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Abstract

Using the resource-based view of the firm, this article examines how different resources are used by small- and medium-
sized enterprises (SMEs) in response to environmental uncertainty in an emerging market context. A survey was
conducted involving 212 owners, CEOs, or managing directors of SMEs in the United Arab Emirates (UAE) to explore
the drivers of firm growth strategies. Our empirical results show that higher environmental uncertainty, in terms of
market and regulatory uncertainty, drives SMEs to pursue a more exploratory instead of an exploitative growth strategy.
Our results also show that SMEs pursuing more of an exploratory growth strategy focus predominantly on intangible
resources such as human capital and social capital while firms pursuing more of an exploitative growth strategy focus
more on financial resources. The results from our study provide valuable insights for how managers can structure,
bundle, and leverage different resources for developing their strategies based on their level of perceived environmental
uncertainty. The policy implications from our study are that support for SMEs should be multi-faceted depending on the
combination of uncertainty faced and type of strategy chosen by SMEs.
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The resource-based view (RBV) has been widely
adopted to address the importance of valuable resources in
the growth process (Anderson & Eshima, 2013; Ireland &
Webb, 2006; Mishina et al., 2004; Naldi & Davidsson,
2014). Most research following this stream of literature
focuses on the impact of resources on firm growth rates

Introduction

Developing firm growth strategies is the very essence of
entrepreneurship and small businesses (Sexton & Smilor,
1997). High growing firms, mostly small- and medium-
sized enterprises (SMEs), have drawn wide public atten-
tions because they make significant contributions to our
economic well-being through job creation (Birch, 1979),
innovation and “creative destruction” (Schumpeter, 1934),
and development (Pereira & Temouri, 2018). However,
achieving a successful firm growth strategy is challenging
and thus only a few SMEs manage to grow large (Aldrich
& Auster, 1986; Case, 1995). The difficulty of growing a
SME into a mature organization suggests that the transi-
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tion is not a simple scaling up but requires a fundamental
transformation in the organization and requires extensive
capital development (Cassia & Minola, 2012).
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(Andersen & Samuelsson, 2016; Gilbert et al., 2006;
McKelvie & Wiklund, 2010). While these studies provide
useful understanding of what resources lead to higher
growth rates (Chandler & Hanks, 1994; Cooper et al., 1994)
or different growth strategies (Deligianni & Voudouris,
2011; Ireland & Webb, 2006; Zou et al., 2010), the litera-
ture offers surprisingly little insight into the detailed deci-
sion-making processes, such as how specific growth
strategies may affect and interact with firm resources to
overcome challenges, such as environmental uncertainty
(Mallon et al., 2018; McKelvie & Wiklund, 2010).

To this end, researchers have recently shifted their atten-
tion from the possession and level of resources to the par-
ticular use of resources (Ireland et al., 2003). The reason is
that merely possessing certain resources may not guarantee
the development of competitive advantages (Barney &
Arikan, 2001; Priem & Butler, 2001). Instead, firms must
mobilize, coordinate, and exploit resources to realize value
(Grant, 1991; Wright et al., 2012). Within the RBV litera-
ture, such actions taken by managers is called resource
orchestration (Sirmon et al., 2007, 2011) or resource con-
figuration (Mallon et al., 2018), which is argued to be as
important as resource possession itself (Sirmon et al., 2011).

A related strand of literature explores the role of and
impact that specific knowledge, intangible assets, and intel-
lectual capital may have on firm strategy and performance.
A recent study by Massaro et al. (2015) investigates the rela-
tionship and impact that strategic intent can have on intel-
lectual capital development and in turn on firm performance.
Their study focuses on a large sample of Italian SMEs over
time and sheds light on interesting dynamics between strate-
gic intent, intellectual capital, whereby relational, human
and structural capital are highlighted as important influ-
ences on product and service diversification.

Building on the emerging literature of resource orches-
tration, this article examines how and which resources are
leveraged in different growth strategies of SMEs (Sirmon
et al., 2007, 2011). Moreover, this research extends previ-
ous work of resource orchestration which is exclusively on
large mature firms to the context of SMEs. Utilizing a
unique database of 212 SMEs in the United Arab Emirates
(UAE), this article reveals how SMEs under environmen-
tal uncertainty choose between financial, human, and
social resources for their explorative versus exploitative
strategy. In other words, we are exploring the determinants
of SMEs choosing between the three types of resources
(human, social, and financial) for their explorative versus
exploitative strategy in the face of environmental uncer-
tainty. By doing so, this research contributes to the litera-
ture in following ways.

