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Considering Practice: A Contemporary 
Theoretical Position towards Social Learning in 

the Small Firm

DAVID HIGGINS* AND MOHAMMED MIRZA*

ABSTRACT 

This paper seeks to contribute to the management development debate by providing 
insight into the dynamics of organisational learning and human interaction in the SME 

fi rm. The paper sets out to consider how a practice-based perspective of knowledge is use-
ful in this regard. The paper is theoretical in its intent and adopts a social constructionist 
view of knowledge and learning. Using qualitative analysis the paper establishes a review 
of the current literature by highlighting the centrality of knowledge and learning. Litera-
ture has suggested that critical aspects of learning within the SME fi rm are based around 
contextualised and social interaction. A limited number of studies account for how practice 
is confi gured and infl uenced, in terms of value, uniqueness and scope of what is known, 
and how these infl uences can vary depending upon the contexts in which knowledge is 
being used and potentially used. There is a strong recognition in many of the empirical 
studies of learning and its use in the SME fi rm that knowledge is gained through practice 
as opposed to formal instruction. What current research does not refl ect is the changing 
nature of knowledge research in the wider organisational community, which has focused 
its attention on the situated nature of knowledgeable activity or knowing in practice. The 
paper argues that learning through practice, with its focus on real world issues and lived 
experiences, which are contextually embedded in the owner-manager’s environment, 
may provide a better means of successfully developing practitioner-focused owners and 
managers. 

Key Words: situated learning; social practice; pragmatism; small fi rm

* Department of Leadership and Management, University of Huddersfi eld, Queensgate, 
Huddersfi eld, UK

IJM2012.indb   1IJM2012.indb   1 24/02/2012   16:14:4124/02/2012   16:14:41



2  A Contemporary Theoretical Position towards Social Learning in the Small Firm

INTRODUCTION
Over the past decade, learning in the workplace has been conceptualised in terms of 
‘organizational learning’ (Argyris and Schön, 1978), ‘knowledge management’ (Nonaka 
and Takeuchi, 1995) and the participative concept of ‘communities of practice’ (CoPs), 
(Lave and Wenger, 1991). Despite the large volume of literature there has been very little 
progression in the academic debate surrounding knowledge and learning, which has not 
moved beyond the conceptualisation of learning as being critically important to the small 
and medium-sized enterprise (SME). The growing importance of knowledge-related issues 
in the modern SME, and the related inadequacy of many of the existing methods to under-
stand these phenomena, has led to a renewed interest in the subject area. The SME fi rm 
provides a unique and interesting context for the investigation of organisational learning 
in terms of extending the current conceptualisations of the subject area by focusing more 
attention on the role of tensions in relation to learning that defi ne the emergent nature 
of the process of learning. The SME fi rm and its management processes are contextually 
specifi c and dependent on a wider number of factors (Goss and Jones, 1997), making it 
diffi cult to specifi cally and rationally identify those key learning processes which would 
allow for the development of fi rm learning. What is required is the recognition that both 
knowing and knowledge are the embodiments of social practice. One of the key infl u-
encing elements on the learning process in the SME fi rm is that of the owner-manager, or 
employee, having both the power and legitimacy to infl uence practices (Vera and Crossan, 
2004). The knowledge which owner-managers have established through experience will 
to some degree shape the trajectory of the fi rm, as it is this resource which they use to 
enable them to make sense of their working environment (Kakati, 2003; Rae, 2004). Even 
though the owner-manager may have the power and capacity to harness knowledge and 
experience they cannot act in isolation. They need the resources of others, in terms of the 
institutional and social context in which they are embedded, to help infl uence the possibili-
ties of their desired actions. 

Davey et al. (2001) found that owner-managers benefi t from the opportunity to interact 
with each other through a co-dependent approach, as opposed to a direct advisory process 
of instruction. The results suggested the effective use of partnering and networking as a 
desirable method to aid knowledge exchange and learning as a performance improvement 
tool. It was also noted in these studies that the level of trust generated between the various 
agents engaged in social interaction and from working in close proximity together success-
fully led SME fi rms to share methods of best practice with others. The development of 
knowing in practice denotes a reality in which fi rm activities and knowing have a specifi c 
time and space, a context in which they are always situated. This situational contextual 
dynamic thus offers the suggestion that knowing and knowledge are sets of accomplish-
ments, transient effects and dynamic alignments. The world of practice is one that remains 
in constant fl ux in which persistence and change co-exist, because they are not concep-
tualised as being opposed to one another. According to this view, learning is achieved 
through the active participation of the employee, which is continuously being modifi ed 
as the employees experience different interactions and contexts (Blackler, 1993). In this 
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sense the focus is more directed towards adaptive tensions and change, as opposed to the 
embedded nature of order and rules (Elkjaer and Huysman, 2008). Learning is conceptual-
ised as a construction of shared beliefs and meanings, in which the social context plays an 
essential role (Berger and Luckmann, 1967). Learning enables diversity by illustrating the 
unique qualities of the fi rm employee as a means of highlighting complementarities that 
can address common and diverse agendas. The conceptualisation of learning in the SME 
fi rm to date has been preoccupied with attempting to control and formalise the learning 
in the fi rm. This paper argues that this functionalist view has resulted in a failure of the 
literature to develop an alternative approach on a suffi cient scale which is more represent-
ative of the manner in which learning takes place in the fi rm. The paper contributes to the 
existing debate surrounding issues of learning in the SME fi rm by providing new insights 
from a practice-based perspective to address the issues of learning in such a way that the 
richness and depth of the phenomenon can be considered.

