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Research summary: This paper posits adaptive capability as a mechanism through which a
firm’s prior growth influences the exhibition of future entrepreneurial action. Defined as the firm’s
proficiency in altering its understanding of market expectations, increased adaptive capability
is a consequence of the new resource combinations that result from expanding organizational
boundaries. Increased adaptive capability in turn corresponds to expansion of entrepreneurial
activity, as firms increase their entrepreneurial orientation as the strategic mechanism to capitalize
on their improved understanding of market conditions. We find support for our research model in
a two-study series conducted in South Korea and the United Kingdom.

Managerial summary: Most would agree that entrepreneurially oriented firms—being innovative,
entering new markets, and taking risk—grow faster. But how a firm becomes entrepreneurial is a
complicated question. In this study, we flipped the growth relationship around and found support
for growth contributing to a firm’s entrepreneurial orientation. But between growth and being more
entrepreneurial is the firm’s ability to recognize changes in market expectations. We argue that as
a firm grows, it acquires new resources and new knowledge of how to use those resources. These
new resource combinations increase its ability to recognize changes in market expectations—its
adaptive capability. This capability uncovers new entrepreneurial opportunities for value creation.
To capture this potential value, firms expand their entrepreneurial orientation. Copyright © 2016
John Wiley & Sons, Ltd.

INTRODUCTION

Prior growth is a weak correlate with future
growth (Shepherd and Wiklund, 2009). Ample
constraints exist on a firm’s ability to maintain
growth, including managerial desire, competitive
pressure, resource acquisition, and market changes
(Fombrun and Wally, 1989). Nonetheless, once
growing, firms tend to seek ways to perpetuate
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growth (Penrose, 1959). The principal mechanism
to do so is entrepreneurial orientation (EO) (Miller,
1983). EO is the joint exhibition of innovative
and proactive entrepreneurial behaviors, and a
managerial willingness to pursue opportunities
with uncertain outcomes (Anderson et al., 2015).
A popular construct in strategic entrepreneurship
research, EO is important because consistent
findings show that entrepreneurial firms grow faster
(Rauch et al., 2009).

Following Penrose (1959), we argue that being
entrepreneurial is as much a contributor of growth
as it is a consequence. When firms grow they
acquire new resources, and with it, the possibil-
ity to combine new and existing resources in new
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value-creating ways (Fombrun and Wally, 1989;
Penrose, 1959). Firms exploit these new opportu-
nities by expanding their entrepreneurial activity
(Covin & Slevin, 1997). The mechanism through
which this process occurs is the firm’s adaptive
capability.

Adaptive capability—the firm’s proficiency at
altering its understanding of market expectations—
increases as a result of increasing firm boundaries
(Lockett et al., 2011). Increased understanding and
the corresponding exposure to new entrepreneurial
opportunities is the critical antecedent to the
tangible entrepreneurial activities undertaken to
capture opportunity value (Hitt et al., 2001). In
our approach, the presence of a valuable new
opportunity—although under uncertainty (Shane,
2000)—comes before EO’s expansion. As such,
opportunity recognition is not inherent to EO’s
conceptual domain, but it is a necessary condition
for EO’s emergence.

The principal contribution of our study is unpack-
ing the growth–EO relationship. We argue that
increased adaptive capability is a proximal outcome
of growth that enables future entrepreneurial activ-
ity. Adaptive capability reveals new entrepreneurial
opportunities resulting from growth, and precedes
EO’s expansion. We thus cast EO as a value-capture
mechanism, not a value-discovery mechanism. This
perspective challenges the assumption that firms
use EO just to explore new opportunities (e.g.,
Patel et al., 2014).

THEORETICAL DEVELOPMENT

Modeling EO’s antecedent relationships

While its conceptual domain is broad, EO has
come to define what it means for a firm to be
entrepreneurial (Anderson et al., 2015). As men-
tioned, EO’s most significant consequence is
firm growth; behaving entrepreneurially places
the firm in new domains that facilitate expansion
(Miller, 1983). Additional consequences include
knowledge generation (Kreiser, 2011), strategic
learning (Anderson, Covin, and Slevin, 2009),
and improvement in competitive positioning (Hitt
et al., 2001). It short, it pays to be entrepreneurial.
How a firm becomes entrepreneurial, however, is a
question without a simple answer.