Following calls for greater research into the processes
and strategies of firm growth (Achtenhagen et al., 2010;
Davidsson et al., 2010; McKelvie & Wiklund, 2010), our
first contribution is to examine the drivers that explain the
firm growth strategies that are chosen by SMEs. More spe-
cifically, this research distinguishes between two types of

growth strategies: the exploratory growth strategy versus
the exploitative growth strategy (see March, 1991; Voss &
Voss, 2013). An exploitative growth strategy is generally
defined as leveraging a firm’s current firm-specific advan-
tages to exploit existing product and service markets.
However, an exploratory growth strategy refers to the devel-
opment and innovation of new products and services. These
two growth strategies not only reflect fundamental organi-
zational learning paths, but also represent a critical choice
for SMEs as how much to devote to each strategy due to
their limited resources and capabilities (Voss & Voss, 2013).
We, therefore, contribute to the RBV of the firm by examin-
ing how managers use resources. Prior research often
assumes that more resources tend to be better (e.g., Chandler
& Hanks, 1994; Cooper et al., 1994). However, resources
are heterogeneous and how SMEs strategically use resources
may be more important than the possession and amount of
resources. Thus, this research develops a model of how
SME:s utilize and choose between financial capital, human
capital, and social capital for different growth strategies
under environmental uncertainty. Our finding suggests
SME:s following exploitative growth strategies tend to focus
on financial capital, while exploratory growth strategies
require greater use of human and social capital.

Our second contribution is to extend the analysis to a
non-developed country setting, and particularly the UAE.
Although recent research on SME growth is based on the
RBYV, very few studies focus on emerging markets, espe-
cially the UAE which has experienced significant economic
development and reforms (Bruton & Rubanik, 2002). As
these economies tend to move toward market-based econo-
mies, the SME landscape in these countries face unique
challenges. Due to significant differences in social, political,
and economic systems between emerging and developed
economies, existing SME theories developed for advanced
economies may not be generalizable and thus applicable to
emerging markets, which presents ample opportunities to
test existing theories and to develop new ones (Zahra, 2011).
Based on our results, we draw a number of managerial and
policy relevant implications in the context of the UAE and
relate these more widely to the existing literature.

The rest of the article is structured as follows. The next
section presents the theoretical background from which we
derive our hypotheses on how SMEs utilize resources
under environmental uncertainty. This is followed by the
research methodology where we describe the data collec-
tion and estimation strategy. The next section presents our
results discussion. We conclude with implications of our
results, limitations, and future avenues of research.

Theoretical background and
hypotheses
The investigation of various antecedents and conditions of

SME growth has been a central theme in the entrepreneur-
ship and small business literature since the seminal work
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of Penrose’s (1959) The Theory of the Growth of the Firm.
The RBV suggests that the resource endowments can
determine a firm’s ability to create, implement, and appro-
priate the value through entrepreneurial behaviors (Covin
& Slevin, 1991). However, the size or amount of a firm’s
resource endowment is argued to be less meaningful than
firm’s ability to turn a given level of resources into a com-
petitive advantage versus its rivals (Nohria & Gulati, 1996;
Wiklund & Shepherd, 2005). Thus, how managers struc-
ture, bundle, and leverage resources is as important as
owning resources (Sirmon et al., 2007). The resource
orchestration arguments emphasize the critical role of
resource deployment/leveraging in obtaining competitive
advantages (Hitt et al., 2011). For SMEs who are likely to
particularly constrained in their resources (Thornhill &
Amit, 2003), the management of resources could be even
more critical for their success. Following this line of
research, this article focuses on the use, rather than the
possession of resources.

In the resource leveraging process, two critical ele-
ments are resource mobilization and resource coordination
(Chirico et al., 2011). Mobilization refers to managers’
plan or vision to form requisite capability configurations
(Sirmon et al., 2011). In our context of SMEs, the exploita-
tion versus exploration strategies resemble such kinds of
visions. Resource coordination is to integrate capability
configurations (Sirmon et al., 2011), which in our context
means the integration of three types of resources: financial
capital, human capital, and social capital. These three
types of resources are argued to be the most important
resources for SMEs to use effectively and efficiently in
their quest to create competitive advantage (Ireland &
Webb, 2006). It is argued that environmental uncertainty
may influence an SME’s choice of growth strategies,
which in turn determines their use of resources. Figure 1
presents the causal flow of our conceptual model. It shows
that the decision which of the three types of resources
(human, social and financial) to use is determined by the
strategy that managers choose to adopt (exploitative vs.

explorative) in the face of environmental uncertainty in the
emerging market. Based on this overall framework of rela-
tionships, we develop our hypotheses in the next section
from the existing literature and our framework.

