A Service of

[ ) [ J
(] [ )
J ﬂ Leibniz-Informationszentrum
° Wirtschaft
o Leibniz Information Centre
h for Economics

Make Your Publications Visible.

Tremml, Timo; Lobbe, Sabine; Kuckertz, Andreas

Article — Published Version

Board behavior's impact on entrepreneurial orientation in

public enterprises

Journal of Management and Governance

Provided in Cooperation with:
Springer Nature

Suggested Citation: Tremml, Timo; Lobbe, Sabine; Kuckertz, Andreas (2021) : Board behavior's impact
on entrepreneurial orientation in public enterprises, Journal of Management and Governance, ISSN
1572-963X, Springer US, New York, NY, Vol. 26, Iss. 4, pp. 1183-1211,

https://doi.org/10.1007/s10997-021-09592-8

This Version is available at:
https://hdl.handle.net/10419/287498

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

.: BY https://creativecommons.org/licenses/by/4.0/

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://doi.org/10.1007/s10997-021-09592-8%0A
https://hdl.handle.net/10419/287498
https://creativecommons.org/licenses/by/4.0/
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

Journal of Management and Governance (2022) 26:1183-1211
https://doi.org/10.1007/510997-021-09592-8

™

Check for
updates

Board behavior’s impact on entrepreneurial orientation
in public enterprises

Timo Tremm|'® - Sabine Lébbe? - Andreas Kuckertz'

Accepted: 23 June 2021 / Published online: 7 July 2021
© The Author(s) 2021

Abstract

Public enterprises find themselves in increasingly competitive markets, a situation
that makes having an entrepreneurial orientation (EO) an urgent need, given that
EO is an indispensable driver of performance. Research describes politicians delay-
ing the strategic change of public enterprises when serving as board members, but
empirical evidence of the impact of board behavior on EO in public enterprises is
lacking. We draw on stakeholder-agency theory (SAT) and resource dependence
theory (RDT) and use structural equation modeling (SEM) to investigate survey data
collected from 110 German energy suppliers that are majority government owned.
Results indicate that board strategy control and board networking do not seem to
predict EO on first sight. Closer analysis reveals a board networking—EO relation-
ship depending on ownership structure. Remarkably, we find that it is not the usu-
ally suspected local municipal owner who hinders EO in our sample organizations
but minority shareholders engaging in board networking activities. The results shed
light on the intersection of governance and entrepreneurship with special reference
to the fine-grained conceptualization of RDT.

Keywords Entrepreneurship - Public enterprise - Entrepreneurial orientation -

Board - Governance

1 Introduction

Public enterprises commit to guarantee and improve public value while facing a

permanent struggle with other enterprises in liberalized and increasingly competi-
tive markets (Miihlemeier, 2019). Such an environment makes an entrepreneurial

< Andreas Kuckertz
andreas.kuckertz@uni-hohenheim.de

Entrepreneurship Research Group, University of Hohenheim, Wollgrasweg 49, 70599 Stuttgart,
Germany

Reutlingen Energy Center for Distributed Energy Systems and Energy Efficiency, Reutlingen
University, Alteburgstrale 150, 72762 Reutlingen, Germany

@ Springer


http://orcid.org/0000-0003-0642-5539
http://orcid.org/0000-0002-1733-0706
http://crossmark.crossref.org/dialog/?doi=10.1007/s10997-021-09592-8&domain=pdf

1184 T.Tremml et al.

orientation (EO) an urgent need, as it enables competitive advantages and promotes
the success and performance of organizations, regardless of whether they are pub-
licly or privately owned (Caruana et al., 2002; Meynhardt & Diefenbach, 2012;
Rauch et al., 2009). Nevertheless, recent work shows EO among public organiza-
tions to be less prevalent than that among their private counterparts (Hinz & Inger-
furth, 2013), corroborating that barriers to entrepreneurial activities in the public
sector remain unclear (Cinar et al., 2019). One “particular object of interest” deals
with the behavior of the board of directors (BoD) (Hinna et al., 2010, p. 133). The
sparse existing research focuses exclusively on private-sector board behavior and
indicates a positive effect on EO (e.g., Deman et al., 2018). Research in the public
sector indicates a negative effect when the governmental owner closely controls its
enterprise (e.g., Lioukas et al., 1993; Smith, 2012). Such findings are strengthened
by accounts describing politicians as largely delaying the strategic change of public
enterprises when serving as board members (Calabro et al., 2013; Padilla-Angulo,
2020) or—in simple terms—as the “essence of the problem” (Sgrensen, 2007, p.
1046). Despite the societal and democratic relevance of the BoD in public enter-
prises (Cahan et al., 2005) and board behavior potentially revealing differences in
the public and private sectors being looked for (Hinna et al., 2010; Liddle & McEI-
wee, 2019), empirical evidence is surprisingly lacking. Therefore, the purpose of
the article is to answer the research question: To what extent does board behavior
predict public enterprises’ EO?

We draw our predictions from stakeholder-agency theory (SAT) and resource
dependence theory (RDT) when examining a primary dataset of 110 German public
enterprises and contribute to the literature in three main ways. First, besides out-
standing exceptions (e.g., Meynhardt & Diefenbach, 2012), public-sector studies on
EO remain surprisingly scarce. We shed light on unknown predictors of entrepre-
neurial undertakings in public enterprises (Cinar et al., 2019). Importantly, instead
of relying on the commonly used but implausible input—output model (Dalton et al.,
1998), which refers to observable characteristics such as board size and its direct
effect on firm performance (Finkelstein & Mooney, 2003; Gabrielsson, 2007), we
base our assumptions on the mediating role of board behavior and EO (Coombes
et al., 2011). Second, although research on the relationship between the BoD and
EO has recently attracted attention in private-sector research (e.g., Deman et al.,
2018), this article illuminates the little-understood topic of board behavior and its
influence on EO in public enterprises. By doing so, the study reveals a missing link
between board strategy control and EO, thus addressing the widespread prejudice
that a BoD dominated by politicians will have negative effects for the organization
in question (e.g., Calabro et al., 2013; Padilla-Angulo, 2020; Sidki & Boll, 2019;
Sgrensen, 2007). Third, despite the relevance of RDT in the public sector (Pfeffer
& Salancik, 1978; Roberts & King, 1991), we support the idea for a fine-grained
conceptualization (Casciaro & Piskorski, 2005). Challenging common ideas of
favorable ownership stakes by private-sector-dominated (i.e., mixed) enterprises
and interorganizational networks (Inoue et al., 2013; Kolloch & Reck, 2017; Monte-
duro, 2014) and underscored with the potential positive effects of board interlocks
on performance (Drees & Heugens, 2013; Pfeffer & Salancik, 1978), we reveal the
board networking-EO relationship changes from positive to negative when such
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enterprises hold minority shares of the public enterprise. In doing so, we extend
foundational research (e.g., Kaczmarek et al., 2014; Zona et al., 2018) that relies on
input—output modeling.

