work to 

this study, the 28-statement questionnaire was divided into 12 questions specifically related to 

personal networks and 12 questions related to networks Peltier and Naidu (2012) described as 

either belonging to a communicative- or exchange-oriented network.  Both communicative- and 

exchange-oriented network questions were used to assess the strength of an entrepreneur’s 

external social capital, while the personal network questions were used to assess the strength of 

an entrepreneur’s family or friends-oriented social capital.  

Willingness to borrow from banks.  The variable for willingness to borrow from banks 

was adapted from the work of Makpotche, Logossah, Amewokunu, Lawson-Body, & Sedzro 

(2015) (seven items total, 1 = Strongly Disagree, 5 = Strongly Agree).  

Willingness to borrow from family or friends. This variable was based on the willingness to 

use bank loan variable described previously but was rewritten to use funding from personal 

sources, such as family or friends (seven items total, 1 = Strongly Disagree, 5 = Strongly Agree).  

Firm performance.  The variable for firm performance was adapted from the work of Peltier 

and Naidu (2012) and utilized four comparative firm performance measures: sales growth, 

market share growth, profit growth, and overall success of business (1 = Inferior to Competition, 

5 = Superior to Competition). 

Appendix Item A1 show the various measurement items for the different variables and 

constructs used across both models. 
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Control variables.  Prior research on entrepreneurship has shown that demographic 

information such as age, gender, education, and industry-specific experience all play a vital role 

in an entrepreneur’s success (Fairlie & Robb, 2010).  Human capital also appears to specifically 

affect ethnic entrepreneur performance and networking (Chaganti & Greene, 2002).  Gender has 

been shown to impact banking relationships (Mijid, 2015) and social capital (Runyan, 

Huddleston, & Swinney, 2006).  Finally, age of company has been shown to affect firm–bank 

relationships positively (Kirschenmann, 2016). 

To address these findings from the literature, several binary control variables were 

created from survey answers to include:  FEMALE (1 if the entrepreneur identified as a woman, 

0 if not), COLLEGE GRAD (1 if the entrepreneur indicated that he or she had earned at least a 4-

year degree, 0 if not), EXPERIENCED (1 if the entrepreneur indicated that they had at least 5 

years of industry experience, 0 if not), OVER 40 (1 if the entrepreneur listed an age greater than 

40, 0 if not), and OVER 5 YEARS (1 if the business had been in operation for more than 5 years, 

0 if not).  The use of these binary control variables did not affect the predictive power of the 

model significantly compared to using the scaled intervals as shown in Tables 2, 3 , and 5.  The 

decision to use these binary control variables was to determine if case analysis would be useful 

for this study by separating the sample into roughly equal groups.  The multivariate results with 

the original scales as presented in Tables 2, 3, and 5 are presented in Table A2 of the Appendix. 

Data analysis.  The following section provides an overview of the data analysis methods 

employed in this study.  Beyond basic, descriptive statistics, the hypotheses testing used a SEM.  

Figure 3 outlines the various data analysis methods to be used across the models. 
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Figure 3 

Data Analysis Procedures 

Stage  Data Analysis Methods  Key Statistics  

Measurement Model 

and Scale Development 

 

Confirmatory Factor Analysis (CFA)  

 

Scale Reliability 

 
Common Method Bias  

GFI, CFI, NFI > .90; AGFI > .88; 

RMSEA < .08; Standardized 

Regression Weights 

 
 

Harmon’s Single Factor Variance 

Explained < 40% 

Common Latent Variable absolute 

values of the deltas < .2 

Scale Reliability Cronbach α > .7  

Convergent Validity AVE > .5  

Discriminant Validity MSV < AVE  

Descriptive Statistics Standard Deviation, Means, and 

Correlations for Constructs  

Model 1: Hypothesis 

Testing 

Exploratory Factor Analysis (EFA) 

Multiple Linear Regression 

Factor Scores 

Wilk’s λ; Beta Coefficients; R2  

Model 2: Hypotheses 

Testing  

Structural Equation Models (SEM) in 

AMOS  
 

Measurement Fit: GFI, AGFI, CFI, 

NFI > .90; RMSEA < .08  
Standardized Regression Weights  

 

Note. GFI = goodness of fit index; AGFI = adjusted goodness of fit index; CFI = comparative fit index; 

NFI = normed fit index; RMSEA = root mean square error of approximation; AVE = average variance 
extracted; MSV = maximum shared variance. 
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Model 1: Hypothesis Testing 

Varimax rotation factor scores were generated using SPSS 26 to test Model 1.  

Multivariate multiple linear regression was used to test H1–H5 to determine the overall 

significance and differential main effects of the five independent sub-dimensions of EO and the 

four controls presented in Model 1.  Multivariate multiple linear regression allowed for 

simultaneous analysis of a regression model with two or more outcome variables and for testing 

of coefficients across the equations to examine the differential effects using Wilk’s λ (Ho, 2014).   

Factor scores for the five EO sub-dimensions were calculated and saved using EFA with varimax 

rotation in SPSS.  Summated and averaged index scores were calculated for the dependent 

variables of willingness to borrow from banks and firm performance based on EFA analysis.  

Equation 1 shows the multivariate regression equation for the dependent variable willingness to 

borrow from banks, while Equation 2 shows the equation for the dependent variable firm 

performance. Female, Experienced, College Graduate, Over 40 and Business Age of Over 5 

Years represent control variables in the model.  

Willingness to Borrow from Banks = β0a + β1aEO_Autonomy +  

β2aEO _Competitiveness + β3aEO_Innovation + β4aEO_Proactiveness + β5aEO_Risk +  

     β6aFemale + β7aExperienced + β8aCollegeGraduate + β9aOver40 + β10aOver5Years   (1) 

Firm Performance = β0b + β1bEO_Autonomy + β2bEO _Competitiveness + 

β3bEO_Innovation + β4bEO_Proactiveness + β5bEO_Risk + β6bFemale + β7bExperienced +  

                                 β8bCollegeGraduate + β9bOver40 + β10bOver5Years                 (2) 

Model 1: Exploratory Factor Analysis  

An initial EFA with varimax rotation in SPSS was used to validate the relevant psycho-

social sub-dimensions for EO based on a 5-factor solution.  As expected, five EO sub-
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dimensions surfaced: autonomy, competitiveness, innovativeness, proactiveness, and risk-taking.  

This solution explained 66.937% of the cumulative variance.  Coefficient alpha scores for all the 

interval scaled dimensions except autonomy met the .70 benchmark established for construct 

reliability for an exploratory scale (Hair et al., 2006; Nunnally, 1978).  Because autonomy was 

very close to the cut-off of .70 benchmark, it was retained in the analysis.  Table 6 shows the 

results of the rotated component matrix for the constructs along with the coefficient alpha scores.   

Table 7 provides the descriptive statistics, variable correlations, and significance levels for 

Model 1. 