SME resource mobilization

Resource mobilization is about designing the capability
configurations and the resource leveraging strategy
(Sirmon et al., 2007). Within an experiential learning
framework, organizational search could be conceptualized
as the allocation of attention and resources between explor-
ing new capabilities and exploiting existing capabilities
(March, 1991). If a firm introduces a related product/mar-
ket, it can leverage its existing knowledge base and exploit
its existing capabilities. On the other hand, a firm can also
experiment with a new product/market, which requires
new knowledge and capabilities (March, 1991).

With respect to SMEs, an exploitation strategy would
lead to an incremental extension of product/markets, while
an exploration strategy would lead to a novel product-mar-
ket entry. SMEs pursuing different growth strategies may
grow at different rates, yet as learning theory suggests, at
any given time one will dominate the other (March, 1991),
which is particularly true for SMEs, due to their limited
resources (Rothaermel & Alexandre, 2009; Voss & Voss,
2013). In the context of emerging market SME, the high
level of environmental uncertainty for these SMEs may
suggest one strategy to be more beneficial than the other,
depending on the environmental uncertainty faced by each
SME in different industries.

Uncertainty arises when firm cannot anticipate and pre-
dict accurately the future states of the environment (Pfeffer
& Salancik, 1978). This article focuses on two sources of
environmental uncertainty, namely market uncertainty and
regulatory uncertainty. Market uncertainty is rooted in the
changes in market demands and degree of competition. In
emerging markets, such as the UAE, due to the immature
market development, and the change brought by market
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transition, demand and competition usually are less pre-
dictable than fully developed markets.

Regulatory uncertainty is associated with the unstable
governmental rules and regulations (Engau & Hoftfmann,
2011). Many emerging markets have not yet developed
strong market-supporting institutions such as well-estab-
lished legal infrastructures and effective market intermedi-
aries that help enforce laws and regulations (Bai et al.,
2004; Tenev & Zhang, 2002).

A very recent meta-analysis by Giachetti et al. (2019)
reviews a wide-ranging literature on host country institu-
tional development, including studies that analyze per-
ceived uncertainty resulting from institutional voids.
Institutional voids, such as in the rule of law (Khanna &
Palepu, 2000; Luo & Chung, 2013), create great uncer-
tainty for business firms because they do not know whether
and how regulatory agencies will respond to their actions
and strategies. Thus, firms operating under uncertain envi-
ronment face more difficulty to predict market demands
and competitors’ actions because both market/product
opportunities and rules and regulations are likely to be
transitory (Denrell et al., 2003). Under such kind of an
environment, firms with exposure to greater variety of
future opportunities would have higher flexibility when
market conditions change (McGrath & Nerkar, 2004).

An exploratory growth strategy will increase the diver-
sity of an SME’s internal capabilities through developing
new goods and services, which can enhance the chances
that it will possess the capabilities required to cope with an
uncertain future state. This leads to our first hypothesis:

Hypotheses 1: When faced with higher environmental
uncertainty, SMEs tend to use an exploratory growth
strategy rather than an exploitative growth strategy.

SME resource configuration

When resources are mobilized, SME managers need to
integrate the resources to generate capability configura-
tions. Three broad types of resources are discussed in the
previous literature, which are financial capital, human
capital, and social capital (Ireland & Webb, 2006).
Different resource combinations may be associated with
different growth strategies (Gilbert et al., 2006).

The human capital of a firm refers to all the knowledge
and skills embedded in firm managers and employees (Hitt
& Ireland, 2002). Social capital of a firm refers to the
knowledge assets embedded in firm relationships (Liao &
Welsch, 2003). Human capital reflects the internal knowl-
edge stock of the firm while social capital entails the exter-
nal knowledge stock of the firm (Ireland & Webb, 20006).

Particularly in the case of SMEs, human capital heavily
lies in the entrepreneurs and their teams’ career experience
(Zikic & Ezzedeen, 2015) which influence new idea genera-
tion and performance outcomes (Gabrielsson & Politis,
2012). These knowledge stocks are tacit in nature and are

important sources of competitive advantage. For example,
human resource enables a firm to innovate (Cohen &
Levinthal, 1990; Loch et al., 1996) and recognize and capture
the growth opportunity (Shane & Venkataraman, 2000).

Social capital generates value through better supplier or
customer relationships, quicker accessibility to new mar-
kets, and a reputation of legitimacy (Adler & Kwon, 2002).
For example, in the services sector, where financial capital
is a less critical barrier for entry and human capital is simi-
lar in its important, social capital is considered to be cru-
cial for firms to obtain competitive advantages
(Stringfellow & Shaw, 2009).