ORGANISATIONAL LEARNING: A SOCIAL PROCESS
Spender and Grant (1996) consider that interest in knowledge and the fi rm arose from the 
work of Simon’s (1957) critique of traditional rational economics, with the work of Penrose 
(1959), Nelson and Winter (1982) and Polanyi (1966) forming the starting point of this theo-
retical reasoning and line of enquiry. The theoretical grounding and context of the subject 
domain illustrates disorder, due to the many different approaches and classifi cations, 
such as the knowledge-based view of the fi rm, knowledge management, organisational 
knowledge and organisational learning, which are embedded by numerous contradicting 
perspectives and knowledge typologies (Cook and Brown, 1999; Brown and Duguid, 
2001). According to Spicer and Sadler-Smith (2006), SME fi rms that are more active in 
promoting learning demonstrate an increase in fi nancial and non-fi nancial  measures. 
In the context of this paper, and in recognition of the emerging consensus in the wider 
organisational learning domain, the authors seek to both recognise and account for the 
social, political, cultural and historical aspects in which learning takes place. The process 
of learning can be described as the means by which we acquire knowledge, assimilate this 
knowledge and then apply it within the context of our everyday lives. It is suggested that 
the method of acquiring knowledge can be categorised into either a technical or a social 
process (Easterby-Smith and Araujo, 1999). Traditional learning theories are borne out of 
the rationale that learning is an individual activity, it has a beginning and an end which is 
separated from the rest of our activities, and it is a result of ‘teaching’ (Wenger, 1998). This 
view assumes that learning is concerned with the effective processing, interpretation and 
response to information inside and outside of the organisation; be it quantitative or quali-
tative this information is explicit and conceptualised as something given to individuals 
and assessed by before and after measures. The underlying assumption is that individuals 
learn and then transfer this knowledge to others, drawing on the categorisation of phases 
such as information–acquisition– information and  dissemination–interpretation, rather 
like an input–output model (Dodgson, 1993; Argyris and Schön, 1974). This is consistent 
with the main theme of knowledge management, which assumes that knowledge can be 
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4  A Contemporary Theoretical Position towards Social Learning in the Small Firm

codifi ed, stored and transmitted by being embedded in fi rm rules and routines (Cohen 
and Bacdayan, 1994). This perspective of learning is established upon a positivist epis-
temology, which fails to capture and understand the multi processes of knowing in 
practice as social fi rm actors interact (Easterby-Smith and Araujo, 1999; Thompson and 
Thompson, 2008). 

An alternative to this conceptualisation is to view organisational learning as a process 
which takes place through practice. The social perspective, alluded to by Lave and Wenger 
(1991) and Brown and Duguid (1991), explores organisational learning as the product of 
social interaction, which poses an alternative to the traditional linear model. The social 
perspective views individuals as social actors, who are part of a network of social actors 
who collectively construct an understanding of the environment around them and learn 
as a result of these interactions (Gherardi et al., 1998). Learning viewed in this way as a 
situated activity has as a central defi ning characteristic a process which Lave and Wenger 
(1991) term as ‘legitimate peripheral participation’, meaning that within the suggested 
communities of practice the mastery of knowledge and skill of learning require newcomers 
to move towards full participation in the sociocultural practices of their community. Socio-
cultural theories highlight the relationship between individual learning and social identity; 
learning is defi ned not only as the acquisition of knowledge but also the acquisition of 
identity. Therefore learning involves acquiring identities that refl ect how the learner views 
the world and therefore how the world views the learner. Subsequently, learning is not 
conceived as a way of knowing the world, but as a way of being in the world (Gherardi, 
1999; Chiva and Alegre, 2005). The perspective is concerned with the way an individual 
makes sense of their experiences by considering the explicit knowledge, which can be 
articulated, and gained through the learning of new procedures and routines. Drawing 
on the work of Polanyi (1966) and Dewey (19  33 [1986]), a social perspective of learning 
is viewed as the development of situational identities based on participation and social-
based  interactions and networks (Lave and Wenger, 1991). Learning in this case is not 
conceived as a method of learning the world, but as a way of actively participating in the 
world (Gherardi and Nicolini, 2000). The concepts of experience and inquiry are helpful in 
positioning the what and how of learning practices, but they do not, however, provide one 
with an understanding of the social dynamics in which practices of learning are situated. 
This requires a more detailed understanding of the socially mediated tensions that exist 
between owner-managers and fi rm members as they interact. When a fi rm is defi ned as 
a learning community the focus is not on the individual, in contrast to the systemic view 
which depends upon the individual’s ability (Higgins and Mirza, 2010), but rather the 
focus is upon the collective processes (Yanow, 2000). 

CONCEPT OF PRACTICE
One of the most infl uential ways of acknowledging the impact of the social element of 
knowing is by extending the concerns of how we study the social, historical and cultural 
nature of practicing communities (Wenger, 2000). Rather than seeing knowledge (knowing) 
as a fi rm resource, the meaning and value of fi rm practices arise through the manner in 
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which owner-managers are able to relate to and make sense of one another. In order to 
enact the process of learning both owner-managers and employees must take account of 
the methods in which routines are adopted and used in situational contexts both inside 
and outside of the practicing community. This means that it is not just simply the struc-
ture and content of the routines which are important, but rather the relational structures 
of discourse and social collective actions through which the fi rm’s routines are conveyed 
and infl uenced. Spender and Grinyer (1996) used a widely referenced empirical study 
to illustrate how CoPs can infl uence and direct the way in which managers view them-
selves and others, conforming to their idea of ‘industry recipes’ where they identifi ed 
how patterns of managerial judgements refl ected wider structures of belief. The fi rm’s 
owner-manager or employee learns by becoming immersed in the collective activities and 
discourse of the community, which legitimise the community’s identity; thus the actor 
gains the required skills through which they become accepted members. This process of 
legitimisation is done through the use of narrative and stories where both typical and atyp-
ical experiences are discussed. According to Wasko and Faraj (2000), CoP members are 
assumed to act with pro-socially and reciprocally oriented motives, which are collectively 
conceived interests as opposed to individually conceived. Bechky (2003) demonstrated 
how communities which are trans-disciplinary can share understanding in that they are 
able to develop a common language, a commonality in their activities and a mutual under-
standing of differing perspectives. The ethnological infl uence of localised practice can be 
identifi ed at the micro-social activities of the SME, in other words at the shop fl oor level. 
For example, Carlile’s (2002) ethnographic study demonstrates the need for managers to be 
aware of knowledge boundaries, and attend not only to the transfer of knowledge across 
fi rm functions but also its transformation in order to cope with idiosyncratic experiences 
at each boundary point. These could be routines, models or aims/objectives of action, for 
example. Whatever the overarching objective is, as Carlile (2002) argues, it has to fi rstly 
have a shared sense of agreement and impact for the agreed objectives so that the owner-
manager can relate experiences to one another. Secondly, the process has to enable the 
transformation of knowledge whereby alternatives can be considered, including changing 
the boundary object itself.