2 Theoretical framework and hypotheses development
2.1 The role of entrepreneurial orientation in public enterprises

While the academic discussion about public enterprises has undergone a recent
revival, research on the phenomenon remains scarce (Bernier & Reeves, 2018).
Public enterprises have financial motives, among others (e.g., a social responsibil-
ity to sustain and improve public value), and compete with enterprises in liberalized
markets. We build our reasoning by relying on the ideas of corporatization (Calabro
et al., 2013) and define public enterprises as those more than 50% owned by govern-
ment but that are a separate legal entity. Therefore, we challenge the outdated view
of the public sector being an entity (Liddle & McElwee, 2019) and follow endeavors
to clearly define the sample’s boundaries (Miller, 2011) by accounting for different
ownership structures. A typical example of minority shareholders with increasing
importance are hub firms,' as they are able to exert a far-reaching power on their
network enterprises (Baudry & Chassagnon, 2012; Kolloch & Reck, 2017), impli-
cating important effects on the governance system, as the different owners cannot be
seen as an entity with common interests (Calabro et al., 2013).

Public enterprises’ focal situation, with an increasingly hostile environment
due to liberalized markets and competitive rivals (Miihlemeier, 2019), requires the
enhancement of an organization’s EO (Covin & Slevin, 1989). EO is a firm-level
strategic posture with an essential growth orientation (Covin & Slevin, 1989; Dess
& Lumpkin, 2005). It describes how innovatively and proactively an enterprise oper-
ates with respect to business-related risk propensity (Covin & Slevin, 1989; Miller,
1983). Innovativeness encapsulates the pursuit of and ability to produce innova-
tions, resulting, for example, in product introductions as an act of new entry (Covin
& Miller, 2014). This includes not only the number of new lines of products and
services but also potentially radical and disruptive changes of products and service
lines (Covin & Slevin, 1989). Proactiveness is about anticipating and shaping future
needs, as well as being ahead of competitors in terms of introducing novel prod-
ucts instead of simply imitating the actions of competitors (Covin & Slevin, 1989;
Lumpkin & Dess, 2001). Accordingly, active new entry is an essential part of behav-
ing proactively and seizing opportunities (Lumpkin & Dess, 2001). Risk-taking is
about undertaking bold actions with a chance of very high returns instead of taking
cautious incremental steps toward achieving a firm’s objectives (Covin & Slevin,

! Lacking a clear definition of networks (Provan et al., 2007), we define hub firms as enterprises that set
up an interorganizational network and find themselves in the middle of it (Jarillo, 1988; Kolloch & Reck,
2017). They hold minority shares in members of their network, engage in knowledge exchange, and also
lead/coordinate their network (Dhanaraj & Parkhe, 2006; Kolloch & Reck, 2017).

@ Springer



1186 T.Tremml et al.

1989). By seizing potential opportunities, firms accept the risk of failure in terms of
potentially costly wrong decisions (Covin & Slevin, 1989).

Scholars recently started to interpret EO as a form of corporate entrepreneur-
ship (CE), as a high incidence of entrepreneurial events indicates a firm having a
strong EO (Covin & Wales, 2019). While both concepts are closely related, EO as
an organizational attribute is a behavioral construct, while CE can be defined as an
activity within the organization (Covin & Wales, 2019). Overall, EO mediates the
relationship between the organization’s environment and its performance (Rosen-
busch et al., 2013) by promoting ambidextrous innovations (Kollmann & Stock-
mann, 2014).

When examining the field of entrepreneurship research, it becomes obvious that
it is biased toward the private sector (Smith, 2012). This results in public-sector
research still dealing with fundamental questions of EO’s relevance and applica-
bility (e.g., Liddle & McElwee, 2019; Morris & Jones, 1999; Sadler, 2000). These
questions include whether EO leads to higher performance in the public sector, even
though performance indicators in the public sphere are determined by multiple,
potentially contrary objectives such as public value and profitability (Bernier, 2014;
Liddle & McElwee, 2019; Moore, 1995). On first sight, a simple transfer of the con-
cept of entrepreneurship into the public sector seems inappropriate, with research
arguing that it might conflict with democratic values (Bellone & Goerl, 1992), and
empirical measuring of public entrepreneurship could differ from classic CE (Mack
et al., 2008).

Importantly, research commonly describes the public sector as a monopolistic
entity with a focus on academic institutions and monopolistic governmental organi-
zations (Bernier, 2014; Papenfull & Keppeler, 2020), even though significant differ-
ences between public organizations exist (e.g., Morris & Jones, 1999; Smith, 2012).
In this vein—and potentially in contrast to other public entities and board expec-
tations—entrepreneurship in public enterprises fundamentally resembles entrepre-
neurship in traditional corporations, as they are far more profit-oriented than in the
past (Bernier, 2014; Morris & Jones, 1999) and also aspire to growth-oriented activ-
ities (Kearney et al., 2008, 2010). Besides this differentiation in the public sphere, it
remains that public-sector organizations strive for innovations (Mack et al., 2008),
and studies on different forms of EO in different public sector contexts show a pos-
itive impact on a variety of performance indicators, such as the explorative inno-
vation activities of German public-sector employees (Kraus et al., 2019) or (cost)
effectiveness, resource efficiency, and overall performance among Australian public-
sector entities (Caruana et al., 2002).

Consequently, EO is a valuable concept for public organizations (Liddle & McEI-
wee, 2019), supporting the meta-analysis of Rauch et al. (2009) that suggests organi-
zations with a strong EO benefit not only from improving financial but also non-
financial outcomes. However, EO remains at a lower level in public enterprises than
in their private and non-profit counterparts (Hinz & Ingerfurth, 2013). This calls for
a comparison of the predictors of EO in the public sector and private sector. Similari-
ties in both sectors can be drawn, such as insufficient human resources (Kellermanns
& Eddleston, 2006; Weber et al., 2014), missing (financial) incentives (Bysted &
Jespersen, 2014; Perry et al., 2010), and conflicts among co-workers arising from
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the innovative behavior of individual employees (Shih & Susanto, 2011; Tremml,
2020) that can hamper entrepreneurial activities. Differences between both sectors
can be recognized in the external environment, as public enterprises are subject to
specific external regulations (Bernier, 2014; Smith, 2014). Furthermore, intraor-
ganizational differences exist, as public organizations have to deal with greater goal
ambiguity (Meynhardt & Diefenbach, 2012), and public-sector employees might
ignore current market needs more regularly, as they are not used to working in com-
petitive environments (Miihlemeier, 2019).