Both human and social capital exhibit tacit knowledge,
which takes time to develop and is more difficult to imitate,
thus could provide greater competitive advantage (Barney,
1991), especially for firm exploratory growth strategies. As
the theory of resource orchestration suggests, if a firm is
pursuing an exploratory growth strategy, it might need to
integrate R&D, engineering, and marketing capabilities to
create innovative ideas and projects. Moreover, the sharing
of tacit knowledge is key in effective coordination of these
capabilities (Sirmon et al., 2007). Knowledge networks
internal and external to the firm can facilitate the communi-
cation and knowledge sharing process (Hitt & Ireland,
2002). For example, social capital enables SMEs to reduce
the risks in reaching new markets with their product offer-
ings and human capital can facilitate internal learning and
innovation for new product breakthrough.

On the contrary, financial capital is more “generic” yet
are more tangible than human and social capital (Zahra &
Bogner, 1999). Exploitative growth is achieved through
expanding the current customer base or incremental
change to current products, which is more about replica-
tion and scaling current practice. Increased financial capi-
tal would be most effective in this process because such
growth needs new investments which can buy other
resources useful for fast expansion. Thus, for SMEs which
pursue growth strategies through exploitation, raising
additional financial capital is often their first concern.

Hypotheses 2a: SMEs that choose an exploratory growth
strategy are more likely to focus on the use of human capi-
tal and social capital compared to financial capital.

Hypotheses 2b: SMEs that choose an exploitative
growth strategy are more likely to focus on the use of
financial capital compared to human capital and social
capital.

Research design

Sampling and data collection

Given that our research involved SMEs operating in the
Emirate of Dubai to test our hypotheses, we relied on the
SME definition of the government of Dubai which is as
follows:
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Figure 2. The Dubai SME definition.

an entity engaged in an economic activity, with a legal form
(registered as a business either with a Commercial Registry
by the Department of Economic Development (DED) or with
a free zone) and meets the thresholds of employee headcount
and turnover as applicable to the industry group it belongs to
(Trading / Manufacturing / Services). (Dubai SME, 2009)

Figure 2 shows a summary of the employment and turno-
ver thresholds used to defined SMEs.

According to the recent report by Dubai SME,' SMEs
account for 95% of the establishments and 42% of the total
workforce in Dubai, contributing around 40% to the total
value-added generated by the Dubai’s economy. Following
the above definition, this research drew a random sample of
500 SMEs from the database of the Dubai Economic
Development Department and sent the invitation to partici-
pate in this study. In total 212 SMEs’ owners, CEOs, or
Managing Directors agreed to participate, resulting in
response rate of 42.4%. Table 1 reports the profiles of the
sampled SMEs. All respondents were either CEOs, owners,
or managing directors, who have completed the entire sur-
vey, based on their detailed knowledge of their companies.
As indicated in Table 1, the sampled SMEs cover a wide
range of industries and all three major sectors. It also has
reasonable variance in terms of firm size and, years of oper-
ation, implying representativeness. Following Armstrong
and Overton (1977), we performed #-tests to compare the
early and late respondents to estimate any selection bias,
which yielded insignificant results in all variables and thus
suggests that non-response bias is not present.

Measurement

Prior to the survey, we conducted 59 interviews over a
6-week period with CEO, owners, or managing directors of
the SMEs, who were responsible for strategic decisions, to
elicit their views about the environmental uncertainty,
growth strategies, and resource requirements. Table 2 reports
the profiles of the SMEs participating in the interviews.

Our main objective in conducting interviews prior to
sending out the questionnaire was to ensure the relevance

and measurement of the variables about environmental
uncertainty, growth strategies, and resource requirements
by integrating what we know from the existing literature
and the findings from the interviews. Therefore, these
interviews facilitated understanding of the phenomena of
interest and enhance the relevance of the measures adapted
from prior research. In particular, our findings from the
interviews reveal the constructs’ content domains for
measurement development. Furthermore, the interview
results helped in refining the questionnaire with another
round of personal interviews and pre-tests with senior mar-
keting managers before the main survey was sent out.

Table 3 shows all the questions included in the ques-
tionnaire. Each measure used the 7-point Likert-type scale,
ranging from 1 representing strongly disagree to 7 repre-
senting strongly agree. The measures can be categorized
into three areas, namely (1) regulatory uncertainty, (2)
growth strategies, and (3) resource requirements. We dis-
cuss each area in turn now.

Regulatory environment. The first area concerns the envi-
ronmental uncertainty that SMEs face and we draw on
Milliken’s definition of perceived uncertainty as ““an indi-
vidual’s perceived inability to predict something accu-
rately” (Milliken, 1987, p. 136). Based on this definition,
we developed two questionnaire questions to measure.
Based on the interview results, we identified and devel-
oped two measures of environmental uncertainty, namely
(1) regulatory uncertainty and (2) market uncertainty. In
terms of regulatory uncertainty faced by SMEs operating
in Dubai, this includes the clarity, stability, and enforce-
ment of the government policies and procedures. Follow-
ing Engau and Hoffmann (2011), we included six items in
the questionnaire for respondents to indicate the extent to
which they perceived themselves able to predict the future
clarity, stability, and enforcement of government policies
regarding SMEs. A similar approach was used for the sec-
ond environmental uncertainty, namely market uncer-
tainty, where we included three items to capture the extent
to which respondents could predict future operational cost
resulting from the market dynamics and complexity.
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Table I. Sampled SME profile for the survey study.