The Miller (1983); Covin and Slevin (1989,
1991) EO conceptualization, by far the most

popular (e.g., Rauch et al., 2009; Rosenbusch,
Rauch, and Bausch, 2013), views EO as the shared
variance between three lower order dimensions
of innovativeness, proactiveness, and risk-taking.
When modeled reflectively by averaging EO’s
indicators, as is commonly done, and placing
EO as the criterion, the researcher presupposes
that the predictor is causally adjacent to each
dimension equally. Recognizing that the preceding
is conceptually tenuous, and empirically rarely
true (e.g., Kreiser, Marino, and Weaver, 2002),
Anderson et al. (2015) reconceptualized EO into
two lower order dimensions. The entrepreneurial
behaviors dimension, constructed by collapsing
innovativeness and proactiveness, reflects the firm’s
commercialization of their innovations. Managerial
attitude toward risk—previously the risk-taking
element—reflects senior managers’ willingness
to pursue opportunities with uncertain outcomes.
Entrepreneurial behaviors and managerial atti-
tude toward risk—both necessary and required
elements—define EO’s conceptual domain under
a constructivist perspective (Anderson et al.,
2015). An advantage of this approach is to allow
a potential antecedent to relate differentially to
EO’s lower order dimensions, while still allowing
the researcher to place the antecedent within EO’s
broader nomological network (Anderson et al.,
2015).

Firm growth, adaptive capability, and EO

In this study, we adopt the perspective of Penrose
(1959) and define growth as the firm’s change
in revenue and assets. Our construction does not
diminish the theoretical value of other growth indi-
cators (e.g., Wiklund and Shepherd, 2011). Rather,
we wish to focus on the firm’s organizational
boundaries as represented by its collective stock
of resources (Penrose, 1959). Capturing the shared
variance between revenue and asset growth reflects
the perspective of Josefy et al. (2015), who noted
that in today’s economy a firm may not experience
a change in assets along with a change in revenue.
The shared variance between revenue and asset
growth, however, reflects the collective change in
the firm’s resource base (Achtenhagen, Naldi, and
Melin, 2010).

A changing resource base is a key antecedent to
adaptive capability. Inherent to adaptive capability
is active scanning of market conditions (Lock-
ett et al., 2011). Increasing adaptive capability
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depends on a change in product/market assump-
tions (McKee, Varadarajan, and Pride, 1989), and
the firm’s ability to meet those assumptions with its
existing resources (Penrose, 1959). An expanding
portfolio of new resource combinations enables the
firm to see an equally expanded range of potential
ways to satisfy changing market expectations
(Shane, 2000). Hence, a change to the firm’s re-
source base and new resource combinations cor-
relate with a change in its adaptability (McKee
et al., 1989). The new resource combinations ex-
posed by firm growth, which enhance the ability
to recognize ways to satisfy changing market
needs, expose specific new opportunities for value
creation. Taking the form of new entrepreneurial
opportunities—albeit under uncertainty—the pre-
sence of an exploitable opportunity is a necessary
precondition for a change in the firm’s EO (Slevin
and Covin, 1997).

The argument that EO is the strategic mecha-
nism through which firm’s capture value in new
and uncertain opportunities—and hence opportu-
nity recognition precedes EO—is novel in the EO
literature, but consistent with its conceptual devel-
opment. Consider that unlike a start-up, established
business units, the appropriate organizational set-
ting for EO (Covin and Lumpkin, 2011), have
path dependencies, resource constraints, and a well
formed (though fluid) understanding of its exist-
ing product/market domains (Sørensen and Stuart,
2000). Pursuing new entrepreneurial opportunities
then, particularly among small to medium-sized
businesses, necessitates shifting managerial atten-
tion and organizational resources from existing
opportunities toward the new (Hitt et al., 2001).