With respect to the governing body, comparison is difficult, as the relationship
between politics and public enterprises’ EO remains particularly unclear (Cinar
et al., 2019). Previous literature in this area has predominantly used the implausi-
ble input—output model (Dalton et al., 1998), which refers to observable character-
istics such as board size and its direct effect on firm performance (Finkelstein &
Mooney, 2003; Gabrielsson, 2007). This model leads to different results than would
an examination of actual board behavior and its impact on EO (Gabrielsson, 2007).
Public-sector research still relies on the questionable input—output modeling (e.g.,
Bozec & Dia, 2007; Garrone et al., 2013), whereas private-sector research has spo-
radically overcome this shortcoming, indicating a positive effect of board behav-
ior on EO and innovations (e.g., Deman et al., 2018; Gabrielsson, 2007). Impor-
tantly, public-sector research indicates a negative effect, as politicians on the board
are described as potential barriers to entrepreneurial activities and their outcomes
(e.g., Calabro et al., 2013; Lioukas et al., 1993; Padilla-Angulo, 2020; Smith, 2012),
and stakeholder-oriented board theory predicts board behavior hampering growth-
oriented concepts like EO (Hill & Jones, 1992). Consequently, public-governance-
related determinants merit more investigation by opening the “black box of board of
directors” in public enterprises (Calabro et al., 2013, p. 858) in order to explain why
the EO of public enterprises remains at a lower level than that of their private coun-
terparts (Hinz & Ingerfurth, 2013).

2.2 The role of corporate governance in the public sector

Corporate governance “refers to the rules and procedures by which corporations
are directed and controlled” (Grossi & Reichard, 2008, p. 608). Compared to
the “classic” version of corporate governance in the private sector, public-sector
concepts are extended by democratic legitimation and public service obligations
(Klausen & Winsvold, 2021). We refer to public corporate governance (PCQG),
which includes public enterprises in liberalized markets, as they perform services
via separate companies that are more independent from the state than classic
government agencies (Miithlemeier, 2019). To ensure democratic control and to
legitimize the enterprise democratically (Klausen & Winsvold, 2021), the public
shareholders nominate board members who represent politics and public admin-
istration to the board, according to the shares in the enterprise and shareholder
agreement (Calabro et al., 2013). Accordingly, the board in our sample is likely
to be mainly composed of local politicians and also to act as an intermediary
between the citizens [as the ultimate (majority) owner of the enterprise (Blankart,
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1983)] and the enterprise itself, represented by its management (Hinna et al.,
2010). Therefore, the public sector deals with multiple principal-agent relation-
ships (Cuervo & Villalonga, 2000) that require closer analysis, which is often
done through the theoretical lens of agency theory (Hinna et al., 2010).

With regard to public enterprises’ corporatization process, the general require-
ment of corporate governance is a result of the separation of ownership and con-
trol (Jensen & Meckling, 1976). According to agency theory, the board is in a
strong position to limit managerial actions on a strategic level that might be det-
rimental to shareholders’ expectations, resulting in enhanced firm performance
(Fama & Jensen, 1983; Westphal, 1999). This can be achieved by monitoring the
actions of the management (Hillman & Dalziel, 2003), which reduces the costs
of potentially self-interested actions by the management (Fama & Jensen, 1983).

While most of the work on corporate governance relies on this narrow agency
perspective (Boivie et al., 2016; de Villiers & Dimes, 2021; Huse et al., 2011),
recent research discusses the modification of traditional agency theory, such as by
suggesting the BoD’s (political) self-interests as a potential barrier to organiza-
tional change (e.g., Hoppmann et al., 2019; Smith, 2014). Interweaving an agency
and stakeholder perspective leads to the political role of a BoD being to deter-
mine the goals and policies of the public enterprise (Hinna & Scarozza, 2015),
underlining their potential impact on the strategy of the focal enterprise. The SAT
focusses on the relationship between the stakeholders and the enterprise rather
than merely on the (narrow) relationship between the shareholders and the firm
in traditional agency theory (Hill & Jones, 1992). This distinction is crucial, as
the identification of all relevant stakeholders (including the citizens) and their
interests is indispensable for designing corporate governance in the public sphere,
with its multiple principal-agent relationships (Calabro et al., 2013; Cuervo &
Villalonga, 2000; Grossi & Reichard, 2008; Hinna & Scarozza, 2015). Another
modification considers the short-run disequilibrium through market adjustment
processes characterized by friction that enable the inclusion of theories of power
like RDT (Hill & Jones, 1992), which is especially relevant in the public sector
(Lioukas et al., 1993; Roberts & King, 1991). The concept of RDT deals with
an organization’s interaction with its environment to reduce external dependen-
cies through networking and legitimization activities (Pfeffer & Salancik, 1978),
and the theory has attracted substantial approbation for its predictions in the field
of organizational research (Drees & Heugens, 2013). RDT highlights the abil-
ity of the board to provide resources from the external environment to the focal
enterprise, resulting in enhanced firm performance (Hillman & Dalziel, 2003), as
increases in EO require a significant amount of resources (Covin & Slevin, 1989).

We therefore address two perspectives on the board and their impact on EO
as a firm-level strategic posture: RDT is concentrated on the board as a provider
of resources, while SAT is concerned with control activities on a strategic level
(Hill & Jones, 1992; Pfeffer & Salancik, 1978). In this vein, combining SAT and
RDT was recently suggested as offering a “powerful conceptual [foundation] that
can be used to address issues of board governance in entrepreneurship research”
(Gabrielsson & Huse, 2017, p. 53).

@ Springer
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Board
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Local public
ownership

Entrepreneurial
orientation

Board strategy
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Fig. 1 Theoretical model

These two perspectives can be reflected in public enterprises’ focal situation.
Public enterprises are in a striking dilemma in which they are expected both to act
entrepreneurially and to innovate, while at the same time are potentially hindered by
close monitoring with political/social objectives (Greer et al., 2003). In this vein, the
board might support entrepreneurial activities by the provision of resources accord-
ing to RDT, while at the same time hamper such activities by blocking the diversifi-
cation of public enterprises by stressing their control activity according to SAT. To
investigate the unclear relationship between entrepreneurship and local politics, we
examine the promising but little-understood topic of board behavior relating to net-
working and strategy control as predictors of public enterprises’ EO. We embed our
model in the context of the study of corporatization that enables minority sharehold-
ings by other enterprises. Therefore, ownership structure serves as an indicator of
board capital/composition (Li, 1994; Mizruchi, 1996) while also directly predicting
board behavior (Desender et al., 2013; Hideto Dato et al., 2020).

The corresponding theoretical model is shown in Fig. 1, which we discuss in
detail directly below.

2.3 Board behavior predicting entrepreneurial orientation in the context
of corporatization

2.3.1 Therole of local public ownership in board strategy control

In general, the local governmental owner has an increasing interest in and duty to
pursue responsible business development and to encourage entrepreneurial thinking
in its enterprise (Meynhardt & Diefenbach, 2012). In line with this development,
the relevance of BoDs’ behavior as a key factor in the boards’ performance is no
longer only recognized in the private sector but also in the public sphere (Cahan
et al., 2005). Both aspects indicate that differences in ownership might be irrele-
vant to board behavior. This means that a modern BoD of a public enterprise in a
liberalized market is likely to be largely aligned with classical models of corporate
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governance (Chambers & Cornforth, 2010), which implies that the board acts in the
best interest of the enterprise.