Table 2. SMEs’ profile in interviews.

%

%

Industries
Food and beverage 1.9
Textile, wearing apparel & leather 2.8
Wood products including furniture 6.1
Paper products, printing & publishing 8.0
Chemical and pharmaceutical products 5
Plastic products 1.4
Cement, ceramic & glass 1.9
Fabricated metal & equipment 6.6
Basic metal industries 38
Tourism & hospitality 6.6
Healthcare 1.4
Education 9
Logistics 24
Media 3.8
Construction & contracting companies 16.0
Information technology 7.1
Professional services 14.9
Others in services—security, manpower, 3.9
facilities, etc.
Others in manufacturing 10
Sectors
Manufacturing 42.5
Services 39.6
Trading 17.9
Turnover (AED millions)
Less than 10 million 39.2
Between 10-50 million 34
Between 50100 million 24.1
Greater than 100 million 2.8
Size (number of employees)
Less than 5 85
5-25 373
25-100 35.8
More than 100 but fewer than 250 18.4
Years of operation
Less than 5 13.7
5-10 344
More than 10 51.9

SME: small- and medium-sized enterprise.

Growth strategies. As for growth strategies, interview
results demonstrate that SMEs consider two broad catego-
ries of strategies (exploratory and exploitative growth
strategy) depending upon their target market scope and
location. In measuring the exploratory growth strategy, we
used four items, that is, developing new customers, explor-
ing new markets, identifying new products/services, and
finally identifying more value-added services.

With regard to an exploitative growth strategy, we
included two items indicating the extent to which SMEs
intent to improve efficiency/productivity and increase
investment in facilities.

Years of operation

Less than 5 25
5-10 24
More than 10 51
Turnover (AED millions)
Less than 10 million 46
Between 10-50 million 32
Between 50—100 million 7
Greater than 100 million 15
Size (number of employees)
<5 19
5-30 34
31-100 25
>100 22

SME: small- and medium-sized enterprise.

Resource requirements. As for the resource requirement,
the importance and relevance of human, social, and finan-
cial capital was confirmed in the interviews. With regard
to human capital, this includes education, experience,
knowledge, and skills (Hitt & Ireland, 2002). As revealed
by the interviews, of particular relevance for SMEs was to
develop human capital within the organization to improve
the task-related knowledge and skills. Accordingly, three
items were developed to measure the importance of devel-
oping human capital, that is, investment in training, access-
ing external service providers to upgrade the staffs’ skills,
and providing facilitation for staff improvement.

With regard to social capital, we followed the Burt’s
perspective (Burt, 1982) to measure social capital and
asked respondents to indicate the importance of social net-
work development for SME growth. Similar to (Westlund
& Nilsson, 2005) where the authors identified internal and
external (including production-related, environment, and
market-related) social capital components, this research
also found that external social capital components were
particularly highlighted in the interviews. Accordingly,
five items were developed for social capital, that is, con-
nections in the industry such as suppliers/distributers, links
to new clients, building loyalty with existing customers,
and links to experts.

Finally, three items were developed for financial capital
sources, and respondents were asked to indicate the impor-
tance of such resources for SME growth. These items
included non-bank sources like family and friends; invest-
ing personal money; commercial banks.

Methodology

Following the literature on similar SME studies using sur-
vey responses (Massaro et al., 2015), we use partial least
squares (PLS), one of structural equation modeling (SEM)



Temouri et al.

Table 3. List of questionnaire questions measuring regulatory uncertainty, growth strategies, and resource requirements.

Regulatory uncertainty: To what extent you agree with the following statements: (| =strongly disagree; 7 =strongly agree):

I. | had great clarity on government paperwork, procedures, fees, and approvals relating to the day—to-day working of my business
2. There was greater stability of government policies, procedures, and fees relating to my industry

3. The government was more engaged with the industry to create enabling pro-business policies and environment

4. | had easier access to government departments relating to policies, procedures, approvals, and fees concerned with my business
5. I had great clarity on legal processes to enforce commercial contracts

6. | had great certainty about the tax-free business environment

Market uncertainty: | had great certainty about . (1 =strongly disagree; 7 =strongly agree):