The implication of this argument is that learning is not just a function of stable routines 
in the fi rm, but of social interactions which are fragmented, localised and historical in 
context, expressed through action-orientated social relationships of anxiety, familiarity 
and rule-breaking (Bechky, 2003). From this perspective, learning can be considered as 
a continuous fl ow of social processes as a result of the numerous connections and inter-
actions between practitioners operating in the SME community, as they negotiate and 
re-negotiate their practices. This means that both actions and interactions between fi rm 
actors have the capability of creating, breaking and mediating the process of how new 
learning practices are formed. The conceptualisation of practice as a mode of explora-
tion in social learning allows one to gain a closer understanding of the real, naturalistic 
work which takes place in organisations. Barley and Kunda (2001) suggest that the tradi-
tional approaches to organisational research have been conducted using formal static and 
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6  A Contemporary Theoretical Position towards Social Learning in the Small Firm

reductionist methods of organisational analysis, focusing specifi cally on the structural 
aspects of the fi rm, neglecting the processes of practice which are performed throughout 
the fi rm (Gherardi and Nicolini, 2000; Nicolini et al., 2003). In contrast to this, a social-
based  perspective of fi rm practices enables one to explore the deeply embedded processes 
of both doing and acting in the everyday activities performed by the fi rm (Whittington, 
2006). The term ‘practice’ refers to a social construct which emerges over time, and which 
refl ects, sustains and develops norms, values and knowledge (Foucault, 1973). Practice is 
the means of both creating and institutionalising what is said, what can be said and what 
cannot be said within the fi rm’s social community, thereby giving emergent order to the 
social world of the SME (Bourdieu, 1972, 1987). These institutionalising and normative 
dimensions are central to sociological studies of learning. Practices can be conceptualised 
as normative constructs which on one level defi ne the norms of a particular community 
and on another level reproduce these norms through ongoing practice. 

As a result it can be suggested that from such a perspective a fi rm owner-manager 
can learn to know differently as they use means and opportunities to refl ect on, experi-
ment with and improve their practices. Existing studies tend to focus on the development 
of a functional process directed towards the creation of ‘best practice methods’ for the 
transfer and development of knowledge across fi rm boundaries, which can then be propa-
gated throughout the fi rm. A view of knowing as enacted in practice does not hold ‘a fi rm 
competence’ as a property which can be transferred and therefore indicates that the notion 
of ‘best practice’ is one which is encompassed by problems, as it needs defi nable elements. 
Current academic literature has widely acknowledged that SME owner-managers learn 
through action-oriented processes, and much of this learning is context dependent and 
experientially based (Rae and Carswell, 2000). This represents a way to understand the 
relationship between the individual and the collective as encompassing both the organisa-
tional system and the social actor as potential active participants who may engage in fi rm 
practice. Such a view of practice refl ects a variety of research traditions from the fi elds 
of sociology (Bourdieu, 1972; Foucault, 1973; Giddens, 1984), activity theory (Engeström, 
2001), ethnomethodology (Garfi nkel, 1967; Fox, 2006) and philosophy (Dewey, 1925 
[1981]). In other words, practices become the ruling activities and accepted ways of doing 
and performing tasks which are acceptable by the fi rm’s practicing community. The power 
of institutionalising a practice is often overlooked and points to the characteristics of prac-
tices as having to be lived and enacted in order to be socially recognisable (Gherardi et al., 
2007). In other words, being involved in a practice means being a member of a collective 
community of knowing (Brown and Duguid, 1991), making knowing collective, proces-
sual, temporary and situated. 

While practices can be seen as a stabling process through reproducing norms and values, 
these same processes also aid the development of new knowing (Yanow, 2000; Brown and 
Duguid, 2001). Knowledge and learning as a means of practice do not then reside in the 
mind of the individual but in the collective dimension of what fi rm actors do together, 
and as a result are not an individual knowledge resource (Gergen, 1994: 270). According 
to Fox (2006), it is suggested that one should not think of learning as a form of reifi ed 
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general knowledge derived by the learning subject from experience, or study, or classroom 
instruction, etc. and located, as a fi nished, accomplished product, in the mind. Rather we 
should see members’ methods as active operational procedures, or methods of inquiries, 
constitutive of practical action. Practice as a method of learning and knowing distances 
itself from the work of Lave and Wenger (1991), who acknowledge the situated nature of 
learning but claim that individual knowing is the basic unit of learning and the learning 
context is to a degree independent from learning and pre-given (Fox, 2006). This draws 
emphasis also to the work of Strati (2007) and the commonly held distinction between 
the body and mind, where knowledge resides in the mind and not in the body. This view 
draws focus to the subjective, powerful, emotional and temporary character of knowing, 
revealing the socially constructed and situated nature of the phenomena, like power rela-
tions, politics and contradiction, for example. Drawing focus to the non-rationalist and 
non-cognitivist understanding of learning, where inquiry is situated in the context of the 
fi rm’s practicing community (and the social relations which exist in such a community), 
from such a perspective one can gain a much more appreciative understanding of how 
learning practices emerge, decisions are mediated and knowledge generated. Thus inquiry 
is directed toward studying the subjective position of fi rm practitioners who are part of the 
fi rm’s situated collective learning community. 