However, SAT suggests that the multiple principal-agent relationships with
numerous stakeholders found in the public sector (Cuervo & Villalonga, 2000)
might increase coordination problems and the inertia of collective action (Hill &
Jones, 1992). This issue can afflict BoDs with a high proportion of serving poli-
ticians at the same time: They might simply aim to be representative of the local
voters’ perspectives and seek primarily to maintain the status quo, which would
undermine their discharging their role to the best of their ability (Coombes et al.,
2011). Furthermore, and quite commonly in the public sector, weaker controls might
be explained by a lack of incentives and by capacity problems (Boivie et al., 2016;
Cahan et al., 2005; Hillman & Dalziel, 2003). Referring to a lack of incentives,
politicians might have little incentive to monitor the activities of the organization
because they will face little scrutiny from local citizens. Citizens’ monitoring activi-
ties are inefficient because they have weak property rights and high transaction costs
(Blankart, 1983; Davies, 1971). The issue of monitoring is a concern because citi-
zens are reliant on the monitoring activity of the board owing to dispersed owner-
ship, as the citizens are the ultimate owners of the public enterprise (Blankart, 1983;
Desender et al., 2013). Referring to capacity problems, local governmental owners
might assign more ambiguous and potentially conflicting objectives than sharehold-
ers like hub firms (Shleifer & Vishny, 1997). This ambiguity might reduce potential
monitoring capacity among the politicians on the board representing local govern-
ment (Boivie et al., 2016). Thus, we hypothesize:

H,: Local public ownership negatively affects board strategy control.

2.3.2 Board strategy control and entrepreneurial orientation

Be it in the private or the public sector, BoD involvement in the monitoring and
ratification of an enterprise’s activities may affect a firm’s entrepreneurial posture
(Gabrielsson, 2007). Studies on the relationship have focused exclusively on the pri-
vate sector, revealing that a BoD’s control task is a potential positive influence on a
firm’s entrepreneurial attributes (Deman et al., 2018; Gabrielsson, 2007; Gabriels-
son & Politis, 2009; Schepers et al., 2013), for example, as the board challenges the
top management to support innovation and increase the long-term valuation of the
firm (Fama & Jensen, 1983).

With regard to the public sector, however, board members who are local politi-
cians have strong obligations to external stakeholders (Olsen et al., 2017), which
might also negatively influence their behavior when they sit on private boards and
attempt to perform a “watchdog role” (Huse & Rindova, 2001, p. 173). In that sce-
nario, local politicians might not act in the best interests of the firm. Even though
all stakeholders are assumed to have a general interest in the continuing existence of
the firm, SAT also states that a BoD might have little incentive to support entrepre-
neurial activities that could adversely affect the quality of life of stakeholder groups
(Hill & Jones, 1992). Attempts by management to increase their power over differ-
ent stakeholders through extending the firm’s customer base via a diversification of
products and/or markets might encounter resistance by the BoD, as the investment
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demanded by diversification can be viewed as an inefficient use of resources (Hill &
Jones, 1992). Such diversification is encouraged by the inherent growth orientation
of EO (Dess & Lumpkin, 2005), for example, via the introduction of new products as
an act of new entry (Covin & Miller, 2014). Therefore, a BoD that blocks manage-
rial initiatives through heavy involvement in ratifying and monitoring an enterprise’s
strategy might contribute to organizational inertia and lower performance (Hill &
Jones, 1992; Hoppmann et al., 2019; Shleifer & Vishny, 1994). Prior public-sector
literature indicates that state involvement is negatively associated with innovative-
ness and performance (e.g., Bradshaw et al., 1992; Lioukas et al., 1993; Ramamurti,
1986; Smith, 2012), and board members who were not primarily appointed because
of their political competence were shown to positively influence the EO of public
enterprises (Smith, 2012). Accordingly, we hypothesize:
H,: Board strategy control negatively affects public enterprises’ EO.

2.3.3 Therole of local public ownership in BoDs’ networking-EQO relationships

In addition to its strategy control role, the BoD is well positioned to establish impor-
tant links to (external) resources and stakeholders that potentially stimulate EO
(Huse, 2005b; Miller, 2011). These links may enable the board to provide unique
resource bundles that create a competitive advantage for the enterprise (Coombes
et al., 2011; Huse & Rindova, 2001). An EO encompasses actions like new product
introductions (Covin & Miller, 2014; Covin & Slevin, 1989) and early responses to
potential opportunities (Lumpkin & Dess, 2001). Such activities often require a sig-
nificant volume of resources and might involve a considerable risk of failure (Rosen-
busch et al., 2013). Public enterprises therefore require legitimization for venturing,
especially if the new activity is highly innovative and different in relation to previous
products and services (Covin & Slevin, 1989; Pfeffer & Salancik, 1978). Prior pri-
vate-sector research already indicates a slightly positive correlation of BoD service
provision (incorporating networking) and EO (Bauweraerts & Colot, 2017; Deman
et al., 2018). For public enterprises, there might be social ties between the local poli-
ticians on the board and the management that improve resource delivery and the
organization’s EO (Dicko et al., 2020; Meynhardt & Diefenbach, 2012; Westphal,
1999). As the local BoD is encouraged to legitimate public enterprises’ entrepre-
neurial activities to its local stakeholders (Pfeffer & Salancik, 1978), these social
ties on the local level might be especially helpful to those translating the resources
directed to EO. This leads to the first part of our next hypothesis:

H;,: Local public ownership positively moderates the relationship between the
BoD’s networking task and a public enterprise’s EO.

To be more specific, interorganizational relationships such as equity holdings are
expected to lead to relational advantages and positive outcomes such as interorgani-
zational learning and stable resource provision (Drees & Heugens, 2013; Kolloch
& Reck, 2017; Pfeffer & Salancik, 1978). As ownership structures directly influ-
ence board composition (Li, 1994; Mizruchi, 1996), there might be board members
appointed by minority shareholders such as hub firms. Board composition is sug-
gested to be highly relevant to board interlocks, which occur when “a person affili-
ated with one organization sits on the board of directors of another organization”
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(Mizruchi, 1996, p. 271). These interlocks might support interfirm network ties
that potentially help enterprises to reduce external resource dependency and conse-
quently improve innovativeness and firm performance (Helmers et al., 2017; Pfeffer
& Salancik, 1978). However, we argue that this does not hold true for enterprises
like hub firms when serving as minority shareholders on the board of the focal pub-
lic enterprise. Zona et al. (2018) found that interlocking directorates may have posi-
tive or negative effects on firm performance, depending on resource availability and
ownership structure. In this vein, Kaczmarek et al. (2014) also found a negative rela-
tionship between interlocking and firm performance in financial and utility compa-
nies. These opposing effects on firm performance indicate that in addition to posi-
tive effects flowing from reduced resource dependency, for example via interfirm
network ties, there might also be negative effects on firm performance. Those nega-
tive effects might stem from board interlocks as an instrument of corporate control
(Casciaro & Piskorski, 2005; Mizruchi, 1996) or limiting enterprises’ ability to act
autonomously by restricting a pluralist set of resource providers (Baudry & Chas-
sagnon, 2012; Drees & Heugens, 2013). Both might be achieved by enabling inter-
locking BoDs to exert power and control over the focal firm (Casciaro & Piskorski,
2005; Pfeffer & Salancik, 1978). Powerful minority shareholders might encourage
high levels of board networking activity to increase the resource dependence of the
focal firm (Casciaro & Piskorski, 2005). As resource dependency might repress EO
(Rosenbusch et al., 2013), we state in the second part of our hypothesis:

H;,: The direction of the relationship between the BoD'’s networking task and
a public enterprise’s EO changes from positive to negative when other enterprises
hold minority shares in the focal firm.