I. The cost structure of doing business in the UAE.

2. The fixed cost of doing business in the UAE.

3. Future operational cost of doing business in the UAE.
Our firm is currently pursuing
Exploratory growth strategy:

|. Developing new customers

2. Exploring new markets

3. Identifying new products/services

4. Identifying more value-added services
Exploitative growth strategy:

|. Improving efficiency/productivity

2. Increasing investment in facilities
Resource requirement:

in the UAE market. (| =strongly disagree; 7 =strongly agree):

It is important to investment in for our firm’s growth. (I =strongly disagree; 7 =strongly agree):

Human capital:
|. Investment in training

2. Accessing external service providers to upgrade the staffs’ skills

3. Providing facilitation for staff improvement
Social capital:

|. Connections with suppliers

2. Connections with distributers

3. Connections with new clients

4. Building loyalty with existing customers
5. Connections with to experts

Financial capital:

I. Non-bank sources like family and friends
2. Investing personal money

3. Commercial banks

techniques, for measurement validation and hypothesis test-
ing (see also Mclntosh et al., 2014; Mouritsen, 2006). PLS
is widely accepted as a suitable technique for exploratory
model testing, while covariance-based SEM developed
using software such as LISREL is usually used for theory
confirmation (Fornell & Bookstein, 1982; Hair et al., 2011,
2017). Another reason for using PLS is that it leads to stable,
correct, and highly predictive models even for correlated
independent variables (Eriksson et al., 2001; Pirouz, 2006).

Using covariance-based SEM for hypothesis testing
requires sufficient sample size for model structure (McQuitty,
2004). Generally, the minimum ratio between the samples
and number of parameters is 10 (Schreiber et al., 2006). Hoe
(2008) suggests that it would entail sufficient statistical
power with a sample size of 200. According to the Daniel
Soper’s a priori sample size calculator for SEM,? the mini-
mum sample size for our model testing is 100. Therefore, a
sample of 212 is considered suitable for using SEM.

This research employed the bootstrap re-sampling proce-
dure to test the path significance and followed the standard
approach to evaluate the fitness of the both measurement

and structural models. Particularly, the measurement valid-
ity requires path loadings from construct to measures
exceeding 0.70. In addition, composite reliability measures
(p) and average variance extracted (AVE), as suggested by
Fornell and Larcker (1981), were used to demonstrate inter-
nal consistency of reflective measures. The discriminant
validity was examined by comparing the square root of the
AVE for a particular construct to its correlations with the
other constructs (Fornell & Larcker, 1981) and by examin-
ing cross-loadings of the constructs.

Since this study adopted a cross-sectional design, com-
mon method variance might be a threat to the internal
validity. This issue was addressed first through the instru-
ment design by using different scales and randomizing the
sequence of the questions. Such methods have been proved
to effectively reduce the common method variance.
Furthermore, this research used Harman’s single-factor
test (Podsakoff & Organ, 1986) to check whether common
method variance could be a concern for the validity.
According to Harman’s single-factor test (Podsakoff &
Organ, 1986), common method variance is present if a
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single factor accounts for the majority of the covariance in
the dependent and independent variables. The principle
component analysis with all measures resulted in nice dis-
tinct factors and the first factor only accounted for 16% of
the variance, implying common method bias may not be a
serious concern in this study.

Results

Measurement validation

Table 4 shows the loadings of the measures to their respec-
tive constructs along with composite reliability scores. All
reflective items, except for one item for exploitation, are
significant at the 99% level with loadings above 0.8,

Table 4. Measurement model —loadings and reliability.

Variable Loading

Variable Loading

Financial capital (p=0.79;

Regulatory uncertainty

AVE=056) (p=0.91; AVE=0.64)
Item | 0.76%+* Item | 0.73#%*
Item 2 0.68%++* Item 2 0.77#%*
Item 3 0.78%#+* Item 3 0.75%%*

Social capital (p=0.91; Item 4 0.83%**

AVE=0.67)

Item | 0.84%* Item 5 0.88**
Item 2 0.83#%* Item 6 0.80%+*
Item 3 0.80%** Market uncertainty
(p=0.88; AVE=0.72)
Item 4 0.83##* Item | 0.85%#*
Item 5 0.80%+** Item 2 0.927#*
Human capital (p=0.86; Item 3 0.76%**
AVE=0.61)
Item | 0.80%** Exploration (p=0.83;
AVE =0.54)
Item 2 0.627%** Item | 0.76%**
ltem 3 0.77%+ Item 2 0.7 |#¥+*
Item 4 0.8]#+* Item 3 0.77#%*
Exploitation (p=0.70; Item 4 0.70%**
AVE=0.57)
Item | 0.96%#*
Item 2 0.50%*

AVE: average variance extracted.

kD <015 FFp <.05.

demonstrating the convergent validity. Even the loading of
that item for exploitation is less than 0.8 but remained
acceptable. The composite reliability scores (p) of all latent
constructs are higher than the recommended value of 0.80
(Nunnally, 1978), demonstrating internal consistency.
Table 5 reports correlations among the latent constructs
and the square roots of the AVE scores (diagonal elements in
Table 5). As indicated in Table 5, all correlations are much
lower than the square roots of the AVE scores. Furthermore,
all items load higher on their respective constructs than on
others. Both evidences support discriminant validity.