PRAGMATIC CONCEPT OF EXPERIENCE/INQUIRY
Dewey (1917 [1980]) drew recognition to the participative nature of learning in relation to 
the context and method of learning. Strauss (1978) viewed organisations as social worlds 
or as coordinated collective actions. The principle of Strauss’ work is that the world in 
which the fi rm functions is highly complex and that social stability and change are dual-
isms. This is a similar basis for viewing the SME fi rm by claiming that the processes which 
exist in the fi rm and the supporting structures continuously constitute one another in a 
non-deterministic manner. Dewey’s concept of learning is based upon the notion of expe-
rience from an interaction to the process of transferring the experience of that interaction, 
within the context of an uncertain situation (Dewey, 1934 [1987], 1938 [1988]). The role of 
experience has heavily infl uenced Dewey’s (1917 [1980]) work, in which he believed that 
experience is the active and actual process of living and emergent patterns. This experience 
is multi-dimensional: a process, a product and a result of that process. Dewey criticises 
the idea of analysing human behaviour as a mechanical sequence, comprised of three 
events, sequenced in a linear order: fi rstly a sensory stimulus, secondly a central process 
and fi nally a motor response. Dewey’s argument moves towards the idea that sensation, 
thinking and actions are functional elements which constitute a relation unity1 in a situ-
ational context. For example, a fi rm actor’s action is not an independent stimulus, as the 
meaning of that action depends upon the condition and situation the actor is placed in 
and when that action takes place. This means that the environment and/or the context are 
both part of the interpretation. For Dewey, experience is a series of relational, connected, 
organic and coordinated interactions, which shape and re-shape the continuous formation 
and de-formation of individuals and the fi rm environment.
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According to Dewey (1917 [1980]), this is the process of inquiry in which the fi rm actor 
attains experience and becomes knowledgeable from that experience, on the basis of a 
critique which consists of abstract concepts and the phenomena itself. Dewey (1896 [1972]) 
regards the notion of inquiry as being attached to the practical process of gaining knowl-
edge and becoming knowledgeable. The initial mode of inquiry is started with a problem in 
which the inquirer recognises a problem (awareness of this problem may or may not arise 
through intellect, but alternatively from a simple breakdown in the daily fi rm patterns). 
The human actor learns through inquiry into a problem in order to consider the situational 
context, by drawing evaluations and making conclusions, thus becoming knowledgeable 
and competent. It is not until the inquiry starts to defi ne the specifi c problem area and 
related factors that the process of inquiry takes a mode of analysis such as human reasoning 
skills or critical/refl ective thinking. Here the inquirer brings personal and previous expe-
riences to the problem from perceived similar situations. Dewey (1896 [1972]) argues that 
the inquirer approaches the problem by the development and application of numerous 
working scenarios and solves the problem by testing the developed methodology. Thus 
the inquirer successfully solving the problem eliminates the uncertainty surrounding 
the problem in the fi rst instance, allowing the inquirer to have confi dence the problem is 
solved. Through the practice of inquiry the inquirer gains experience and knowledge. In 
order for the inquirer to have gained knowledge and new experience the process requires 
the inquirer to have embarked upon thoughtful refl ection on the participants, objects and 
mediating factors. The use of refl ection to establish the relationship between the action 
and the consequence of the action is a key enabling factor in the attainment of knowledge. 
When habitual actions are established these create the basis for gaining new experience 
and knowledge, as a result of inquiry into problem-based situations. What knowledge 
the individual actor gains depends on a complex web of conditions: partly the ability 
of the actor to refl ect upon the relations between actions and the consequences of those 
actions and also partly on the relationship an actor can establish with past experience. An 
important factor in this understanding is that knowledge is a sub-set of experience, but all 
experiences hold the potential to become knowledgeable by making use and engaging in 
practice. In order for a fi rm owner-manager to learn through and from practice the fi rm 
actor must engage and develop experience from the physical environment and construct 
some form of conscious experience. 

THE INTERRELATIONSHIP BETWEEN REAL-WORLD AND MEDIATED LEARNING
According to Berger and Luckmann (1967), the social reality in which the owner-manager 
function is developed and maintained is an ongoing dialectical process comprised of 
three elements – externalisation, objectifi cation and internalisation – established in the 
context of the owner-manager and the practicing community of which they are part and 
in which they participate in this dialectical process. The perspective involves the devel-
opment of common understandings, commencing from the social setting, the physical 
circumstances, and the fi rm’s owner-manager’s social relationships and past experi-
ences (Brown and Duguid, 1991). Learning in the SME fi rm is in part argumentative, as 
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Holman et al. (1997: 143) argue that learning can be considered as a ‘responsive, rhetor-
ical and argumentative process, which has its origins and boundaries in the relationships 
with others, the collective’. Collective knowledge is established and objectifi ed through 
agreement, rules and routines, which are located in practices and activities (Berger and 
Luckmann, 1967). 

The social perspective, alluded to by Lave and Wenger (1991) and Brown and Duguid 
(1991), views the individual as a social actor, part of a network of social actors who collec-
tively construct an understanding of the environment around them and learn as a result of 
the social interactions within the social system (Gherardi et al., 1998). In order for any organ-
isational practice to be successful collective understanding is necessary, which means that 
owner-managers must enact and be aware of the current fi rm practices and structures which 
enable this dialogue and process. The development of the practice is achieved rather than 
given, as the practice is a recurring situated and enacted process which cannot be assumed 
outside of that context. For the fi rm to function effi ciently (in the consideration of the diver-
sity of experiences), agreement and consensus must be negotiated and agreed, in order to 
determine what are the most appropriate decisions to be made and taken (Robichaud et 
al., 2004). It must be noted that this agreement is only situational and temporary, given the 
diversity of experiences and knowledge, personal goals and level of power which may exist 
in the fi rm. In this sense knowledge is held in a dynamic tension of temporary agreement 
which arises from existing practice, embedded in experience being contested, negotiated 
and resolved in the fi rm’s social community, requiring the co- orientation of fi rm practices 
as a process of dynamic activity (Taylor and Robichaud, 2004). This perspective situates 
knowledge within the social and political system of meaning (Swan and Scarbrough, 2005). 
There exists in these social relations tensions, confl ict and power relations, in which owner-
managers are in competition with one another by following different goals or preferred 
alternative methods (Taylor and Robichaud, 2004).