3 Methods
3.1 Research design and sample

Our study focuses on energy suppliers in Germany that are majority-owned by the
government. Many of these enterprises are former monopolists but today operate
in a liberalized energy market experiencing environmental uncertainties in terms of
competitiveness and business transformation (Miihlemeier, 2019), for example, as
a result of the German energy system transformation (Energiewende) that includes
aspects like the switch from fossil fuels to renewable energy sources and digital-
ization (Mazzucato, 2018). Additionally, Germany has a high level of urban self-
governance and places considerable importance on the concept of public services;
one example is the running of public buses, which are often provided by locally
owned utilities (Miihlemeier, 2019). Consequently, the environment of these enter-
prises is increasingly hostile and therefore requires the enhancement of an organiza-
tion’s EO (Covin & Slevin, 1989), with the BoD charged with delivering the expec-
tations of the municipality and its citizens (Pfeffer & Salancik, 1978). We limit our
scope because research in a specific context and on a particular organization type
may limit generalization but increase the validity of the research findings (Lomberg
et al., 2017; Miller, 2011). Furthermore, we question the common perspective of the
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public sector being an entity (Liddle & McElwee, 2019) despite the variety among
public-sector organizations regarding the drivers and outcomes of entrepreneurship
(Bysted & Hansen, 2015; Smith, 2012). Therefore, we focus on the competitive
business segments in the energy sector.

Primary data on public enterprises with a focus on governance and EO remains
scarce (Daiser et al., 2017; Meynhardt & Diefenbach, 2012). In line with prior stud-
ies, we decided to use a single respondent study because the top management is the
key informant on board behavior and EO, especially when boards meet relatively
rarely, as in the present context (Bauweraerts & Colot, 2017; Rauch et al., 2009;
Zattoni et al., 2015). When determining the population, we ensured that the enter-
prises in question had a BoD and followed prior EO studies requiring a minimum of
10 employees (Arzubiaga et al., 2018; Kollmann & Stockmann, 2014). We cross-
checked multiple databases, leading to the identification of a total of 620 enterprises.

As data collection via a single-respondent approach and in a single timeframe
might lead to common method bias (CMB), we followed the guidelines of Podsakoff
et al. (2003) and Podsakoff et al. (2012) as well as prior studies in this sensitive field
(Minichilli et al., 2009; Zattoni et al., 2015). We aimed to reduce CMB at the survey
design stage by (1) guaranteeing the respondents anonymity and confidentiality, (2)
placing independent and dependent variables far away from each other within the
survey, and (3) stating clearly that there were no correct or incorrect answers and (4)
that different opinions about the issues addressed in the questionnaire were possible.
Additionally, we conducted 20 pretests with people from the energy sector (with
characteristics as close as possible to the key informant), the public administration,
and academic experts in order to fine-tune the questionnaire, for example regarding
a consistent understanding of terms and reducing item ambiguity (Podsakoff et al.,
2012).

Data collection took place from March until May 2019. We contacted each poten-
tial respondent or their assistant personally via phone to qualify the firm and invite
the key informant to participate. That personal invitation secured permission to
distribute 274 questionnaires, resulting in 116 responses. After excluding question-
naires with inappropriate respondents and/or missing data, our final dataset consists
of 110 responses (108 CEOs, two general managers), representing a very satisfying
final response rate of 40.1%.

After data collection, we checked for CMB using Harman’s single-factor test
(Podsakoft et al., 2003). The largest of the identified factors accounts for only 17.2%
of the variance, while the remaining eight account for 42.3% (Podsakoff & Organ,
1986). As this test provides only a first indication, we conducted a full collinearity
test and found no bias, as all factor-level variance inflation factors are smaller than
3.3 (Kock, 2015; Kock & Lynn, 2012). Both tests indicate that CMB should not be a
problem in our study.

To check for non-respondent bias, we collected objective data via the previously
used Bisnode database (Kollmann & Stockmann, 2014). When Bisnode did not pro-
vide information, annual corporate reports were examined. Following prior studies
in the field (e.g., Carpenter & Westphal, 2001; Deman et al., 2018), we relied on the
Kolmogorov—Smirnov test (Siegel & Castellan, 1988) to check for significant differ-
ences regarding firm size and CEO age between respondents and non-respondents.
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Table 1 Sample description

Sample characteristics N=110 % Mean Standard
deviation
(SD)

Firm size (employees)

Between 10 and 50 employees 40 36.4 155.79 235.51
Between 51 and 100 employees 26 23.6
Between 101 and 150 employees 17 15.5
More than 150 employees 27 24.5
Local public ownership
50% or less 0 0 3.17 0.92
Between > 50% and <75% 38 34.5
Between >75% and < 100% 15 13.6
100% 57 51.8
Respondent age
30-39 7 6.4 52.84 7.11
40-49 22 20.0
50-59 58 52.7
60-69 23 20.9
Respondent tenure
Less than 5 years 32 29.1 9.82 7.47
Between 5 and 10 years 38 34.5
Between 11 and 15 years 15 13.6
More than 15 years 25 22.7

We also checked for differences in terms of enterprises’ headquarters/location (at
the level of federal state) and form of legal entity using chi-square tests (Bauwer-
aerts & Colot, 2017). Overall, we did not find significant differences between the
two groups.

An overall description of the sample is shown in Table 1.

To check for validity, the self-reported measures reported in Table 1 were cor-
related with secondary data whenever possible, showing significant correla-
tions for firm size (r=0.993, p<0.01, n=54), local public ownership (p=0.929,
p<0.01, n=54), respondent age (r=0.998, p<0.01, n=52), and respondent ten-
ure (r=0.983, p<0.01, n=53). The results indicate the validity of the self-reported
measures (Kollmann & Stockmann, 2014).

3.2 Variables and measures
All measurement scales were borrowed from previous studies. Importantly, the
study measured the respondents’ perceptions. To ensure a correct translation from

English to German, two experienced researchers followed the forward—backward
translation technique advocated by Brislin (1970). Most items were measured on
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Likert-type scales. Here we used 5-point scales, as the original 7-point scales could
easily be rescaled without affecting the mean, skewness, or kurtosis (Dawes, 2008).
Combined with endpoint labeling, this is the best choice when researchers want
to relate variables and estimate linear relations using structural equation modeling
(SEM) (Weijters et al., 2010), for example because of higher criterion validity.