Hypothesis testing

Figure 3 presents the results of the structural model analy-
sis, including the overall explanatory power (R?) and path
coefficients (for relationships between latent variables).
Assessment of the structural model also involved control
variables including the number of employees, annual rev-
enue, and types of industry. Environmental uncertainty,
including both regulatory (=0.22; p<.01) and market
uncertainty (f=.25; p <.01), explains 28% of the variance
in SMEs adopting exploration growth strategy, but rela-
tionships between either regulatory or market uncertainty
and exploitation growth strategy is not significant. Hence,
HI is supported.

As for the impact of growth strategies on various
resources, this study provides empirical support for the
positive impact of exploration growth strategy on social
capital (B=0.55; p<.01; R2=46%), and human capital
(B=0.29; p<.01; R?=16%), but not for financial capital.
Moreover, the empirical result suggests a significant posi-
tive relationship between exploitation and financial capital
(B=0.39; p<.01; R?=22%). Thus, H2 and H3 are also
supported. Moreover, this research also finds a significant
positive relationship between exploitation growth strategy
and social capital (B=0.2; p <.05; R>=46%).

Discussion of results

How SMEs choose strategies is an important research
question that is yet to be fully understood. This article uses
the RBV to explore how SMEs mobilize and coordinate

Table 5. Measurement model—correlations and discriminant validity.

Q) @ ©) 4) ©) (6) ?)
Financial capital (1) 0.75 0.00 0.00 0.00 0.00 0.00 0.00
Human capital (2) 0.16 0.78 0.00 0.00 0.00 0.00 0.00
Social capital (3) 0.32 0.40 0.82 0.00 0.00 0.00 0.00
Regulatory uncertainty (4) 0.28 0.19 0.28 0.8 0.00 0.00 0.00
Exploitation(5) 0.45 0.33 0.50 0.34 0.75 0.00 0.00
Market uncertainty (6) 0.18 0.27 0.42 0.34 0.37 0.85 0.00
Exploration (7) 0.36 0.36 0.65 0.33 0.55 0.45 0.73

Boldface value shows *** p < .01.
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Human Capital
0.29%* R?=0.16

Social Capital
R>=0.46

0.25w%x Exploration

R?=0.28

Regulatory
Uncertainty
Market
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Exploitation
R?>=0.23

Financial Capital
R2=0.22

0.39%%%

Figure 3. Structural model for hypothesis testing.
Note: NS =not significant.
Hkp < 01; 5p <05,

resources to decide on their particular strategy in the face
of environmental uncertainty. In terms of resource mobili-
zation, we find that environmental uncertainty may be an
important antecedent of such strategic choice. Higher per-
ceived environment uncertainty will drive SME managers
to pursue exploratory growth, by entering new product-
market domains. And this effect holds for both market
uncertainty and institutional uncertainty. On the contrary,
neither types of uncertainty affect the pursuit of exploita-
tive growth. While previous research finds uncertainty
may negatively related to growth performance (Baum
et al., 2001), this finding indicates uncertainty may be an
important source of entrepreneurial growth, particularly
for new product or market expansions. Since exploration
may be riskier than exploitation, such growth strategy may
incur greater level of firm death and failure, which in turn
may help explain why market uncertainty can lead to
worse growth performance.

Regarding how managers use resources to achieve their
growth strategy, this research reveals firms pursuing
exploratory growth strategies emphasize more on intangi-
ble resources such as human capital and social capital. The
importance of such resources for firm growth has been
supported by previous research and can be explained by
the RBV, which argues only rare and non-inimitable
resources can create competitive advantage. Compared
with financial resource, human and social capital are rarer
and more difficult to gain and develop. It seems SME man-
agers rely more on such resources in exploratory growth.
This research also finds firms that pursue exploitative
growth are more likely to emphasize financial resource.
Such resource is more liquid and can be easily redeployed
thus would better support exploitation.

Conclusion

SME growth is one of critical challenges for policy makers
and entrepreneurs, particularly for emerging economies.
This research addresses this challenge by taking the per-
spective of resource orchestration and investigates SMEs’
strategic choices and subsequent resource preferences.
With a sample from the UAE, this study adds interesting

insight to the SMEs’ behavior. We show that SMEs are
likely to pursue exploratory growth instead of exploitative
growth when perceiving higher environment uncertainty
(in forms of market and institutional uncertainty) and
emphasize more on intangible resources such as human
capital and social capital. SMEs with exploitative growth
strategy are more likely to emphasize financial resource.
Such results provide valuable guidance for policy makers
to design the supporting mechanisms and SMEs for
resource orchestration.