An EFA with varimax rotation in SPSS was also used to validate the scales for the 

dependent variables based on eigenvalues >1.0.  Both dependent variables loaded on a single 

factor for each variable and explained 58.637% of the cumulative for willingness to borrow from 

banks and 82.248% for firm performance.  Coefficient alpha scores for all the interval scaled 

dimensions met the .70 benchmark established for construct reliability f or an exploratory scale 

(Hair et al., 2006; Nunnally, 1978).  Table 8 shows the results of the rotated component matrix 

for the two dependent variables along with the coefficient alpha scores.  
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Table 6 

Exploratory Factor Analysis Rotated Component Matrix for Entrepreneurial Orientation: Model 1 

Indicator Risk-Taking 

(R) 

 a = .903 

Proactiveness 

(P)  

a = .885 

Competitiveness 

(C)  

a = .821 

Innovativenes

s (I) 

a = .793 

Autonomy (A) 

a = .675 

R1 – I consider myself a risk-taker .798     
R5 – I take bold action to venture into the unknown .759     
R2 – I have a tendency to pursue high risk/high reward 

projects 

.750     

R6 – I act boldly in situations in which risk is involved .744     

R4 – Bold, aggressive actions are needed to exploit 
potential opportunities 

.738     

R3 – I believe that bold acts are needed to achieve my 

business objectives 

.648     

P1 – I introduce new products / services to the market 
before competitors 

 .764    

P2 – I am often the first to initiate new actions / 
offerings rather than responding to others 

 .763    

P5 – I try new ideas before others do  .711    
P6 – I see myself as a trend-setter in business  .659    
P4 – I am good at identifying opportunities before 

others do 

 .609    

P3 – I am someone who tries to take the initiative in 
every situation 

 .553    

C1 – Competition for clients is intense   .772   
C2 – My business is very competitive in nature   .754   

C3 – I am an aggressive competitor   .677   
C4 – I try to out-maneuver my competitors   .644   
I3 – I seek new approaches to problem-solving rather 

than following the norm 

   .765  

I2 – I seek out new and novel ways to run my business    .692  
I1 – I am quick to introduce new ideas to my business    .624  

A3 – I like to work alone and then share my ideas with 
others 

    .765 

A1 – I like to make decisions without interference with 
others 

    .764 

A2 – I like to come to my own conclusions     .716 
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Table 7 

Descriptive Statistics, Variable Correlations, and Significance Levels for Model 1 

 

Variable Mean Standard 

Deviation 

N EO - 

Competitiveness 

EO - 

Autonomy 

EO – 

Risk-
Taking 

EO -

Proactiveness 

EO - 

Innovativeness 

Willingness 

to Borrow 
from Banks 

Firm 

Performance 

EO – 
Competitiveness 

3.675 1.019 276 1.000 .341** .604** .599** .549** .264** .196** 

EO – Autonomy 4.065 0.823 276  1.000 .309** .392** .376** .157** .048 
EO – Risk-
Taking 

3.814 0.935 276   1.000 .645** .558** .144** .219** 

EO – 
Proactiveness 

3.918 0.863 276    1.000 .706** .198** .297** 

EO – 
Innovativeness 

4.220 0.792 276     1.000 .108* .171** 

Willingness to 

Borrow from 
Banks 

3.289 0.993 276      1.000 .207** 

Firm 

Performance 

3.233 0.950 276       1.000 

**, p < .01, one-tailed 

*, p < .05, one-tailed  
EO = Entrepreneurial Orientation  
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Table 8 

Exploratory Factor Analysis Rotated Component Matrix for Dependent Variables: Model 1  

Indicator Willingness to Borrow 

from Banks (WBB) 

 a = .881 

Firm Performance 

(FP) 

a = .928 

WBB 1 – I will use bank financing the next time I need a loan .842  

WBB 7 – Bank loans are a more effective form of financing than borrowing from family and 

friends 

.792  

WBB 6 – I prefer bank loans over borrowing from family and friends .786  

WBB 3 – When I need financing, I turn to bank loans  .779  

WBB 2 – Securing bank loans is critical to my business  .726  

WBB 4 – I have no problems seeking bank loans  .713  

WBB 5 – A bank loan is a good opportunity for my business .678  

FP 2 – For the past 3 years, how would your rank your company’s profit growth relative to 

competition 

 .924 

FP 1 – For the past 3 years, how would your rank your company’s sales growth relative to 

competition 

 .907 

FP 1 – For the past 3 years, how would your rank your company’s overall success relative to 

competition 

 .893 

FP 1 – For the past 3 years, how would your rank your company’s market share growth 

relative to competition 

 .880 
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Model 1: Multivariate Regression Results 

 As Table 9 shows, both the regression explaining willingness to borrow from banks (R2 

= 0.104, F = 3.086, p = 0.000) and the regression explaining firm performance (R2 = 0.183, F = 

5.934, p = 0.000) were highly significant.  The multivariate tests showed that all the EO sub-

dimensions, except innovativeness (p > 0.10), significantly contributed to the joint explanation of 

the dependent variables.  However, when we looked at the separate regressions, only 

competitiveness and proactiveness were significant for both models, suggesting that the EO sub-

dimensions act independently of one another as they relate to the two dependent variables.  

Figure 4 presents a summary of results for each of the hypotheses.  In total, six of the 10 

hypotheses for Model 1 were supported.  Hypotheses 1a and 1b suggested higher levels of 

autonomy would be associated with higher levels of willingness to borrow from banks (H1a) and 

firm performance (H1b).  H1a was supported while H1b was not.  Hypotheses 2a and 2b suggested 

higher levels of competitiveness would be associated with higher levels of willingness to borrow 

from banks (H2a) and firm performance (H2b).  Both were supported.  Hypotheses 3a and 3b 

suggested that higher levels of innovativeness would be associated with higher levels of 

willingness to borrow from banks (H3a) and firm performance (H3b).  Neither was supported.  

Hypotheses 4a and 4b suggested that higher levels of proactiveness would be associated with 

willingness to borrow from banks (H4a) and firm performance (H4b).  Both were supported.  

Finally, hypotheses H5a and H5b suggested that higher levels of risk-taking would be associated 

with higher levels of willingness to borrow from banks (H5a) and firm performance (H5b). H5a 

was not supported, but H5b was supported.   

In terms of willingness to borrow from banks, all the significant relationships were in the 

hypothesized direction.  In terms of the relative impact of the EO sub-dimensions on willingness 



EO, TRUST, SOCIAL CAPITAL, AND FUNDING CHOICES  

65 
 

to borrow from banks, competitiveness had the strongest influence (β = 0.230, p < 0.001), 

followed by proactiveness (β = 0.153, p < 0.01) and autonomy (β = 0.099, p < 0.05).  