A rational manager minimizes downside loss,
but a shift in attention and resources increases risk
(March and Shapira, 1987). As such, managers
prefer pursuing opportunities that they perceive
are most likely to improve the firm’s competitive
position without imperiling firm survival (Ireland,
Hitt, and Sirmon, 2003). These opportunities are
not likely to be ‘gambles’, often depicted in the EO
literature (Patel et al., 2014; Wiklund and Shepherd,
2011). Rather, increasing EO in response to greater
understanding of changing market conditions is a
purposeful and deliberate strategic action where
managers balance uncertainty with the expecta-
tion of capturing value from new opportunities
(Anderson et al., 2009; Sørensen and Stuart, 2000).
Greater understanding of market expectations
through increased adaptive capability promotes EO

by lowering uncertainty; managers may experiment
less and exploit more (Ireland et al., 2003).

Senior managers’ tolerance for pursuing opportu-
nities with uncertain outcomes, however constrains
the expansion of the firm’s entrepreneurial behav-
iors (Anderson et al., 2015). We expect then adap-
tive capability to influence both entrepreneurial
behaviors and managerial attitude toward risk, but
with different magnitudes. The firm’s understand-
ing of its existing product/market domain bounds
its adaptive capability (McKee et al., 1989). Hence,
new value-creating resource combinations tend to
relate to the firm’s knowledge base (Shane, 2000),
congruent with McKelvie and Wiklund’s (2010:
273) observation that ‘[o]rganic growth will lead
to the development of new resources that are simi-
lar, not complimentary, to resources already existing
in the firm’s productive opportunity set’. Because
these new opportunities likely represent exten-
sions, rather than departures, from the firm’s cur-
rent offerings (Ireland et al., 2003), EO expansion
requires only a modest increase in managerial atti-
tude toward risk (March and Shapira, 1987). As
such, we expect only marginal positive change in
senior managers’ attitudes toward risk stemming
from increased adaptability, but a larger positive
change in entrepreneurial behaviors (Sørensen and
Stuart, 2000). Expressed formally:

Hypothesis 1: Adaptive capability mediates
the relationship between: (a) firm growth and
entrepreneurial behaviors and (b) firm growth
and managerial attitude toward risk, which
collectively represent the firm’s entrepreneurial
orientation.

METHOD AND RESULTS—STUDY 1:
SOUTH KOREA

Sample

We collected data from the most senior executives
of small to medium-sized South Korean businesses
randomly selected from the membership of the
Korean Venture Business Association (KOVA), a
Korean trade organization. Our budget allowed the
collection of approximately 600 responses from
KOVA’s 11,248 members, for a response rate of
≈five percent. Comparisons of firm age and firm
size between the responding and nonresponding
firms revealed no significant differences; neither did
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comparisons between early and late respondents.
We employed a double-back translation procedure
to convert the English survey instrument to Korean
(Brislin, 1980). Because our focus is on small
to medium-sized businesses, we constrained our
sample to firms with between 5 and 250 employees
(Anderson and Eshima, 2013). Employing listwise
deletion for missing data, the final sample contained
535 observations.

Measures

Firm growth

We measured firm growth using two, 5-point
likert-style indicators for the respondent’s estimate
of the firm’s average revenue and asset growth
relative to industry peers over the preceding
three years (Wall et al., 2004). A higher reported
score indicates higher growth. We report the
summary statistics and correlation matrix for firm
growth and our other latent constructs for Study 1
in Appendix S2, and provide a list of all indicators
in Appendix S1.

Adaptive capability

We measured adaptive capability using three, 7-
point likert-style indicators modified from Jansen,
Van Den Bosch, and Volberda (2005). Higher re-
ported scores correspond to higher adaptive capabil-
ity. We evaluated the internal response consistency
of the adaptive capability construct with a sepa-
rate set of indicators measuring the firm’s strate-
gic learning capability following Anderson et al.
(2009). As expected, we observed a positive correla-
tion between adaptive capability and strategic learn-
ing capability (Study 1 r = 0.54, p< 0.001; Study 2
r = 0.75, p< 0.001).