3.2.1 Independent variables

3.2.1.1 Local public ownership Prior studies were criticized for measuring public
or private ownership structures dichotomously (Bruton et al., 2015) and for ignoring
potential differences between giant state-owned enterprises and public enterprises
on a more local level (Florio, 2013). Therefore, we distinguished between a simple
majority stake (>50% to<75%), a qualified majority stake (75% to<100%), and
full ownership (100%) by local municipalities and/or districts. As stated in Sect. 2,
we additionally took the peculiarities of our sample and the findings of comparable
research into account (Kolloch & Reck, 2017) and defined minority shareholdings
from other enterprises (such as other energy suppliers) as non-public—albeit they
are potentially majority-owned by government. This action ensured the research had
clear boundaries, as we relied on a specific organization type (Lomberg et al., 2017,
Miller, 2011) and overcame the traditional and inappropriate view of the public sec-
tor representing an entity (Bysted & Hansen, 2015; Liddle & McElwee, 2019).

3.2.1.2 Board networking To measure a BoD’s ability to provide legitimacy and to
establish important links to external resources and stakeholders for the public enter-
prise, we relied on the multi-item Likert scale anchored with fully disagree (1) and
Sully agree (5) provided by Minichilli et al. (2009), which is essentially based on the
suggestion of Huse (2005a).

3.2.2 Dependent variables

3.2.2.1 Board strategy control To measure a BoD’s ability to perform its strategy
control task, we measured the involvement in the ratification stage and the follow-up
monitoring stage with a construct based on the board involvement in decision con-
trol scale provided by Gabrielsson and Winlund (2000) and validated by Gabriels-
son (2007). We took the findings of Gabrielsson and Politis (2009) into account and
focused on the strategy control perspective of the board. All six items were measured
on a Likert scale anchored with fully disagree (1) and fully agree (5).

3.2.2.2 Entrepreneurial orientation To understand “what EO looks like” (Covin &
Wales, 2012, p. 681), we relied on the predominantly used second-order reflective-
reflective Miller/Covin and Slevin construct (Covin & Slevin, 1989). We included
the findings of Lumpkin and Dess (2001) and replaced one item on proactiveness
(Typically adopts a very competitive “undo-the-competitors” posture) with the item
A strong tendency to be ahead of other competitors in introducing novel ideas or
products, as the latter was a better fit with the dimension in question (Bréindle et al.,
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2019; Kollmann & Stockmann, 2014). In general, a higher overall score indicates
higher EO, while lower scores indicate a more conservative orientation (Covin &
Slevin, 1989; Green et al., 2008). Following prior research (Kollmann & Stockmann,
2014), all nine items were measured using a 5-point semantic differential-type scale.

3.2.3 Control variables

Following previous studies in the realms of board and EO research, we controlled
for variables regularly showing explanatory power for the endogenous variables. On
the environmental level, we controlled for social orientation, as public enterprises
often have to provide potentially unprofitable services of general interest [i.e., ser-
vices that are crucial for life, such as public transport, in an affordable manner to
all citizens (Miihlemeier, 2019)] while satisfying profit expectations in competitive
markets (Miihlemeier, 2019; Olsen et al., 2017). Prior work suggests an impact on
board behavior, for example, due to “political visibility” (Lioukas et al., 1993, p.
647). This visibility may increase citizens’ monitoring activity of politicians taking
a seat on the supervisory board (Lioukas et al., 1993; Mizrahi & Minchuk, 2019;
Niskanen, 1971; Salancik, 1979). Simultaneously, such social-oriented activities
may reduce corporate (market) performance (Cuervo & Villalonga, 2000; Shleifer
& Vishny, 1994), as it consumes a significant volume of resources necessary to
increase a firm’s EO (Covin & Slevin, 1989; Hill & Jones, 1992). We based our
5-point semantic differential scale on that of Lioukas et al. (1993). We addressed
concerns reported in the literature over impaired reliability by providing a context-
specific and unambiguous example within the construct (Lee & Duffy, 2019; Sackett
& Larson, 1990). A higher overall score indicates greater non-commercial obliga-
tions by addressing demands regardless of the costs incurred, and is therefore more
likely to be associated with (social) public service objectives. A lower overall score
indicates a stronger commercial orientation and fewer restrictions flowing from the
enterprise being allowed to exclude unprofitable customers from accessing its offer-
ings (Lioukas et al., 1993). Furthermore, we controlled for hostility, as prior studies
showed environmental discontinuities to have an impact on board behavior and EO
(Green et al., 2008; Lioukas et al., 1993; Smith, 2012). Hostility was measured with
the multi-item Likert scale provided by Green et al. (2008). On the board level, we
controlled for board activity and board knowledge. Board activity was measured by
asking how long an ordinary board meeting usually lasts (in hours) (Arzubiaga et al.,
2018). Board knowledge was measured with the multi-item Likert scale provided by
Machold et al. (2011), previously validated by Minichilli and Hansen (2007). On the
firm level, we controlled for past performance, as crisis contexts in terms of bad per-
formance affect board behavior and entrepreneurial undertakings (Eddleston et al.,
2012; Gabrielsson, 2007; Minichilli & Hansen, 2007). As focusing exclusively on
financial outcomes would be inappropriate (Bruton et al., 2015), past performance
was measured with a statement based on Caruana et al. (2002) which accounts for
the overall performance of the enterprise for the last three years compared to other
energy suppliers, therefore indicating the firm’s goals, objectives, and aspiration lev-
els (Kirchhoff, 1977; Lumpkin & Dess, 1996).
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3.2.4 Measurement model assessment

In order to evaluate our measurement model, we first tested the reliability of the
reflective constructs by examining p,, composite reliability (CR), and Cronbach’s
alpha (CA) (Hair et al., 2019). We deleted item numbers 1 and 4 of hostility to retain
pa- CR, and CA values close to or higher than 0.7 for all constructs, which indicates
construct reliability (Hair et al., 2019). Second, the average variance extracted shows
scores higher than 0.5, indicating convergent validity (Hair et al., 2019). Third, dis-
criminant validity is tested via the Fornell-Larcker criterion (Fornell & Larcker,
1981), cross-loadings, and the heterotrait-monotrait ratio of correlations (Henseler
et al., 2015). All three tests display values fitting their suggested thresholds, indicat-
ing discriminant validity (Hair et al., 2019).