In terms of firm performance, several of the control variables were also significant 

predictors, including college graduate status (β = -0.167, p < 0.10), entrepreneur age if over 40 (β 

= 0.302, p < 0.05) and business age if over five years (β = -0.403, p < 0.001).  In terms of the 

relative impact of the EO sub-dimensions on firm performance, proactiveness had the strongest 

influence (β = 0.265, p < 0.001), followed by risk-taking (β = 0.115, p < 0.05) and 

competitiveness (β=0.097, p < 0.05).  
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Table 9 

Multivariate Regression Results for Model 1 

Variables Multivariate Willingness to Borrow from Banks Firm Performance 

 Test Wilk’s λ Standard β t-value Significance Standard β t-value Significance 

Intercept .063 (P = .000) 3.372 27.957 0.000 3.44 31.206 0.000 

EO - Autonomy (Hypothesis 1) .985 (P = .065) 0.099 1.705 0.045 -0.047 -0.882 NS 

EO - Competitiveness (Hypothesis 2) .942 (P = .000) 0.230 3.825 0.000 0.097 1.762 0.040 

EO - Innovativeness (Hypothesis 3) .997 (P = .333) -0.049 -0.840 NS -0.024 -0.439 NS 

EO - Proactiveness (Hypothesis 4) .910 (P = .000) 0.153 2.498 0.007 0.265 4.731 0.000 

EO - Risk-Taking (Hypothesis 5) .983 (P = .050) 0.042 0.706 NS 0.115 2.111 0.018 

Female (0 = No, 1 = Yes) .992 (P = .183) -0.055 -0.445 NS -0.158 -1.398 NS 

Experienced (0 = < 5 Years, 1 = 5 Years or More) .990 (P = .136) 0.197 -1.420 NS 0.177 1.205 NS 

College Graduate (0 = No, 1 = Yes) .991 (P = .143) -0.075 -0.625 NS -0.167 -1.525 0.064 

Over 40 (0 = No, 1 = Yes) .976 (P = .020) 0.091 0.697 NS 0.302 2.521 0.006 

Business Over 5 Years (0 = No, 1 = Yes) .956 (P = .001) -0.187 -1.420 NS -0.403 -3.345 0.000 

EO = Entrepreneurial Orientation        

Willingness to Borrow from Banks (F = 3.086 , P = .000 . R
2 = .104)      

Firm Performance (F = 5.934, P = .000, R
2
 = .183)        
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Figure 4 

Hypotheses Summary for Model 1 

Hypothesis Hypothesized Relationships Supported 

H1a Autonomy + > Willingness to Borrow from Banks Yes 

H1b Autonomy + > Firm Performance No 

H2a Competitiveness + > Willingness to Borrow from Banks Yes 

H2b Competitiveness + > Firm Performance Yes 

H3a Innovativeness +> Willingness to Borrow from Banks No 
H3b Innovativeness +> Firm Performance No 

H4a Proactiveness +> Willingness to Borrow from Banks Yes 

H4b Proactiveness +> Firm Performance Yes 

H5a Risk-Taking +> Willingness to Borrow from Banks No 

H5b Risk-Taking +> Firm Performance Yes 
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Model 1: Post-Hoc Statistical Power Analysis 

Statistical power analysis was completed post-hoc to confirm the sample size was large 

enough to detect significant effects.  The observed statistical power was calculated separately for 

the two dependent variables and included the five EO sub-dimensions and five controls as 

predictor variables.  Table 10 provides the observed statistical power calculated using Soper’s 

(2017) post-hoc statistical power calculator at a 95% confidence level (.05 probability level) and 

the study’s sample size (N = 276).  As shown, the observed power was > .98 for both willingness 

to borrow from banks and firm performance.  Thus, within the context of the current study, the 

regression model provided enough power to detect significant effects (Cohen, 1988).  
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Table 10 

Soper’s Post-Hoc Statistical Analysis 

Variables Number of 

Predictors 

Observed 

R Square 

Observed 

Statistical 
Power 

Willingness to Borrow from 

Banks 

10 0.104 0.985837 

Firm Performance 10 0.183 0.999985 

    

Note: 95% Confidence, N = 276    
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Model 2: Confirmatory Factor Analysis  

Figure 5 presents the final measurement model used for Model 2.  The chi-square 

minimum discrepancy (CMIN) divided by its degrees of freedom (df) is 1.544, which is less than 

the suggested value of 3.0.  While the overall chi-square statistic for the measurement model was 

significant (χ² = 367.506, df = 238, CMIN / df = 1.544, p <.001), this is likely due to sample size.  

Fit indices less impacted by sample size, including GFI (.906), CFI (.968), NFI (.915), AGFI 

(.882), and RMSEA (.044) all suggested a good fit of the data (Bentler & Bonett, 1980).  In line 

with the process Mathwick and Rigdon (2004) outlined, all individual item loadings were 

significant (p < .001), and the completely standardized solution for all items ranged from .521 to 

.909 (see Table 11).  These results all met the minimum guidelines of .5 (Cortina, 1993).  
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Figure 5. Confirmatory factor analysis measurement model. 
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Table 11 

Standardized Factor Loadings of Measurement Model 

Construct and Measurement Item Standardized 

Loading 

Interracial Distrust  

1 - I trust white business partners to have my best interests at mind .604 

2 – I trust white business partners to be fair with me .521 
3 - I prefer working with white business partners over partners of other ethnicities .821 

4 - I trust white business partners more than business partners of other ethnicities .846 

External Social Capital  
1 - My business networks play a large role in my business decisions .868 

5 - My business networks are an important part of the success of my business .776 

12 - I seek input from my business networks to make decisions .834 

Internal Social Capital  

1 - My family/friends play a large role in my business decisions .830 
5 - My family/friends are an important part of the success of my business .781 

12 - I seek input from my family/friends to make decisions .786 

Willingness to Borrow from Banks  

1 - I will use bank financing the next time I need a loan .875 

3 - When I need financing, I often turn to bank loans .719 

5 – A bank loan is a good opportunity for my business .602 
6 - I prefer bank loans over borrowing from family and friends .717 

7 - Bank loans are a more effective form of financing than borrowing from family 

and friends 

.704 

Willingness to Borrow from Family / Friends  

1 - The next time I need financing I will consider a loan from family/friends .894 

3 - When I need financing, I often turn to family or friends .847 

5 – A loan from family / friends is a good opportunity for my business .799 

6 - I prefer borrowing from family or friends than from banks .860 
7 - Borrowing from family or friends is a more effective form of financing than 

bank loans 

.838 

Firm Performance  

1 - Sales Growth .909 

2 - Profit Growth .901 

3 - Market Share Growth .832 
4 - Overall Success .880 
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Each construct had an AVE > .507, meeting Fornell and Larcker’s (1981) convergent 

validity criterion of .500.  In order to assess discriminant validity, construct values for MSV and 

AVE were compared to verify MSV < AVE for each of the constructs (see Table 12).  