When a breakdown occurs in a fi rm’s practice, claims of validity (what’s right or wrong) 
are no longer taken for granted but are challenged, argued and negotiated in order to reach 
a temporary agreed practice. In such a case the validity of a real-life practice is explic-
itly discussed; both validity and discourse encompass one another. For example, when a 
practice breaks down a discussion ensues on why the practice failed (the validity of the 
claim) and what can be done to fi x it. The outcome of these discussions and agreements 
are inter-subjective and then become an integral part of the fi rm’s real-life practices. The 
important distinction to be drawn here between the real life of the fi rm and discourse is 
more analytical as opposed to practical delineation, as our practices continuously change 
from that of activity to argumentation and returning to activity. This movement between 
practising and contesting is an iterative process, and is triggered by confl ict or breakdowns 
in the current working practice (Schreyögg and Geiger, 2007; Geiger, 2008). In a study 
conducted by Gherardi and Nicolini (2002) the authors demonstrated how breakdowns 
occurred where construction workers failed to follow offi cial safety rules and as a result 
injuries occurred quite frequently. A confl ict developed between the construction workers 
on how the situation was being managed which subsequently triggered a review of the 
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safety rules and procedures in use. The developing confl ict enabled a level of engage-
ment in an inter-subjective reasoning process which allowed the workers to review their 
practices. Through dialogue an agreement was reached in terms of how the current health 
and safety practices could be best improved and adopted, and a new and revised under-
standing of what was considered to be good practice was agreed and embedded into the 
practitioners’ communal understanding. Schatzki’s (2005) account of practice focuses on a 
shared understanding, suggesting that shared modes of real-life activities are continuously 
encompassed by modes of explicit challenges and refl ection. The SME fi rm is contextually 
dependant on the practices and social interactions of owner-managers in order to solve 
fi rm issues, but this is not necessarily a sympathetic set of social relations. In order for 
this action to occur it requires fi rm owner-managers to have different experiences and 
understandings to co-evolve and operate across fl uid fi rm boundaries (Knorr-Cetina, 1982; 
Taylor and Robichaud, 2004). Schön (1987) demonstrated a case in which situated practice 
often involved the owner-managers refl ecting or experimenting through the reconstruction 
of their knowledge and knowing, thus altering their perceptions. The process of refl ection 
occurs when existing understood fi rm practices are challenged or fail to work (Starbuck 
and Hedberg, 2003). This can occur through attention being directed towards outside view-
points, which exist away from the traditional community of practice in the fi rm, through 
the (physical) relocation of the fi rm, openly encouraging interaction with both intra- and 
inter-organisational boundaries, or through the recruitment of new team members who 
are adverse to the traditional fi rm practice (Child and Heavens, 2003; Holmqvist, 2003; 
March, 1991). 

From such a perspective an owner-manager can learn to know differently as they use 
means and opportunities to experiment with new opportunities to improve their practices. 
If all the actors in the process fail to share, negotiate and agree a common understanding 
the practice is unlikely to remain in existence and be adopted by the actors concerned. 
Consensus is hard to achieve as the elements of confl ict create an ongoing and dynamic 
dialectic, which can enable the continuous transformation of the fi rm’s social reality. But 
for new practices to emerge they must overcome the inherent elements of situated learning, 
such as the localisation of practice, and the fi rm’s path-dependent processes or routines. 
If this fails to occur existing practices are simply repeated in the daily practice of the fi rm, 
unless there is some disruption caused (Knorr-Cetina, 1982). The assumed willingness of 
fi rm owner-managers to surrender the knowledge they possess for the greater good is 
axiomatically considered to be naive (Yanow, 2004). 

CONCLUSION
The issue of learning as a socially enacted practice is diffi cult to deal with, within the 
mainstream literature conceptualisation of learning as a rational, technical and decontex-
tualised process which is capable of being codifi ed, embedded and re-embedded in the 
fi rm (Brown and Duguid, 2001). Developing such a social relational element is impor-
tant, as a consequence of depending too heavily on solitary refl ection within a fi rm. Such 
a bounded state of solitary decision making is not unusual for owner-managers. Petts et 
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al. (1998) found that, when asked about their experiences, owner-managers were overly 
optimistic in comparison with their employees, for example when assessing their envi-
ronmental performance. Petts et al. (1998) noted that there was a perceived gap between 
what managers believed about their respective fi rms’ environmental performance and the 
reality experienced by others. This illustrates the limitation of refl ection divorced from 
other actors, knowledge and context, as well as demonstrating the weakness of knowledge 
when conceptualised separately from action or activity. This limitation was recognised 
by Floren (2003) whose study of entrepreneurial learning found the two most restricting 
infl uences to be the lack of peers with whom to converse and the presumed omniscience 
of the solitary owner-manager. Understanding how owner-managers learn from others 
has been examined through research which has explored the cognitive framing of knowl-
edge structure, by which opportunities are recognised, created and pursued (Keh et al., 
2002; Korunka et al., 2003; Mitchell et al., 2002). A similar cognitive view was adopted by 
Minniti and Bygrave (2001) in which, rather than assume owner-managers always learn, 
they provide a more complicated model and highlight the tendency amongst owner-
managers to become locked into previously successful patterns of activity, creating path 
dependencies. For Ward (2004) and Minniti and Bygrave (2001) the owner-manager’s 
ability is not so much cognitively rooted but rather cognitively confi gured. In reality it 
is an aptitude for working within and at the edge of habitual patterns of activity rather 
than thought.