Overall, this research contributes to the research on the
process of SME growth, by further exploring how manag-
ers orchestrate resources through mobilization and coordi-
nation. Particularly, this research makes several theoretical
contributions. First, this research contributes to the entre-
preneurship and small business literature by better explain-
ing the growth process of SMEs. Previous research has
demonstrated SMEs’ growth is critical for any economy
(Ayyagari et al., 2007; Wennekers & Thurik, 1999), yet
most prior research only focuses on overall growth without
carefully delineating different growth processes (Gilbert
et al., 2006). This research examines specific growth strat-
egies rather than overall growth results and provides fur-
ther insight about how different paths of growth may need
different types of resources.

Second, this research contributes to the nascent research
stream of managerial resource orchestration, which argues
mangers’ actions play an important role in structuring,
bundling, and leveraging firm resources (Helfat et al.,
2007; Helfat & Martin, 2015; Sirmon et al., 2011). This
more in-depth examination of the resource-related pro-
cesses could provide extended insights for RBV (Crook
et al., 2008), yet need additional theoretical development
and empirical tests (Sirmon et al., 2011). Along with this
line of research, this research reports the specific strategic
preferences made by managers in response to external
environments and their priority in resource configuration,
thus contributing to the development of the “resource
orchestration” research.

Finally, this research contributes directly to the RBV by
investigating how resources are used in either an explora-
tory or exploitative strategy. Using a finer grained manner
to separate resources into three types, and looking into the
process of resource orchestration, this research shows het-
erogeneity in firm resource mobilization and resource
coordination. The importance of a certain type of resource
may thus be contingent on the context.

In addition to above theoretical contributions, our
empirical results must be considered in light of the limita-
tions of this research, which in turn opens up potential
avenues for future research. First, the focus of this article
is not explaining firm growth per se but to analyze growth
strategies, which reflects how SME owners and decision
makers make sense and respond to external environment
uncertainty. It would be fascinating to explore how differ-
ent strategic choices affect the actual growth of firms.
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Resource orchestration, while aligned with the external
environment, is expected to generate firm performance
improvements. Thus, future research can add performance
as a dependent variable to further examine this issue.

Second, the empirical test of the concept of resource
orchestration is not yet comprehensive. A more in-depth
test of the theory of resource orchestration could further
measure the breadth, depth, and life cycle of research
orchestration. For example, the sample used for this
research were firms at their growth stage, yet their resource
orchestration may be different between early stage and
mature stage. Similarly, one could explore the situations
where SMEs have a dual or mix strategy of exploration
and exploitation and how such decisions are developed.
Another fruitful area to explore is to consider a firm’s
intellectual capital in more detail when it comes to resource
orchestration of organizational and structural capital, such
as patents and various forms of know-how encompassing
human and social capital. Recent work by Massaro et al.
(2015, 2019) shows that in different contexts, such as large
versus small firms, permanent teams versus temporary
teams, firms require diverse resources. Based on their find-
ings, the implication is that it is crucial to consider intel-
lectual capital (human and social) alongside other standard
resources in a firm strategy formulation to increase firm
performance, which in turn will vary across firm contexts.
Future research is need on the role of organizational and
structural capital for SMEs.

Finally, the sampled firms were from the UAE. While this
approach helps provide much needed empirical evidence
from emerging markets, the results may not be generalizable
to other emerging countries. Future research can test this
theory in other countries and explore whether the institu-
tional differences may confirm or offer alternative findings.

Nevertheless, this article has a number of important
managerial and policy implications based on the results of
our study. The policy implications from our study are that
support for SMEs should be multi-faceted depending on
the combination of uncertainty faced and type of strategy
chosen by SMEs. Thus, it is important to realize that a gen-
eral support mechanism at the regional or governmental
level is not going to provide the best business environment
for SMEs. Instead, more tailor-made support is needed,
such that policies in strengthening the business environ-
ment need to vary industry by industry. For example, the
market and regulatory environment in the energy and con-
struction sector in the UAE is more advanced than in some
industries in the service sector and medium technology
manufacturing sector. Therefore, knowing which SMEs in
which industries are more in need of specialized support
and how to tailor such support is crucial for local and
regional policy makers to know and implement.

The results from our study also provide valuable
insights for how managers can structure, bundle, and lev-
erage different resources for developing their strategies

based on their level of perceived environmental uncer-
tainty. Managers of SMEs need to realize and make sense
of the choices that are available in the decision-making
process toward deriving an exploitative versus explorative
strategy in the face of environmental uncertainty that is
dynamic and every changing.
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