Table 12 

Validity Measures of Model 

Variable CR AVE MSV 

Willingness to Borrow from Banks .848 .531 .089 

Interracial Distrust .798 .507 .089 

External Social Capital .866 .684 .389 

Family / Friends Social Capital .841 .639 .389 

Willingness to Borrow from Family / Friends .928 .719 .231 
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Model 2: Bias Measures 

In order to check for non-response bias, survey respondents were separated by date of 

survey completion into quartiles to determine if there were statistically significant differences in 

the various variable means using a one-way ANOVA.  There were no significant differences 

between groups, suggesting that non-response bias was not an issue for Model 1 or Model 2. 

In order to mitigate common method bias, the survey was designed to allow for 

anonymity and to separate the constructs of interest following the recommendations of Podsakoff 

(2003).  In addition, two separate tests were conducted.  The first was a Harmon’s single-factor 

variance that was calculated using all of the variable indicators for Models 1 and 2 to determine 

if a single, unrotated factor could account for more than 50% of the variance.  The single factor 

loading accounted for 26.349% of the total variance, suggesting that common method bias was 

not an issue for Model 1 or 2. 

In addition, a common latent variable (CLF) was created in the CFA.  Each latent item 

was allowed to load on its latent construct and the CLF.  Following Gaskin’s (2012) 

recommendations, the deltas of the standardized regression weights were analyzed with and 

without the CLF to determine if any deltas exceeded the .2 cutoff suggested by Gaskins (2012).  

No deltas exceeded the .2 threshold.  Therefore, common method bias does not appear to be an 

issue.  Table 13 presents the standard estimates with and without the CLF. 
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Table 13 

Common Method Bias Analysis 

Construct and Measurement Item Standard Loading 

without CLF 

Standard Loading 

with CLF 

Delta 

Interracial Distrust    

1 - I trust white business partners to have my best interests at 

mind 

.604 .582 .022 

2 – I trust white business partners to be fair with me .521 .507 .014 

3 - I prefer working with white business partners over 

partners of other ethnicities 

.821 .785 .039 

4 - I trust white business partners more than business partners 

of other ethnicities 

.846 .795 .051 

External Social Capital    
1 - My business networks play a large role in my business 

decisions 

.868 .818 .050 

5 - My business networks are an important part of the success 

of my business 

.776 .707 .069 

12 - I seek input from my business networks to make 

decisions 

.834 .781 .053 

Internal Social Capital    

1 - My family/friends play a large role in my business 

decisions 

.830 .802 .028 

5 - My family/friends are an important part of the success of 

my business 

.781 .716 .065 

12 - I seek input from my family/friends to make decisions .786 .744 .042 

Willingness to Borrow from Banks    

1 - I will use bank financing the next time I need a loan .875 .803 .072 

3 - When I need financing, I often turn to bank loans  .719 .660 .059 

5 – A bank loan is a good opportunity for my business .602 .520 .082 

6 - I prefer bank loans over borrowing from family and 

friends 

.717 .719 -.002 

7 - Bank loans are a more effective form of financing than 

borrowing from family and friends  

.704 .680 .024 

Willingness to Borrow from Family / Friends    

1 - The next time I need financing I will consider a loan from 

family/friends 

.894 .858 .036 

3 - When I need financing, I often turn to family or friends  .847 .812 .035 

5 – A loan from family / friends is a good opportunity for my 

business 

.799 .759 .040 

6 - I prefer borrowing from family or friends than from banks .860 .831 .029 

7 - Borrowing from family or friends is a more effective form 

of financing than bank loans 

.838 .806 .032 

Firm Performance    

1 - Sales Growth .909 .854 .055 

2 - Profit Growth .901 .841 .060 

3 - Market Share Growth .832 .766 .066 

4 - Overall Success .880 .817 .063 

 

  



EO, TRUST, SOCIAL CAPITAL, AND FUNDING CHOICES  

76 
 

Model 2: Structural Equation Modeling Results 

Model 2 examined whether the EO index from Model 1 could serve as an antecedent to 

the demonstrated relationships between interracial distrust, external and internal social capital, 

willingness to borrow from banks or family and friends, and firm performance.  Model 2 

included 11 hypothesized direct relationships, leading to firm performance.  Full SEM path 

analysis was conducted using AMOS 26 with each individual survey item loaded on its full 

construct.  

Although the initial SEM as conceptualized in Figure 2 met many of the metrics needed 

to suggest good fit, the modification indices revealed additional paths from EO and interracial 

distrust to other variables in the model.  This led to the adoption of a modified final model with 

better fit and previously un-hypothesized but significant relationships.  

Regarding the final model fit, the chi-square statistic was significant, although this may 

be due to the sample size (χ² = 338, 251 df, CMIN / df = 1.350, p < .000).  Therefore, we relied 

on other model fit statistics to determine if the structural path model provided a satisfactory fit to 

test the theorized relationships.  The GFI (.916), AGFI (.892), CFI (.979), NFI (.923) and 

RMSEA (.036) all met the minimum threshold requirements and indicated the model 

satisfactorily fit the data (Hu & Bentler, 1999).  We tested alternative models one at a time and in 

combination by varying the order of latent constructs, reversing directional paths, and adding or 

eliminating paths.  None of the alternative models performed as well as the original model or 

aligned better with theory (Blunch, 2008).  Figure 6 presents the final reduced model with 

pathways noted. 
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Figure 6. Reduced model with pathways. 
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As noted in Table 14, evidence was found to support either fully or partially six of the 

original 11 hypotheses.  In addition, several new statistically significant relationships were 

revealed that have interesting ramifications for the literature.  Some of the new relationships can 

be easily assimilated into current theory, such as EO encouraging borrowing from all sources and 

encouraging the facilitation of both external and internal social capital.  However, at least one of 

the new relationships is counterintuitive to the literature, with interracial distrust discouraging 

borrowing from family and friends as well as banks.  Also of interest is the fact that neither EO 

nor interracial distrust had a statistically significant relationship with firm performance directly, 

suggesting that both constructs may encourage configurations that either amplify or mitigate 

performance, rather than act on it directly.  Finally, interracial distrust seems to act counter to 

performance in every path studied, suggesting that while cynicism and distrust may be 

appropriate learned responses in many scenarios, the utility of such a perspective appears limited 

when measured against firm performance.  Table 14 presents the hypotheses and results 

summary for the model shown in Figure 6. 
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Table 14 

Hypotheses and Results Summary for Structural Equation Modeling 

Hypothesis Hypothesized Relationships Supported Standardized 

Coefficient 

p Value 

(single-

tailed) 

H6a EO (-) > Interracial Distrust (ID) Yes -.136 .020 

H7a ID + > Internal Social Capital (ISC) No  -.078 NS 

H7b ID (-) > External Social Capital (ESC) Yes -.145 .010 

H8a ESC +> Willingness to Borrow from Banks 

(WBB) 

No .078 NS 

H8b ESC (-) > Willingness to Borrow from 

Family / Friends (WFF) 