Entrepreneurial orientation

We measured entrepreneurial behaviors and man-
agerial attitude toward risk—EO’s independent
lower order dimensions—using the Covin and
Slevin (1989) entrepreneurial orientation scale and
the Anderson et al. (2015) measurement model.
We eliminated four EO indicators (INN1, INN2,
PRO7, RISK9) because of poor loading on their
intended construct and/or cross-loading with
other constructs, resulting in three indicators for
entrepreneurial behaviors and two for managerial
attitude toward risk. Deviating from Anderson

et al. (2015), we chose not to model EO’s lower
order dimensions to a second-order formative
EO construct. The reason for this is endogeneity
in the structural paths between the lower order
dimensions and the higher order EO. However, we
freed the disturbance term covariance between the
dimensions, reflecting their joint definition of EO’s
conceptual domain.

Control variables

As controls we included the log of the firm’s age and
sales, and a single 7-point Likert style indicator for
hostility and dynamism (‘Competitive intensity is
high in my industry’; and ‘My industry is generally
very stable with very little change resulting from
major economic, technological, social, or political
forces’, respectively) (Anderson et al., 2009).

Measurement model

Our initial confirmatory factor analysis revealed a
poor fit for our measurement model (𝜒2

71 = 277.42,
p< 0.001). We estimated all models using Stata
13.1 (Stata Corporation, 2013). In evaluating
model fit we employed only the Chi-square statistic
in keeping with the growing consensus that the
Chi-squared statistic is the only necessary met-
ric to determine rejection of a specified model
(see Antonakis et al., 2010, 2014). Scholars may
address sensitivities of the Chi-squared statistic
to sample size and model complexity with the
SWAIN correction, which we report (Antonakis
and Bastardoz, 2013). After freeing a measure-
ment error covariance between two indicators
of entrepreneurial behaviors (EB2 and EB3; see
Bollen (1989)), our final measurement model fits
the data well (𝜒2

28 = 28.98, p> 0.1). We report the
full results from our confirmatory factor models and
a discussion of our discriminant validity analysis
in Appendix S2.

Instruments and endogeneity

We adopted an instrumental variable approach fol-
lowing Antonakis et al. (2014) to address endo-
geneity theoretically expected in our model, which
includes common methods variance (a form of
omitted variable bias; see Antonakis et al. [2010]).
We required two instruments for firm growth and
another two for adaptive capability, allowing us
to overidentify the model and evaluate instrument
validity (Semadeni, Withers, and Trevis Certo,
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Table 1. Model estimation resultsa

Study 1:
N= 535

Study 2:
N= 107

Structural parameter 𝛽 s.e. 𝛽 s.e.

Hypothesized paths
Growth→AC 0.298** 0.089
AGR→AC 0.234** 0.084
SGR→AC −0.048 0.097
AC→Ent. Behaviors 0.540*** 0.124 0.542*** 0.150
AC→MATR 0.317** 0.113 0.489*** 0.082

Nonhypothesized paths
Growth→Ent. Behaviors 0.147 0.119
Growth→AC 0.070 0.107
AGR→Ent. Behaviors 0.182 0.094
AGR→MATR −0.136 0.082
SGR→Ent. Behaviors −0.187* 0.094
SGR→MATR −0.046 0.100

Instruments
I1-1 →firm growth 0.361*** 0.060
I2-1 →firm growth 0.200** 0.064
I3-1 →AC −0.158** 0.050
I4-1 →AC 0.405*** 0.043
I1-2 →AC −0.485*** 0.083
I1-2 →AC 0.330** 0.101

𝜎2 Adaptive capability 0.277 0.548
𝜎2 Ent. Behaviors 0.397 0.626
𝜎2 MATR 0.210 0.224
𝜒2

(df) 100.53(83; p>0.05) 64.75(57; p>0.1)
Corrected 𝜒2

(df) 99.03(83; p>0.1) 60.29(57; p>0.1)
RMSEA 0.020 0.036
CFI 0.994 0.983
SRMR 0.020 0.041

a Standardized coefficients reported. 𝜎2 = amount of explained variance, or equivalently, the R2; AC= adaptive capability;
MATR=managerial attitude toward risk; Ent. Behaviors= entrepreneurial behaviors; AGR= asset growth rate; SGR= sales growth rate.
Robust standard errors reported.
*p< .05; **p< .01; ***p< .001.