The empirical evidence suggests that owner-managers would benefi t in terms of 
learning and developing new practices were they to organise practices from different 
perspectives. This would allow the voices of others to contribute to decision making, 
adding to the stock of knowledge and potentially the reluctance of the resulting judge-
ments (Korunka et al., 2003). Therefore the concept of networks has begun to gain 
popularity as a means to enhance SME fi rm learning. It is argued that such networks 
provide owner-managers with opportunities to learn in an informal way (Clarke et al., 
2006). These groups of independent participants provide the work context within which 
members construct both shared identities and the social context that helps those iden-
tities to be shared (Brown and Duguid, 2001), providing access to resources, including 
skills information and knowledge. Spender (1989) suggests managers who participate in 
networks that extend well beyond their own organisations, and as members of a network 
of practice, have extensive shared practice leading to extensive shared know-how; this 
in turn allows extensive circulation of managerial knowledge. The studies suggest that 
these managerial cognitions are never entirely conceived and controlled by the indi-
vidual, and assume they are unrealistic. This is supported by Keh et al. (2002) who found 
that even the idea of control infl uencing the owner-manager’s evaluation of opportunity 
was framed by socially embedded, subjective orientations developed through experi-
ence. These studies demonstrate how SME fi rms may benefi t from owner-managers’ 
recognition of the important sources of knowledge to be found outside their own experi-
ence and hence the value in developing the social skills necessary for scanning for such 
knowledge. 
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The recognition that knowledge is less a product of individual traits and abstract ration-
alising about optimum outcomes and more the outcome of socially enacted understanding 
about what works when and where is described by Sarasvathy’s (2003) theoretical model 
as effective managerial decision making. One approach to management development 
which it is argued encompasses the activities of action and refl ection, whilst maintaining 
the focus on the social process of knowing (Choueke and Armstrong, 1998), is that of prac-
tice. To aid this view it may be more helpful to understand the relationship between belief, 
doubt and inquiry in a dynamic way. For example, believing in the effi ciency of any act in 
order to achieve a desired result has the dual effect of placing doubt to rest and re-enforcing 
belief in that act in a way that over time will lead to habit. Believing in an act also brings 
inquiry to rest. Holding doubts serves to initiate a process of inquiry which is designed to 
uncover or explore new acts or knowledge, which may prove to be helpful in modifying 
existing acts. The natural method of learning through social-process-based interactions is 
developed in such a way that the establishment of beliefs is relentlessly pursued and seeks 
to avoid the experience of doubts by using inquiry to settle belief. But yet, despite this 
seeming aversion to doubt, it is a necessary experience in order to trigger a search for new 
knowledge which can re-shape existing beliefs or replace them with more effective ones 
(Maturana and Varela, 1987). These processes enable fi rm actors to learn and apply their 
experiences as they work within the domains of new institutional contexts and novel situ-
ations encountered through their daily practices. Knowledge of the fi rm environment is 
composed and grounded in the continued acts, routines and symbols associated with the 
actor’s activities. The owner-manager’s ability to apply their actions is guided by the appli-
cation of values to perceivable recognisable situations and contexts. When an actor employs 
a particular act in a given context or recognisable situation and its use becomes effective 
in achieving a desired outcome then the owner-manager’s confi dence in their own experi-
ence and ability becomes greater. This belief of effi ciency in knowing becomes habitual in 
that if the anticipated reliability of an act is huge then the likelihood that one will achieve 
a desired result becomes a basis on which an actor is prepared to act. This paper suggests 
that the SME fi rm represents a special and unique context in which to study management 
learning. Current research, in the context of learning and the SME fi rm, does not refl ect 
the changing nature of knowledge and learning in the wider organisational community, 
which has now focused its attention towards the situated nature of knowledgeable activity 
or knowing in practice. Through an examination of the current organisational learning 
literature this paper sought to develop an understanding of learning practices which could 
be most effective for the practicing owner-manager. There is a growing need in the current 
literature for the development of research that supplements existing studies with alterna-
tive approaches in order to enhance the value of existing research. 

ENDNOTES
1 Th e relation between the individual and his world constitutes the owner-manager as a self-conscious member of the 

SME community to which they belong – what we ‘know’ is ‘our own ideas and sensations in the temporal organization 
of human action.’
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Trade Associations in Ireland and 
New Zealand: Does Institutional Context Matter 

for Collective Action?

MARTIN PERRY*

ABSTRACT

The performance of individual businesses is affected by conditions shared across an 
industry. This is refl ected in the widespread participation in industry-based trade 

associations. As agents of potential importance to business and industry development this 
study explores whether there is opportunity to transfer practice between trade associations 
in two comparable economies: Ireland and New Zealand. Industry and institutional infl u-
ences on trade association activity are identifi ed to explain why associations may differ 
between the two economies. Industry infl uences consider how business populations dif-
fer in the ease of coordinating collective action; institutional infl uences include economic 
governance structures and the extent of embeddedness within social environments. A 
comparison of eighteen matched associations fi nds that overall support for associations 
is higher in New Zealand but that the individually strongest associations are found in Ire-
land. This outcome is explainable by differences in industry characteristics, confi rming 
the expected sensitivity of trade association to levels of business heterogeneity. Limited 
evidence of institutional infl uences on trade associations suggests scope to strengthen 
industry-based collective action.  

Key Words: trade association; New Zealand; Ireland; embeddedness; collective action

INTRODUCTION
Industry-based trade associations are the main manifestation of an individual enterprise’s 
awareness that their prosperity is partly a collective matter (Olson, 1971; Aldrich and 
Staber, 1988; Bennett, 1998; Barnett, 2006; Perry, 2009). Of all the various forms of member-
based business associations, including pan-industry groups such as those representing the 
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small business sector as a whole and geographically based groups such as chambers of 
commerce, trade associations have the highest level of support (Bennett and Ramsden, 
2007). With their main role in addressing concerns shared by a particular branch of 
economic activity, trade associations frequently have fewer than 100 members but this 
can represent a large share of the membership targeted (Bennett, 1998; Perry, 2007). In the 
United States (US), for example, it is claimed that almost every industry is represented by 
at least one trade association and almost every fi rm is a member of at least one (Barnett, 
2006: 1755). 