Partially -.153 .059 

H9a ISC (-) > WBB No .108 NS 

H9b ISC +> WFF Yes .513 < .001 

H10a ESC + > Firm Performance (FP) Yes .211 .018 

H10b ISC (-) > FP No 

(Direction) 

.160 .064 

H11a WBB + > FP Partially .117 .054 

H11b WFF (-) FP No .025 NS 

     

NEW EO +> ISC  .320 < .001 

NEW EO +> ESC  .514 < .001 

NEW ID (-) WBB  -.251 < .001 

NEW ID (-) WFF  -.197 < .01 

NEW EO (+) WBB  .125 .047 

NEW EO (+) WFF  .122 .036 

NS = not significant 
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Discussion, Limitations, and Future Research 

Model 1: Discussion 

The ongoing study of minority entrepreneur performance is of critical importance to our 

national economy.  Despite efforts to improve overall minority firm performance, there remains 

a persistent gap in minority entrepreneur performance, firm survival, and likelihood of 

discouraged borrowing when compared to white entrepreneurs in the United States.  

Accordingly, Model 1 analyzed the effect of EO on minority entrepreneur performance and 

attitudes regarding bank borrowing in order to test whether EO could offer some explanatory 

power for minority firm tendencies given the popularity of EO in the entrepreneurial and 

marketing literature. 

Interestingly, many of the sub-dimensions of EO appeared to have counterintuitive 

relationships with the dependent variables of firm performance and willingness to borrow from 

banks based on the extant literature.  This is important because while the EO sub-dimensions 

have been studied across different national and cultural contexts, the literature appears silent on 

how EO differs in terms of its relationship with firm performance across different cultural 

contexts within the United States (Wales, Gupta, & Mousa, 2013).  This gap in the literature is 

surprising given the significant differences between black and white entrepreneurs in the United 

States in areas such as personal and family wealth (Shapiro, 2017) and human capital (Bates & 

Robb, 2014), which tend to place minority entrepreneurs at a relative disadvantage to white 

entrepreneurs.  

Of particular note was the lack of a significant relationship between innovativeness and 

either of the dependent variables given that innovativeness often has one of the stronger 

relationships with firm performance (Linton & Kask, 2016) and is also known for being 
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associated with firms that are attractive to lenders and investors (Samila & Sorenson, 2017).   In 

contrast, proactiveness was shown to have a significant and positive relationship with both 

dependent variables, with the second-highest influence on willingness to borrow from banks and 

the greatest influence on firm performance of all the EO sub-dimensions (see Table 14).  

Innovativeness and proactiveness are often tied together in the literature, especially with smaller 

or younger firms (Hughes & Morgan, 2007).  However, it may be that minority entrepreneurs 

view innovativeness, in and of itself, as risky or lacking clear connections to good outcomes.  

Singh and Gibbs (2014) showed that minority entrepreneurs who focus on proactiveness through 

network-based opportunity-scanning tend to be more successful than minority entrepreneurs who 

pursue opportunities of their creation, such as would be expected from exceptionally innovative 

entrepreneurs.  

Similarly, the lack of a significant relationship between risk-taking and willingness to 

borrow from banks was unexpected.  Lumpkin and Dess (1996) described risk-taking as most 

commonly manifested through financial leverage or taking on large resource-requirement 

projects.  However, risk-taking was significantly and positively related to firm performance for 

minority entrepreneurs.  These two findings suggest that minority entrepreneurs may show their 

risk-tolerance through a willingness to continually operate their firms, while viewing debt as 

more utilitarian and something to only be used when needed.  

In all, the counterintuitive relationships between EO sub-dimensions and firm outcomes 

and funding decisions suggest that EO may manifest in complicated and nuanced ways for 

minority entrepreneurs.  The typical relationships, such as greater innovation leading to greater 

performance and greater risk-tolerance leading to increased financial leverage, were not present, 

while counterintuitive relationships, such as autonomy leading to greater willingness to borrow 
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from banks, were.  To truly understand the relationship EO shares with firm performance for 

minority entrepreneurs, it would be good to delineate between more opportunity -based and 

necessity-based entrepreneurs in future studies.  Perhaps, a greater willingness to borrow from 

banks represented freedom from having to borrow from immediate acquaintances for minority 

entrepreneurs, which, in turn, may have represented a certain type of overall freedom of 

decision-making for the entrepreneurs in this study.  

Model 2: Discussion 

The literature is virtually silent on the psycho-sociological antecedents for discouraged 

borrowing among minority entrepreneurs (Chakravarty & Xiang, 2013; Mac an Bhaird, Vidal, & 

Lucey, 2013), and EO itself has not been studied in terms of its effects on minority firm 

performance, much less minority entrepreneur social capital, despite the clear evidence that 

many minority businesspeople may choose to self-segregate even when that practice may 

negatively affect business outcomes.  Accordingly, Model 2 tested a framework to understand 

how EO and interracial distrust affected social capital development, funding choices, and firm 

performance. 

The results of Model 2 appeared to show EO and interracial distrust as opposing 

influences for the minority entrepreneur.  Although neither EO nor interracial distrust had a 

hypothesized or demonstrated direct effect on firm performance in Model 2, EO was shown to 

lead to significant and positive paths to every outcome that also led to greater firm performance.  

This happened even in counterintuitive ways, such as EO leading to both greater external and 

internal social capital, as well as EO leading to both greater willingness to borrow from banks 

and willingness to borrow from family and friends (see Figure 6).  In contrast, interracial distrust 

had no significant and positive relationship with any path that led to greater firm performance 
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(see Figure 6) and appeared to discourage both types of borrowing and the creation of external 

social capital.  Thus, while the literature has suggested that interracial distrust may have some 

utility for minority entrepreneurs forced to navigate through sometimes predatory relationships 

with larger partners (Lewicki, McAllister, & Bies, 1998), this utility does not manifest in terms 

of how interracial distrust influences the formation of social capital or funding choices.  

Model 2 also presented another interesting finding in that EO appears to be completely 

mediated by the facilitation of social capital and borrowing from banks (see Figure 6), in that it 

has no significant direct effect on firm performance in Model 2, contrasting with Model 1.  

Although no such relationship was originally hypothesized, this mediation is supported by the 

literature as Dess, Lumpkin, and Covin (1997) theorized that EO needs internal and external 

configurations to amplify firm performance.  It appears that EO, specifically within the context 

of minority entrepreneurship, can be represented in how the entrepreneur creates social capital 

and chooses funding.  