2014). For firm growth, we asked respondents
his/her satisfaction—weighted by importance—of
the firm’s total sales and cash flow. For adaptive
capability, we collected two, 7-point likert-style
indicators: (1) Employees [of my business unit]
hardly ever share practical experiences with each
other; and (2) My business unit has a clear division
of roles and responsibilities. To improve their pre-
dictive validity in the model, we squared the two
adaptive capability instruments.

Employing instruments in SEM is similar in
its assumptions as the Two-Stage Least Squares
(2SLS) estimator (Antonakis et al., 2014). We
estimated structural paths between the instru-
ments for firm growth and for adaptive capability
respectively to their focal constructs. We then
freed the covariances between firm growth and
adaptive capability, between firm growth and EO’s

lower order dimensions, and between adaptive
capability and EO’s dimensions. As reported
in Table 1, each instrument was a significant
predictor of its intended construct, and the F
test of the first stage equation showed that the
instruments were jointly valid predictors of firm
growth and adaptive capability, respectively
(F = 83.19, p< 0.001; F = 14.6, p< 0.001). The
nonsignificant Chi-squared statistic—equivalent
to a Sargan-Hansen test of overidentifying restric-
tions (Antonakis et al., 2014)—indicates that our
instruments met the exclusion restriction.

Structural model

We report our structural and measurement model
for Study 1 in Figure 1, and our model results in the
Study 1 column of Table 1.

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 770–779 (2017)
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Figure 1. Study 1 measurement and structural model.
aControl variables. Dynamism, hostility, firm age, annual turnover. FG=firm growth; AC= adaptive capabil-
ity; EB= entrepreneurial behaviors; MATR=managerial attitude toward risk; EO= entrepreneurial orientation;
I= instrument. Measurement errors omitted for parsimony. Dotted line indicates freed, but not hypothesized, structural
paths between firm growth and EO’s lower order dimensions. Curved lines indicate freed disturbance term and hypothe-
sized covariances.
bStructural paths from control variables to all latent constructs omitted for parsimony. Firm age annual turnover log trans-

formed

Our hypothesized model fits the data well
(𝜒2

83 = 100.53, p> 0.05), and we report all
coefficients with robust standard errors. As posited,
firm growth has a positive and significant rela-
tionship to adaptive capability (𝛽 = 0.298, p<
0.01). Similarly, adaptive capability relates pos-
itively and significantly—although at different
magnitudes—with entrepreneurial behaviors
versus managerial attitude toward risk (𝛽 = 0.540,
p< 0.001; and 𝛽 = 0.317, p< 0.01, respectively).
A comparison test of the parameters, however,
revealed no significant difference between adap-
tive capacity and EO’s lower order dimensions.
Further, we observed insignificant paths between
firm growth and entrepreneurial behaviors and
managerial attitude toward risk (p> 0.1).

We determined support for Hypotheses 1a
and 1b if a significant indirect effect between
firm growth and EO’s lower order dimensions
exists (Preacher and Hayes, 2004). The indirect
effect of firm growth on entrepreneurial beha-
viors and between firm growth and risk is

strongly significant using the Sobel method with
delta-corrected standard errors (𝜃 = 0.148,
p< 0.001; 𝜃 = 0.095, p< 0.001, respectively,
nonstandardized coefficients). Employing a
secondary bootstrapping procedure (Preacher and
Hayes, 2004), neither of the bias corrected confi-
dence intervals for the two indirect effects contained
zero (0.040–0.722; 0.008–0.522, respectively). We
thus found general support for Hypotheses 1a and
1b, but not for a differential effect.

METHOD AND RESULTS—STUDY 2:
UNITED KINGDOM

Sample

We collected data from the senior-most executives
at 134 small to medium-sized (SME) businesses
drawn from an initial sample of 6,000 SMEs
randomly selected from the FAME database in
the United Kingdom (Souitaris and Maestro,
2010), for a response rate of ≈two percent.
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Budget restrictions prohibited multiple contacts
of nonrespondents. However, comparisons of
industry sector, employees, and total assets of
responding and nonresponding firms revealed no
significant differences. Consistent with Study 1,
we constrained our sample to firms with between 5
and 250 employees. Employing listwise deletion to
account for missing data, the final sample contained
107 observations.