Trade associations are of research interest for four main reasons. First, trade associations 
have been studied as an external resource providing enterprises with a bundle of support 
services, including management advice, market information and assistance in complying 
with business regulations (Bennett, 1998; Boléat, 2003; Barnett, 2006; Bennett and Ramsden, 
2007). Second, trade associations have informed understanding of collective action prob-
lems and the conditions favouring the organisation of groups that generate public goods 
(Olson, 1971, 1982; Streeck, 1991). Third, trade associations have been studied as markers 
of the institutional environment in which they operate with particular focus on the way 
systems of ‘social partnership’ tend to heighten support for trade associations (Lane and 
Bachmann, 1997). Fourth, the mobilisation of private interests through trade associations 
is of interest, as with the lobbying against fi nancial market regulation by the International 
Swaps and Derivatives Association, a trade association representing fi nancial conglomer-
ates including Goldman Sachs, J.P. Morgan and other international banks, in the lead-up 
to the post-2008 global fi nancial crisis (Tett, 2009: 39). 

The investigation reported in this paper links to the fi rst three of these four areas of 
research interest. It reports the fi ndings of a small but matched sample of trade associa-
tions representing businesses in New Zealand or Ireland. It examines their respective 
levels of support and activities and considers whether this identifi es an opportunity 
to transfer experience between countries. The underlying motive for the study was to 
further explore recent New Zealand evidence suggesting that trade associations were 
important sources of enterprise and industry development support (Perry, 2007). Thus, as 
well as the possibility of transferring organisational experiences to strengthen trade asso-
ciation contributions to enterprise support, the comparison was undertaken to explore 
whether New Zealand’s business environment is in some way conducive to trade associa-
tion activity. In this study, the environmental infl uences on trade association support are 
broadly differentiated between those connected to the characteristics of industries (such 
as their degree of enterprise heterogeneity) and those connected to the institutional envi-
ronment (including both direct government encouragement for business associations and 
the broader social context). Before providing further information on the research design 
the organisational challenges facing trade associations are explained. Then indicators 
of trade association support and infl uences on their effectiveness are identifi ed. Finally, 
the sources of difference between the associations are examined and some conclusions 
are drawn. 
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TRADE ASSOCIATIONS AND MEMBERSHIP MOTIVATIONS
Trade associations recruit members nationally from within a particular industry and, as 
in the case of the former New Zealand Beer, Wines and Spirits Council, can operate with 
as few as two members. More typically, trade associations usually have from 50 to 100 
members that share affi liation to a specifi c area of business activity (Bennett, 1998; Perry, 
2007). They generally provide a bundle of services that variously provide collective, club 
and member benefi ts (Table 1). 

Table 1: Three Types of Trade Association Benefi t

Association 
Benefi t

Defi nition Illustrative Benefi t 
Examples

Collective Benefi t diffuses to all industry 
participants

Lobbying, representation, 
submissions to public agencies

Industry-good research 
Club Benefi t available to all members as a 

consequence of membership
Membership certifi cation
Marketing logo
Member-only information 
distribution

Member service Benefi t obtained through decision to 
utilise a service or product supplied 
by the association; may be available 
to non-members at a differential cost

Advisory service
Discounts on business services/
products

Training, conferences and 
networking events

Collective benefi ts derive from lobbying and representation activities that aim to advance 
the interests of the industry to which the association is affi liated. Efforts to infl uence the 
scope and design of government regulations and initiatives to address industry-wide 
resource issues typify the collective activity of associations. This action potentially benefi ts 
all industry participants regardless of their involvement in the association. In contrast, club 
activities produce benefi ts that are confi ned to ‘club’ (association) members and selectively 
to eligible outsiders. Benefi ts from club activities arise from three main sources:

• Goodwill that members may receive from external stakeholders in return for affi liating 
with the club. Entry standards and membership codes of practice are ways to bolster 
the status of an association and assist members obtain a reputational advantage.

• Member benefi ts in the form of discounted prices on products and services supplied 
on a preferential basis to club members exclusively.

• Access to association resources made available to all members such as industry data, 
guidance on industry regulation and tools to assist specifi c types of business transac-
tion (such as employment or supplier agreements). 
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Member services, the fi nal type of association benefi t, are supplied to individual members 
on an ‘as used’ basis and may include the organisation of trade shows, professional devel-
opment workshops and networking events. 

A challenge for associations is that these three types of benefi t tend to bring different 
organisational priorities. The delivery of effective representation and lobbying services 
depends on being able to speak on behalf of an industry or at least a large share of the 
industry or sector whose interests are at issue. This can be diffi cult because of the public 
good nature of the benefi ts of collective representation which allows non-joiners (free 
riders) to gain the same advantage as joiners. A fundamental barrier to the building of 
inclusive associations has been claimed because the benefi t obtained by ‘free riding’ 
increases with the value of collective activity (Bennett, 2000: 19). 

The collective action problem has further implications for the provision of club benefi ts. 
Maximising the value of club benefi ts depends on balancing the need to set membership 
entry requirements low to attract a suffi cient quantum of members against the need for 
strict enforcement of membership rules to enhance the value of the association’s goodwill 
advantages (Prakash and Potoski, 2006: 54). Low entry requirements may assist recruit-
ment whereas strict monitoring may deter membership but is necessary to protect the 
value of club benefi ts. The rigour with which entry requirements and rules for ongoing 
membership are enforced has the potential to produce associations of markedly different 
capacities to support industry strategy (Table 2). In practice, ‘open access’ trade associa-
tions predominate. Associations typically have limited leverage to enforce club rules given 
an overriding need to maximise membership so as to maintain the credibility of their repre-
sentation on industry issues (Boléat, 2003; Bennett and Ramsden, 2007). 

Table 2: Typology of Club Management

Stringent Entry Rules Permissive Entry Rules
Strict Enforcement 
of Membership 
Rules

Elite associations with 
stringent entry standards and 
enforcement of club standards

Regulatory associations with 
weak entry standards but with 
enforcement of club standards

Weak Enforcement 
of Membership 
Rules

Separatist associations with 
stringent entry standards but 
without enforcement of club 
standards

Open access associations with 
weak entry standards and little 
enforcement of club standards

The precedence of collective representation explains why enterprise involvement in 
business associations remains divided between their support for industry-specifi c trade 
associations and sector-wide associations. Associations pursuing interests shared by a 
small group have more chance of gathering support than associations addressing issues 
shared by a large population of members (Olson, 1971, 1982; Bennett, 1998: 245). This 
is partly because non-members in a small constituency are more visible and potentially 
under greater social pressure to join than where non-members are widely dispersed across 
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an economy (Olson, 1971: 50; Bennett and Ramsden, 2007: 55). With a small membership 
search, bargaining and monitoring costs between businesses to check on shirking are kept 
low. The initial formation of groups drawing from a small constituency is further assisted 
by the possibility that one or a few enterprises are prepared to underwrite group activity 
on the basis of their individual share of the collective gain (Olson, 1971). 