Another interesting finding is that while external social capital had a strong relationship 

with firm performance (.211), internal social capital also had a strong relationship with firm 

performance (.160; see Figure 6).  Furthermore, EO was strongly associated with both external 

social capital (.514) and internal social capital (.320), suggesting that high EO allows for a 

typography of successful externally and internally focused minority entrepreneurs.  Although not 

presented in Figure 6, the final model did show a strong co-varying relationship between both 

types of social capital, suggesting that building one type of social capital need not be at the 

exclusion of the other.  In fact, the opposite appears to be true.  This is an important distinction 

because much of the literature presents minority entrepreneur firm performance as existing on 

somewhat of a continuum of market choice between serving co-ethnic communities or serving 
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broader communities (Fairlie & Robb, 2010; Shinnar, Aguilera, & Lyons, 2011).  Instead, there 

may be a way for minority entrepreneurs to serve both types of markets.  

As predicted, the willingness to borrow from banks had a significant and positive 

relationship with firm performance (.117), while willingness to borrow from family and friends 

did not (see Figure 6).  This represents a warning to internally focused minority entrepreneurs 

that while internal social capital may lead to greater firm performance in and of itself, it also may 

lead to funding choices that are not optimal.  

In Appendix 1, the original SEM model as hypothesized is presented, along with the 

differences in model fit and hypotheses between the original and the final model presented in 

Figure 6.  

Contributions to Literature 

EO and interracial distrust do not appear to have been studied together in the literature.  

However, EO greatly depends on its sub-dimensions of innovativeness and proactiveness, which 

in turn, are often facilitated with social capital and especially weak ties (Liao & Welsch, 2003; 

Zaheer & Bell, 2005).  This study hypothesized that higher levels of EO would be associated 

with a more inclusive viewpoint to allow for weak ties and would be negatively associated with 

interracial distrust.  This appears to be the first study to state and empirically test that hypothesis.  

The significant and negative relationship between EO and interracial distrust suggests that those 

with higher levels of EO seek and cultivate relationships with those outside of their immediate 

community or may be more immune to some of the negative effects of interracial relationships 

that can lead to interracial distrust.  However, while EO was negatively associated with 

interracial distrust, EO showed a significantly positive relationship with both external and 

internal social capital.  This represents a significant contribution to the literature because many 
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of the studies on interracial distrust have shown that pursuit of external social capital can come at 

the expense of internal social capital (Aldrich & Kim, 2012) and that interracial distrust can 

undermine even seemingly positive interactions between whites and minorities, especially if the 

intentions of the white actor are not clear (Major, Kunstman, Malta, Sawyer, Townsend, & 

Mendes, 2015).  This study suggests that those with high levels of EO may not view social 

capital as an either/or but seek to cultivate as much social capital as possible from all sources and 

for good reason, as both external and internal social capital were associated with higher levels of 

firm performance.  The significant and positive relationship between internal social capital and 

firm performance for minority entrepreneurs is an important contribution because many studies 

have suggested that a focus on a co-ethnic market comes with a performance penalty for 

minority entrepreneurs (Bates & Robb, 2014; Fairlie & Robb, 2010).  

This study also showed that EO’s effect on firm performance was mitigated completely 

by social capital and funding choices.  This is especially important in the minority entrepreneur 

literature because scant research appears to have been done when it comes to how EO affects co -

ethnic market participation (Lisboa, Skarmeas, & Saridakis, 2016; Palmer, Niemand, Stöckmann, 

Kraus, & Kailer. 2019) or social capital (Miao, Coombs, Qian, & Sirmon, 2017).  However, it 

appears that high levels of EO significantly encourage networks and funding choices that, in 

turn, affect performance.  In other words, the disposition of high EO in and of itself does not 

appear to be a game-changer for minority entrepreneurs, but the activities and attitudes 

encouraged by higher levels of EO may be.  This adds to the literature on EO and its necessary 

configurations to amplify business success (Lumpkin & Dess, 1996).  

Interestingly, willingness to borrow from banks had a relationship with firm performance 

that was significant and positive while willingness to borrow from family and friends did not.  
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This supports the literature that shows evidence of a relationship between different types of debt 

and firm performance, with bank debt typically contributing to the success of a business (Cole & 

Sokolyk, 2018; Gai & Minniti, 2014) and personal debt showing little to none of the same 

benefit (Ortiz-Walters & Gius, 2012).  The contribution of this study in this regard is that it 

appears to be one of the few empirical articles studying this from a specific boundary of minority 

entrepreneurs.  

Finally, higher levels of interracial distrust appeared to have no path that led to higher 

levels of firm performance.  This is important because many research articles have suggested that 

some level of interracial distrust may hold utility in the face of overly-aggressive business 

partners and colleagues (Oore, Gagnon, & Bourgeois, 2013) or suspicious motivations (LaCosse, 

Tuscherer, Kuntsman, Plant, Trawalter, & Major, 2015).  However, interracial distrust did not 

encourage internal social capital and discouraged external social capital, willingness to borrow 

from banks and willingness to borrow from family and friends.  In the context of this study, it 

provided no utility for the minority entrepreneur and actively discouraged most paths to success.   

The lack of a significant and positive relationship between interracial distrust and internal social 

capital was surprising but also consistent with the fact that this study showed external and 

internal social capital to co-vary with one another and not compete. 

Figure 7 presents a summarized listing of the contributions to the literature from this 

study. 
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Figure 7 

Contributions to the Literature Summarized 
 

Subject Contribution to Literature Practical Application 
Entrepreneurial 

Orientation (EO); 

Interracial Distrust 

EO is negatively associated with interracial 

distrust  

EO appears to benefit from more inclusive and 

trusting environments  

EO EO has a direct effect on borrowing from banks 

even when other factors such as the relationship 

between EO and social capital are present in a 

model 

Entrepreneurs may be more willing to borrow 

from banks as their EO increases but can 

increase their odds for success by matching this 

predisposition with the right social capital  

EO EO had no direct effect on firm performance 

once social capital was also considered 

Entrepreneurs need to work on their 

relationships with other business partners in 

order to maximize their success; EO, in a 

vacuum, is not enough for firm performance 

EO; Social Capital High levels of EO were associated with both 

high levels of external and internal social capital; 

in addition, there was a significant covariance 

between both types of social capital with the 

other 

Social capital need not be thought of as 

either/or as it appears that high levels of EO 

may lead to both types and that both types of 

social capital lead to higher firm performance; 

entrepreneurs just need to be careful to 

maximize their business connections 

Interracial Distrust Interracial distrust either had negative or 

insignificant relationships with performance and 

social capital 

Although interracial distrust may be a learned 

response to bad behavior of white business 

partners, minority entrepreneurs need to be 

careful to build strong networks, and business 

networks should be careful to be inclusive and 

welcoming to minority entrepreneurs 

Interracial Distrust Interracial distrust was negatively associated 

with willingness to borrow from banks 

Banks should take care to ensure that their 

customer experience is welcoming and 

inclusive or they run the risk of losing qualified 

applicants 

Internal Social Capital Internal social capital was positively associated 

with willingness to borrow from family / friends 

This suggests that network composition has 

some strong influence over funding choices for 

an entrepreneur; although this is not necessarily 

counter-intuitive, it provides a caution for 

entrepreneurs to carefully develop diverse 

social capital 

Internal Social Capital Internal social capital was positively associated 

with firm performance 

This suggests that there is a typography of 

successful, but internally focused entrepreneurs, 

which runs somewhat counter to the literature 

as co-ethnic markets are often seen to come at a 

performance penalty 

(continued) 
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(continued) Subject Contribution to Literature Practical Application 