3.3 Analytical approach

The analytical approach used is SEM, which is appropriate when examining mul-
tiple cause-effect relations with latent constructs (Hair et al., 2011). Although this
method features heavily in (private-sector) management-related research (Hair et al.,
2019), it is little used in PCG research (Daiser et al., 2017). We used partial least
squares (PLS), as we rely on a prediction perspective of the model with early-stage
theory development (Hair et al., 2019; Moreno & Casillas, 2008). The PLS analysis
is also particularly suitable for testing interaction effects (Mitchell et al., 2008; Sirén
et al., 2012). Like prior comparable studies in the field (e.g., Arzubiaga et al., 2018),
we used SmartPLS 3 (Ringle et al., 2015), the most widely applied PLS-SEM soft-
ware (Hair et al., 2018). We used a path-weighting scheme, as our model includes
a second-order reflective construct (Sarstedt et al., 2019). To test the significance of
the paths, we conducted the complete and bias-corrected bootstrap procedure with
5,000 subsamples (Hair et al., 2018). The moderator analysis was performed via
a two-stage approach, as suggested by Becker et al. (2018). Overall, our proposed
model can be reasonably run with 90 cases (Chin, 1998). The available sample size
of 110 cases is consequently more than sufficient for our analysis (Hair et al., 2018).

4 Results

Before presenting the results of the proposed hypotheses, we offer Table 2 to display
the correlation matrix, mean values, and standard deviations of the variables.

The data reveal significant correlations between board characteristics and board
behavior, replicating the findings of previous private-sector studies (e.g., Gabriels-
son & Winlund, 2000; Minichilli et al., 2009). Despite suggestions in the literature,
we do not find a significant relationship between social orientation and board behav-
ior (e.g., Lioukas et al., 1993; Mizrahi & Minchuk, 2019), board networking and
hostility (Huse, 2007), or ownership structure and EO (Hinz & Ingerfurth, 2013). In
line with prior suggestions in the literature, we find a significant negative correlation
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Fig.2 Hypotheses results (one-tailed)

between social orientation and EO (Cuervo & Villalonga, 2000; Shleifer & Vishny,
1994). Importantly, we find a significant positive correlation between past perfor-
mance and EO, a situation that research has been more skeptical about in the public
sphere (Liddle & McElwee, 2019) than in the private sector (Rauch et al., 2009).

We show the results of our tested hypotheses in Fig. 2, which illustrates that that
the model is significant with relatively high in-sample explanatory power (R*>=0.307
for board strategy control; R?=0.242 for EO) (Hair et al., 2019). The Stone-Geisser
criterion (Q?) was calculated via a blindfolding procedure with an omission distance
of 7.0 (Tenenhaus et al., 2005). Q? is clearly greater than zero for both endogenous
variables, supporting the interpretation of the model’s predictive accuracy for these
constructs (Hair et al., 2019).

The control variable social orientation has no significant effect on board strat-
egy control (path= — 0.092, p=0.12, f=0.012), but a small negative effect on
EO (path= — 0.226, p<0.01, f2=0.063). Hostility and board activity do not show
a significant effect on board strategy control (hostility: path=0.162, p=0.11,
2=0.035; board activity: path=0.126, p=0.09, f2:0.021) or on EO (hostil-
ity: path= — 0.014, p=0.45, 2=0.000; board activity: path=0.141, p=0.08,
2=0.023). Board knowledge has a small positive effect on board strategy control
(path=0.310, p<0.01, 2= 0.127), but no significant effects on EO (path= — 0.151,
p=0.09, 2=0.022). Past performance has a small negative effect on board strat-
egy control (path= — 0.165, p<0.05, f2=0.038) and a small positive effect on EO
(path=0.248, p<0.01, f=0.073).

Turning to the proposed hypotheses, our results show that local public owner-
ship has a small negative effect on board strategy control (path= — 0.247, p<0.01,
2=0.085), supporting Hypothesis 1. With regard to the relationship of board strat-
egy control and EO, we do not find a significant effect on EO (path=0.167, p=0.07,
2=0.025); therefore, there is no support for Hypothesis 2, with an opposite but
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nonsignificant direction of the hypothesized effect. The model shows a small posi-
tive moderation effect of local public ownership on the relationship between board
networking and EO (path=0.247, p<0.05, f2=0.077), which supports Hypothesis
3a. Furthermore, the direction of the relationship seems to depend on the ownership
structure (Fig. 3).

On average, that is, without the interaction term, board networking has no sig-
nificant effect on EO (path= — 0.122, p=0.16, f=0.014). For enterprises wholly
owned by their local municipalities and/or districts, the direction of the path of
board networking and EO is positive, whereas for public enterprises with minority
shareholders in the sample, the direction changes to negative. Therefore, we also
find support for Hypothesis 3b.

In order to account for the multiple perspectives involved in the study’s underly-
ing relationship between the BoD and top management, the findings were discussed
in a workshop in October 2019 with board members from potential minority share-
holders, CEOs of the enterprises in question, and consultants regularly attending
board meetings in this particular context. The aim was to ensure the face validity of
the findings from a practical perspective.

5 Discussion

Public enterprises are in a striking dilemma in which they are expected to act entre-
preneurially and innovate, while at the same time working under the potential con-
straints imposed by the close monitoring and political/social objectives of local
government (Greer et al., 2003). Shedding light on this dilemma, the current article
addressed the overall research question: To what extent does board behavior predict
public enterprises’ EO?
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We reveal ownership structure to be an important concept predicting board strat-
egy control and the board networking—EO relationship. This is a finding that has
considerable implications for theory and practice.

5.1 Implications for theory

Our study contributes novel theoretical insights at the intersection of governance
and entrepreneurship. With reference to the two behavioral dimensions (strategy
control and networking), we rely on the conceptual foundation of SAT and RDT that
might be capable theories “to address issues of board governance in entrepreneur-
ship research” (Gabrielsson & Huse, 2017, p. 53), as their use makes it possible to
consider board behavior inside and outside the boardroom.

First, although organizational research has found substantial support for RDT, fol-
lowing Pfeffer and Salancik (1978), that indicates a positive effect on performance
(Drees & Heugens, 2013), the detailed findings presented here reveal that board
networking activity affects EO differently depending on ownership structure. This
means that interorganizational arrangements like interfirm network ties and equity
holdings that potentially reduce external resource dependency and consequently
improve firm performance—as originally intended by RDT (Pfeffer & Salancik,
1978)—might not have that power in the context studied here. We therefore advance
the idea of a fine-grained theory of RDT (Casciaro & Piskorski, 2005) by opening
resource delivery for potential diametral effects in order to provide a deeper under-
standing of interorganizational action. To date, comparable research has relied on
input—output modeling (e.g., Drees & Heugens, 2013; Kaczmarek et al., 2014; Zona
et al., 2018). We advance theory by closely examining the relationship between
board behavior and EO as relevant mediators.