Measures

We used the same indicators for our focal latent
constructs and control variables in Study 2 as in
Study 1, with the exception of firm growth. Using
the FAME database, we constructed financial mea-
sures of sales growth rate and of asset growth rate
using sales and asset data from the two full fis-
cal years preceding data collection. As is common
with archival data, we winsorized both growth indi-
cators to address skewness and kurtosis. However,
estimating our model with nontransformed values
yielded demonstrably similar results in size and sig-
nificance. We report the summary statistics and cor-
relation matrix for Study 2 in Appendix S2.

Measurement model

Our confirmatory factor model replicating the
measurement model from Study 1 fit the data
well (𝜒2

16 = 15.95, p> 0.1). Subsequent analy-
sis with our structural parameters revealed that
freeing a measurement error covariance between
two adaptive capability indicators (AC1 and
AC2) substantially improved overall fit. The
resulting measurement model fit the data excep-
tionally well (𝜒2

15 = 7.97, p> 0.1), as reported in
Appendix S2.

Instruments and endogeneity

Unfortunately, given the archival nature of the
two firm growth indicators, we were unable to
find temporally appropriate instruments for firm
growth. Further, using the same instruments in
Study 1x for adaptive capability in Study 1 proved
infeasible. As such, we used two different 7-point
Likert style instruments for adaptive capability in
Study 2: (1) My business unit is not responsive to
customer complaints; and (2) Employees of my
business unit have a common language regarding
our products and services. As reported in Table 1,

each instrument was a significant predictor of
adaptive capability, and the corresponding F test of
the first-stage equation showed that the instruments
were jointly valid predictors (F = 22.49, p< 0.001).
Further, the nonsignificant Chi-squared statistic
of the structural model indicates that we properly
excluded the instruments from directly predicting
EO’s lower order dimensions.

Structural model

The structural model for Study 2 is demonstrably
similar to that of Study 1, with the substitution of
the observed financial indicators for firm growth,
and we report our results in the Study 2 column of
Table 1. Our hypothesized model fits the data well
(𝜒2

57 = 64.75, p> 0.1). However, in Study 2 only
asset growth rate related significantly to adaptive
capability (𝛽 = 0.234, p< 0.01), a finding that we
explore further in the discussion section. Adaptive
capability related positively to entrepreneurial
behaviors and to managerial attitude toward risk
(𝛽 = 0.542, p< 0.001; and 𝛽 = 0.489, p< 0.001,
respectively), although as with Study 1, there
was no statistically significant difference between
the two parameter estimates. We observed no
significant relationship between asset growth rate
and either of EO’s lower order dimensions. We
did find a slightly negative relationship between
sales growth rate and entrepreneurial behaviors,
although this relationship did not hold during boot-
strap analysis. Supporting Hypotheses 1a and 1b,
although only for the asset growth rate relationship,
we found a significant indirect effect of growth
on both entrepreneurial behaviors and on risk
(𝜃 = 0.005, p< 0.05; 𝜃 = 0.006, p< 0.05, respec-
tively). Bootstrapped results of the indirect effects
supported our primary results (bias-corrected
confidence intervals 0.001–0.015; 0.002–0.015,
respectively).

DISCUSSION AND IMPLICATIONS

Scholars have criticized the growth-as-antecedent
literature as overlooking meaningful intervening
mechanisms that enable continued growth (McK-
elvie and Wiklund, 2010). Modeling complex pro-
cesses is challenging; in the entrepreneurship lit-
erature, the outcome of growth often involves
complex exponential and spiral-like relationships
that complicate theoretical development (Shepherd,
Patzelt, and Haynie, 2010). To understand growth

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 770–779 (2017)
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better then, we must consider proximal phenom-
ena that translate expanding firm boundaries to new
entrepreneurial opportunities. Across two separate
studies, we find support for adaptive capability in
this role.

As a distinct organizational competency,
adaptive capability is independent of its critical
antecedent—exposure to changing environmental
exigencies. We suggest that rapidly growing firms
experience changing market conditions at a faster
rate, which enhances the firm’s ability to alter
its understanding of market expectations. Hence,
adaptability increases as growth increases. The
finding in Study 2 that asset growth rate drives
adaptability supports our argument that increasing
adaptive capability depends on a corresponding
increase in the firm’s resource base, which is likely
closer aligned with an increase in the firm’s total
assets.