External Social Capital External social capital was positively associated 
with firm performance 

This shows that minority entrepreneurs benefit 
from wide and diverse business networks 

Willingness to Borrow 
from Banks 

Willingness to borrow from banks was positively 
associated with firm performance but willingness 

to borrow from family or friends had no 

significant relationship 

Although this has been suggested in the 
literature, this shows that business debt has 

benefits beyond that of personal debt for 

minority entrepreneurs and may be viewed as 

both a cost (interest rate) and an opportunity for 

greater collaboration 
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Limitations of Study and Future Research 

As with any research, this study has limitations.  To begin, the sample was exclusively 

minorities and near exclusive to African Americans as the respondent’s primary ethnic identity.  

As such, future research should be done to compare how white respondents may differ  in terms 

of results.  The study also included a limited set of company performance metrics and was not 

conducted using a longitudinal design.  As such, the ability to understand the true causal nature 

of some of the independent variables is compromised.  

Social desirability and self-report bias may also be a concern.  Some respondents may 

have been reluctant to report themselves as harboring feelings of interracial distrust, while others 

may have thought of their firm performance as more successful than reality.  The study also used 

an internal- versus external-focused social capital scale that did not specifically address specific 

functional gaps in social capital, such as relationships with bankers and other investor types.  The 

study also presumed that external social capital and banks are seen as white and that family or 

friends are seen as co-ethnic by minority entrepreneurs.  The actuality for many minority 

entrepreneurs may be much more nuanced and, to some extent, the results suggest this based on 

the evidence associating interracial distrust negatively with both willingness to borrow from 

family and friends and banks (see Figure 5), but also showing interracial distrust either having a 

negative association with internal social capital (see Figure 6) or no significant positive 

association with internal social capital (see Figure 5).   

The model should be extended to show how the sub-dimensions of EO vary across white 

and black entrepreneurs in order to measure the cultural effect of these sub-dimensions in the 

United States.  It would also be interesting to see if white entrepreneurs have more of a 

preference for co-ethnic business partners than do minority entrepreneurs.  Given that whites are 
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still the population majority in the United States, a more limited basis for partnership may not be 

as much as a hindrance for white entrepreneurs as it may be for minority entrepreneurs.  On the 

other hand, because interracial distrust had unexpected associations with various variables in this 

study, it could also be that exclusionary preferences hurt by mitigating the positive EO–firm 

performance relationships across cultures, both black and white. 

  Banking firms should be interested in the relationship between interracial distrust and 

willingness to borrow from banks.  It was significant and almost of medium effect (see Figure 5), 

which suggests that the more minority entrepreneurs view their banks as primarily white, the less 

likely they may be to seek financing when needed.  That has an important effect on our economy 

given the difference in discouraged borrowing trends for minority and white entrepreneurs.  It is 

established that commercial debt tends to have more benefits for firms than personal debt (Cole 

& Sokolyk, 2018), but it is also commonly thought that minorities are forced into using personal 

debt primarily due to discriminatory banking practices (Ortiz-Walters & Gius, 2012).  The 

evidence from this paper suggests that this may be more complicated with discriminatory 

practices being responsible for some over-use of personal debt by minority entrepreneurs and 

interracial distrust being responsible for some additional amount of over-use of personal debt.  

The literature has examples of interracial distrust increasing because of actual experience (Boyas 

& Sharpe, 2010); as such, a future study that examines whether negative banking experiences 

lead to disproportionately high levels of interracial distrust would show the importance of an 

inclusive and diverse banking experience to leaders of the banking industry.  Also of interest 

would be a study that explores what types of experiences specifically lead to greater levels of 

interracial distrust beyond banking experiences.  For instance, would negative experiences with 
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white peers in a corporate setting lead to high levels of interracial distrust and possibly result in 

motivation for entrepreneurship? 

This study treated minority entrepreneurs and their firms as a homogenous group, while 

the reality is that minority entrepreneurs may be second- or later-generation Americans or 

immigrants with different motivations and challenges (Kwon, Heflin, & Ruef, 2013).  Minority 

firms make conscious decisions on whether to primarily serve a co-ethnic or broader customer 

base (Shinnar, Aguilera, & Lyons, 2011), which has implications for performance.  A study that 

explores whether varying levels of EO and interracial distrust affects these strategic decisions 

would be of interest in order to understand minority business performance based on market 

selection on the psycho-sociological antecedents to that choice. 

In addition to the aforementioned future research needs, additional research is needed to 

understand the likely typography of successful minority entrepreneurs and what combinations of 

entrepreneur characteristics, such as human and social capital, and firm characteristics, such as 

market served and age of firm, contribute positively to success for those minority entrepreneurs 

who focus primarily or exclusively on co-ethnic markets.  This study suggests that minority 

entrepreneurs who focus on external social capital and commercial debt over internal social 

capital and personal debt are more likely to be successful.  However, the business literature is 

rife with examples of successful minority entrepreneurs who serve their own communities almost 

exclusively.  Minority entrepreneurs may serve as a critical resource for underserved 

communities, so understanding how a limited customer base and network group can be overcome 

for success by such entrepreneurs is crucial for the literature.  This research should also involve a 

comparison of strategic business models such as differentiation and cost leadership for successful 

minority entrepreneurs who serve co-ethnic communities to understand which is more likely to 
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lead to long-term success.  The results of this study showed that innovativeness as an attribute of 

the CEO or business owner did not appear to foster success.  Therefore, other business models 

and entrepreneur orientations should be measured.  Finally, some research on how the socio-

emotional wealth of minority entrepreneurs interacts with EO is warranted, especially given the 

results of this paper and the implications it has for social capital.  Earlier research has suggested 

that pursuing relationships outside of co-ethnic boundaries can often come at an expense to 

minority businesspeople and entrepreneurs as an erosion of their current and supportive co -ethnic 

network (Alrdich & Kim, 2007).  Of particular interest would be learning whether minority 

entrepreneurs may be possessed of high EO, high socio-emotional wealth, and an internal-focus 

while still maintaining high levels of firm performance and the antecedents to such a 

configuration. 
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Appendix 

Figure A1 – Scale Instruments 

 

 

 

 

 

 

 

 

 

Intra-racial Trust: (1 = "Strongly Disagree", 5 = "Strongly Agree")

1 - I trust black business partners to have my best interests at mind

2 - I trust black business partners to be fair with me

3 - I prefer working with black business partners over business partners of other ethnicities

4 - I trust black business partners more than business partners of other ethnicities

Interracial Distrust: (5 = "Strongly Disagree", 1 = "Strongly Agree")

1 - I trust white business partners to have my best interests at mind

2 - I trust white partners to be fair with me

3 - I prefer working with white business partners over partners of other ethnicities

4 - I trust white business partners more than business partners of other ethnicities.