Second, our study also presents a new perspective on board strategy control and
its missing link with EO in the public sector. While private-sector studies already
indicate the BoD control task has a positive effect on entrepreneurial posture and
innovativeness (Deman et al., 2018; Gabrielsson, 2007; Gabrielsson & Politis,
2009), the public-sector research indicates a negative effect of a BoD composed pre-
dominantly of politicians (e.g., Calabro et al., 2013; Padilla-Angulo, 2020; Sidki &
Boll, 2019; Sgrensen, 2007) and refers to a narrow state-control perspective (e.g.,
Lioukas et al., 1993; Smith, 2012). Although board members nominated by the local
public owners seeming to be less involved in ratifying and monitoring the strategy of
the enterprise is a concern—on the grounds that public-sector reforms seek to cre-
ate a modern public-sector BoD largely aligned with classical models of corporate
governance (Chambers & Cornforth, 2010) despite weak property rights and high
transaction costs of local citizens—the missing link between strategy control and
EO might be intentional. The board of a public enterprise is installed to ensure its
democratic legitimization. Consequently, board members from local politics might
have different governance logics than minority shareholders (Olsen et al., 2017):
Should the politicians on the board of public enterprises push those enterprises
toward a more entrepreneurial posture through the exercise of control mechanisms,
as suggested in previous private-sector studies? Prior research has already discussed
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potential conflicts between democratic values (such as social orientation) and entre-
preneurship (Bellone & Goerl, 1992), and the topic continues to stimulate academic
discussion (Liddle & McElwee, 2019). Interestingly, this is also accounted for in
SAT, as it incorporates the stakeholders’ general interest in the continuing existence
of the enterprise (Hill & Jones, 1992). Therefore, a BoD might balance conservative
and entrepreneurial orientations and counteract entrepreneurial intentions only up to
the point where the continuing existence of the enterprise is not in doubt.

5.2 Implications for practice

With reference to a management perspective, entering into resource dependencies
via minority shareholders like hub firms might represent an entrepreneurial deci-
sion of the public enterprise. Activities like the outsourcing of risky undertakings
without clear and certain outcomes might be part of public enterprises’ strategy
to increase long-term value and ensure adequate profits (OECD, 2015), given that
excessive risk-taking without stressing the other EO dimensions of innovativeness
and/or proactiveness at the same time might be detrimental to performance (Koll-
mann & Stockmann, 2014; Lomberg et al., 2017).

With reference to a policy perspective, recent board codes and guidelines (e.g.,
for municipally owned enterprises in Germany (Association of German Cities,
2009) and global guidelines for state-owned enterprises (OECD, 2015)), primarily
adopt a monitoring perspective while stressing the importance of the qualification
requirements for a BoD, focusing on board composition and size, and restating the
idea of minimizing political interference. Importantly, and mirroring some identi-
fied gaps in the academic literature (Boivie et al., 2016), the above guides pay little
attention to multidimensional board behavior beyond common board practices and
legal duties (such as networking activity), even though this multidimensional per-
spective might help to achieve the BoD’s goal of acting in the best interest of their
public enterprise. Furthermore, local municipal BoDs still seem to be less involved
in strategy control than enterprises holding minority shares, despite the former’s
board activity having great societal and democratic relevance and citizens relying on
the monitoring activity of the board because of those citizens’ dispersed ownership
(Desender et al., 2013). In order to increase citizens’ involvement and incentives to
monitor politicians on the board, the implementation of innovative, digitalized ways
of information and participation might be fruitful (Calabro et al., 2013).

5.3 Limitations and future research

Three limitations of our study illuminate promising avenues for further research that
will help to extend our knowledge about entrepreneurship and board practices in
public enterprises.

First, even though we avoid the limitations of input—output models that can
undermine the behavioral approach (Dalton et al., 1998; Gabrielsson, 2007), we are
aware that the study measures single respondents’ perceptions of BoD behavior and
EO. However, the consideration of multiple respondents might result in even more
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bias (Bauweraerts & Colot, 2017; Minichilli et al., 2009). We recognize that BoDs
meet relatively rarely, and that could limit their ability to develop informed percep-
tions of the constructs in question (Podsakoff et al., 2012; Zattoni et al., 2015). Fur-
ther research might address this limitation by relying on ethnographic techniques,
which would make it possible to investigate live activities and behavior inside and
outside the boardroom on a longitudinal basis and from an individual-level perspec-
tive (Hoglund et al., 2018; Hoppmann et al., 2019; Sievinen et al., 2020). Impor-
tantly, such techniques might be especially fruitful regarding the ownership-related
differences in board behavior and their impact on EO. The study’s results call for an
investigation of the governance logics of local public owners and minority share-
holders, as “municipal corporate boards have become meeting-places for different
institutional logics” (Olsen et al., 2017, p. 393), and such logics are not directly
measurable through questionnaires, as in the present study (Thornton & Ocasio,
1999). Accordingly, and with special reference to the revealed interaction effect,
it would be valuable to also consider potential effects on minority shareholders to
address the fact that the current research limited its investigation to one side of the
relationship (Zona et al., 2018).

Second, while this study’s approach takes top management’s perception of board
behavior into account, we are aware that some of the measurement scales are rela-
tively untried (Boivie et al., 2016; Huse et al., 2011). However, we rely on previ-
ously used constructs in our study and take more recent findings into account (e.g.,
Gabrielsson & Politis, 2009). Furthermore, we addressed concerns over the reliabil-
ity of the social orientation scale by providing a context-specific and unambiguous
example within the construct (Lee & Duffy, 2019; Sackett & Larson, 1990). Nev-
ertheless, future research might support establishing valid measurement scales by
following the specific steps of a scale development process (Clark & Watson, 1995).

Third, we admit that a single-industry study limits the generalizability of the find-
ings. However, we follow the recent call of Miller (2011) and the EO-related find-
ings of Lomberg et al. (2017) that research in a specific context and on a particular
organization type may increase the validity of the research findings, because, for
example, using samples that are foo heterogenous might create a risk of promoting
a weak understanding of the sample’s boundaries (Miller, 2011), even though those
boundaries are especially important in governance and entrepreneurship research
(Boivie et al., 2016; Lomberg et al., 2017). Following this line of argumentation, we
address the outdated view of the public sector being a homogenous monolith (Liddle
& McElwee, 2019), as recent research reveals remarkable differences between pub-
lic-sector organizations regarding entrepreneurial behavior (Bysted & Hansen, 2015;
Smith, 2012, 2014). However, comparative studies between public and private enter-
prises working in the same market environment might also be promising, as recent
research calls for a broadening of the concepts of CE and EO (e.g., Covin & Wales,
2019; Liddle & McElwee, 2019). Overall, future research in different contexts could
help to provide further insights, especially regarding RDT, in that examining the
relationship between board networking and EO as moderators could provide deeper
insights into a hypothesized mechanism (Baron & Kenny, 1986).

Table 3 summarizes the findings of the study in conjunction with their implica-
tions for research and practice and promising avenues for future research.
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6 Conclusion

This study challenges prior literature that suggests the municipal owner of a public
enterprise is the source of the inertia hindering entrepreneurial activities. We reveal
minority shareholders exerting a negative effect on public enterprises’ EO when
engaging in networking activities. Consequently, this study advances research at the
intersection of entrepreneurship and governance and clearly helps in understanding
the effects of board behavior on EO in public enterprises.
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