Considering the broader firm growth literature,
we concur with Achtenhagen et al. (2010) that a
fruitful approach to building an integrative model
of firm growth is to consider growth’s proximal con-
sequences in smaller, more manageable studies. As
Achtenhagen et al. (2010: 310) noted, ‘[a] crucial
challenge for the future study of growth lies in how
to capture this complexity and multidimensionality,
e.g., by not treating growth as [a] dependent variable
but as intermediary variables while studying other
outcomes . . . .’ An increase in adaptive capability is
a positive outcome of the firm’s expanding resource
base, and with it, an expansion in possible resource
combinations that may better serve the firm’s exist-
ing markets.

As McKelvie and Wiklund (2010: 273) noted,
summarizing Penrose (1959), ‘One important facet
of Penrose’s work is that new knowledge generated
by organic growth… is path dependent and gen-
erally closely intertwined with the firm’s existing
knowledge base.’ A key contribution of this study,
building from the preceding, is to redirect the EO
conversation away from the perspective that EO
involves only exploratory search activities (e.g.,
Patel et al., 2014; Wiklund and Shepherd, 2011). To
illustrate, consider that EO is a resource consuming
strategic posture (Covin and Slevin, 1991). Further,
EO increases when employed in a disciplined,
focused manner as part of the firm’s intended
strategy (Anderson et al., 2009). The preceding
suggests that EO’s value-creation potential depends
on senior managers having some sense of the poten-
tial value of an entrepreneurial opportunity before

expending critical resources to capture that value.
This does not imply the absence of uncertainty
surrounding the opportunity (Shane, 2000). Rather,
we argue that firms engage in entrepreneurial activ-
ity to capture value in perceived opportunities with
varying degrees of uncertainty, under the premise
that higher levels of opportunity uncertainty
necessitate higher levels of EO.

Lastly, in our study we adopted the Anderson
et al. (2015) measurement model for EO, but found
no significant difference in the parameter estimates
for the paths between adaptive capability and EO’s
lower order dimensions. One explanation for this
finding is that an increase in the firm’s proficiency
to alter its understanding of market expectations
encourages an increase in entrepreneurial activity
and with it a similar increase in manager’s tolerance
for the uncertainty inherent in new entrepreneurial
behaviors. In this case, adaptive capability influ-
ences EO’s dimensions with no discernible differ-
ence in size; a possibility under Anderson et al.
(2015) but argued to be uncommon. Another expla-
nation is that the Anderson et al. (2015) perspective
imposes a stricter assumption about the behavioral
versus attitudinal distinction than warranted. With-
out question, the Covin and Slevin (1989) measure-
ment instrument includes behavioral and disposi-
tional elements (Covin and Lumpkin, 2011). The
oft-repeated call then (one that we share) for a new
EO measurement instrument may best serve the
field with a focus on entrepreneurial behaviors sup-
ported by those elements of managerial risk-taking
construed in a predominately behavioral, first-order
reflective specification.

Limitations

While the two study locations are substantially
different in their business environment, we can-
not rule out that studies in other geographic loca-
tions may yield different results. Further, we are
concerned with the statistical power of Study 2;
additional replication of our model will better
establish the population value of the parameters.
Environmental factors—including market size and
competition—impose additional, long-term con-
straints on firm growth. In our model, we employ
a 2SLS approach to account for unobserved vari-
ables that may influence our focal structural rela-
tionships. However, this same variance may also
represent valuable extensions to our model, and we
encourage future research on boundary conditions.

Copyright © 2016 John Wiley & Sons, Ltd. Strat. Mgmt. J., 38: 770–779 (2017)
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Conclusion

In this study, we sought to demonstrate the recip-
rocal nature of EO and firm growth. Growth is as
much an outcome of EO as it is a predictor. But
the firm’s adaptive capability is a central interven-
ing mechanism translating that growth to future
entrepreneurial action. Our hope is that EO schol-
ars may leverage our model in the future discovery
of EO’s contributing factors.
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