External Social Capital: (1 = "Strongly Disagree", 5 = "Strongly Agree")

1 - My business networks play a large role in my business decisions

2 - My business networks are an important support group

3 -  My business networks have mostly agreed with my business decisions

4 - My business networks really care about the success of my business

5 - My business networks are an important part of the success of my business

6 - I spend a lot of time discussing my company concerns with my business networks

7 - My business networks are important to me

8 - I spend a lot of time networking with my business colleagues

9 - My business networks are invested in the success of my business

10 - Business networks are important for sharing ideas

11- I have open communications with external business networks

12 - I seek input from my business networks to make decisions

Internal Social Capital: (1 = "Strongly Disagree", 5 = "Strongly Agree")

1 - My family/friends play a large role in my business decisions

2 - My family/friends are important support groups

3 - My family/friends have mostly agreed with my business decisions

4 - My family/friends really care about the success of my business

5 - My family/friends are an important part of the success of my business

6 - I spent a lot of time discussing my business concerns with family/friends

7 - My family/friends are important to me

8 - I spend a lot of time networking with family/friends

9 - My family/friends networks are invested in the success of my business

10 - My family/friend networks are important for sharing ideas

11 - I have open communications with my family/friends

12 - I seek input from my family/friends to make decisions
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A1 – Scale Instruments (continued) 

 

 

 

 

 

 

 

 

  

Performance over last 3 years, relative to competition (1 = "Inferior", 5 = "Superior")

1 - Sales Growth

2 - Profit Growth

3 - Market Share Growth

4 - Overall Success

Willingness to Borrow from Banks: (1 = "Strongly Disagree", 5 = "Strongly Agree")

1 - I will use bank financing the next time I need a loan

2 - Securing bank loans is critical to my business

3 - When I need financing, I often turn to bank loans

4 - I have no problems seeking bank loans

5 - A bank loan is a good opportunity for my business

6 - I prefer bank loans over borrowing from family and friend

7 - Bank loans are a more effective form of financing than borrowing from family and friends

Willingness to Borrow from Family or Friends : (1 = "Strongly Disagree", 5 = "Strongly Agree")

1 - The next time I need financing I will consider a loan from family/friends

2 - Securing loans from family/friends is essential for my business’ success

3 - When I need financing, I often turn to family or friends

4 - I have no problem seeking a loan from family or friends

5 - A loan from family or friends is an opportunity for my business

6 - I prefer borrowing from family or friends than from banks

7 - Borrowing from family or friends is a more effective form of financing than bank loans
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Table A2 

Multivariate Results with Original Variables (Not Converted to Controls) 

 

Variables Multivariate Willingness to Borrow from Banks Firm Performance 

 Test Wilk’s λ Standard β t-value Significance Standard β t-value Significance 

Intercept .315 (P = .000) 3.320 15.921 0.000 3.219 17.142 0.000 

EO - Autonomy (Hypothesis 1) .985 (P = .065) 0.106 1.819 .035 -0.030 -.568 NS 

EO - Competitiveness (Hypothesis 2) .949 (P = .000) 0.220 3.656 0.000 0.076 1.762 0.040 

EO - Innovativeness (Hypothesis 3) .998 (P = .401) -0.038 -0.645 NS -0.013 -0.240 NS 

EO - Proactiveness (Hypothesis 4) .919 (P = .000) 0.133 2.158 0.016 0.254 4.566 0.000 

EO - Risk-Taking (Hypothesis 5) .984 (P = .060) 0.044 0.731 NS 0.111 2.042 0.21 

Female (0 = No, 1 = Yes) .992 (P = .170) -0.062 -0.498 NS -0.162 -1.439 NS 

Years of Industry Experience (Continuous) .987 (P = .093) 0.001 -0.260 NS -0.007 -1.775 0.038 

College Graduate (0 = No, 1 = Yes) .992 (P = .175) -0.057 -0.470 NS -0.154 -1.423 NS 

Age of Entrepreneur (see Table 2 for scale) .971 (P = .010) -0.036 -1.235 NS -0.069 -2.655 0.004 

Age of Business (see Table 5 for scale) .935 (P = .001) 0.057 1.165 NS 0.187 -4.255 0.000 

EO = Entrepreneurial Orientation        

Willingness to Borrow from Banks (F = 2.9786 , P = .001 . R
2 = .101)      

Firm Performance (F = 6.796, P = .000, R
2
 = .204)        
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Table A3 

Hypotheses and Results Summary for Structural Equation Modeling Models Comparison 

 Original SEM Model Final SEM Model with added 

Causal Paths 

 Hypothesized 

Relationships Supported 

Standardized 

Coefficient p Value Supported 

Standardized 

Coefficient 

p 

Value 

H6a EO (-) > 

Interracial 

Distrust (ID) 

Yes -.156 .009 Yes -.136 .020 

H7a ID + > 

Internal 

Social 

Capital 

(ISC) 

No 

(Direction) 

-.163 < .001 No  -.078 NS 

H7b ID (-) > 

External 

Social 

Capital 

(ESC) 

Yes -.238 .012 Yes -.145 .010 

H8a ESC +> 

Willingness 

to Borrow 

from Banks 

(WBB) 

Yes .216 .012 No .078 NS 

H8b ESC (-) > 

Willingness 

to Borrow 

from Family 

/ Friends 

(WFF) 

No -.035 NS Partially -.153 .059 

H9a ISC (-) > 

WBB 

No .097 NS No .108 NS 

H9b ISC +> WFF Yes .504 < .000 Yes .513 < 

.001 

H10a ESC + > 

Firm 

Performance 

(FP) 

Yes .237 .004 Yes .211 .018 

H10b ISC (-) > FP No  .155 NS No 

(Direction) 

.160 .064 

H11a WBB + > FP Yes .119 .039 Partially .117 .054 

H11b WFF (-) FP No .029 NS No .025 NS 

NEW EO +> ISC     .320 < 

.001 

NEW EO +> ESC     .514 < 

.001 
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NEW ID (-) WBB     -.251 < 

.001 

NEW ID (-) WFF     -.197 < .01 

NEW EO (+) WBB     .125 .047 

NEW EO (+) WFF     .122 .036 

 

Table A4 

Fit Indices for Structural Equation Models Comparison  

Fit indices 

Original SEM Model  

(Figure A5) 

Final SEM Model with added 

Causal Paths (Figure 5) 

χ² 450 338 

df 258 251 

CMIN / df 1.746 1.350 

p < .000 <.000 

GFI .894 .916 

AGFI .866 .892 

CFI .953 .979 

NFI .898 .923 

RMSEA .052 .036 
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Figure A5. Original structural equation modeling model with pathways. 
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