INFLUENCES AFFECTING TRADE ASSOCIATION ACTIVITY 
Trade associations are a universal feature of industrial economies but there is much scope 
for variation in the support they attract and in their operational capacity. The proportion 
of industry participants recruited or membership density is a key indicator of the strength 
of an association. Without a high density (60 per cent or more), it is diffi cult to claim repre-
sentation of the industry that the association aims to speak on behalf of (Boléat, 2003; Perry, 
2007). A large population of ‘free riders’ threatens the ability to retain members sensi-
tive to the extent to which their investment in the association spreads benefi t to outsiders. 
It is generally believed that the rate of participation in industry associations declines as 
membership numbers increase (Olson, 1971; Streeck, 1991; Bennett, 2000). The threshold 
below which associations cease to be credible lobbyists varies as low recruitment is most 
problematic where there are relatively few industry participants. For industries domi-
nated by a few large enterprises the failure to recruit one or more industry participants 
can weaken an association even when most other participants join. This can depend on 
the reasons for remaining outside an association. Some businesses may be philosophically 
opposed to membership of an association. Danger arises for associations when the outsider 
has different priorities to the member enterprises and is motivated to lobby against the 
association’s agenda (Boléat, 2003).

Association resource strength is indicated partly by the existence of a professional exec-
utive staff. Coordination by a third party that is independent of any member and that 
has some power to aid, abet, guide and cajole participating businesses is a way of distin-
guishing trade associations from other types of collective group (Provan, 1983). This is 
different, for example, from inter-fi rm networks where members of the network manage 
their joint activity directly. Within Provan’s (1983) schema, trade associations are typically 
participatory forms of association in which affi liates retain control over the group’s consti-
tution and infl uence over activity. This involvement supports the work of a professional 
secretariat. The number of association staff affects the capacity of the association to engage 
in activity and may act to lessen the extent to which associations are dominated by a few 
active members. It has been claimed that most trade associations have resources to support 
only a small executive and that the absence of a strong professional secretariat curtails 
service delivery over that which members could benefi t from (Bennett, 1998: 256). 

The dependence on membership fees is a further infl uence on the strength of associa-
tions. Some diversifi cation of income sources can be a source of strength. It reduces the 
need for members to fully fund association activities through their membership fees: this 
can be a barrier to membership where prospective members are concerned with the extent 
to which non-members gain from association activity and where members do not see value 
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in all of an association’s services. Offsetting these concerns, reliance on membership fees 
reduces the administrative effort that may be required to obtain funding and allows asso-
ciation effort to concentrate on service delivery rather than being side-tracked by revenue 
raising. Some association executives work with a 60:40 split as the maximum spread on the 
basis that having more than 40 per cent of funding from sources other than membership 
fees makes too many demands on association resources (Perry, 2007). 

Trade associations generally provide a bundle of services to maximise their ability to 
recruit members and because of transaction economies in sourcing a range of connected 
services from an established association compared with the development of focused, 
purpose-designed bodies (Bennett and Ramsden, 2007; Perry, 2007). This diversity is a 
longstanding feature of trade associations as refl ected in their dual existence through the 
logic of services and the logic of infl uence (Olson, 1971). Consequently, a restricted range 
of activity can indicate that trade associations operate in an atypical environment or are 
facing particular organisational challenges. For example, associations may emphasise club 
and member benefi ts when their level of membership is low and they cannot claim to 
represent their industry as a whole. 

Motivations for membership are expected to differ between small and large enterprises 
(Perry, 2007, 2009). Businesses with the resources to represent their own interests directly 
and the ability to purchase business support services tend to draw selectively on collective 
associations according to the perceived need for an industry-wide approach to address 
individual issues (Salisbury, 1984; Mitchell, 1990; Bennett, 1998). For example, large fi rms 
operating across international boundaries have been found to participate in multiple 
forums (national and international) rather than give exclusive support to a national-based 
association (see Bennett, 1998: 247). This can reduce associations to being valued as a form of 
insurance to be drawn on as needs arise rather than being viewed as a source of continuous 
support. Small enterprises in contrast to large enterprises may value the access to indi-
vidual advice and opportunities for ongoing engagement with other industry participants 
and be comparatively less concerned with the representational role of associations. Hence 
individual types of member are each expected to have particular cost-benefi t sensitivities, 
a different willingness to pay for membership and particular preferences for the specifi c 
service or collective representation roles of an association (Bennett, 1998: 246). A diversity 
of membership motivations can, therefore, indicate that an association is appealing to a 
variety of enterprise types. 

These indicators provide ways of distinguishing the support given to trade associa-
tions. The infl uences affecting the level of support can be distinguished between those 
connected to the characteristics of industries and those connected to the institutional envi-
ronment in which trade associations operate. This distinction is not clear-cut but broadly 
relates to infl uences that differ in three ways: 

1. The extent to which the impact is industry-specifi c as compared with the impact being 
to shift support for collective association across all industries

2. Industry characteristics can change over the short term, for example through mergers 
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and acquisitions; institutional characteristics change slowly 
3. Partly due to the frequency of change, the ability to observe the impact of industry 

characteristics is greater than are aspects of the institutional environment (see James, 
2005) 

Industry Infl uences on Trade Associations
A variety of industry-specifi c conditions have the potential to shape the organisational 
capacity and effectiveness of trade associations in promoting the interests of their affi liated 
enterprises (Table 3). The actual and perceived existence of issues that require a collective 
response can be expected to differ across industries and over time. As an individual fi rm’s 
ability to operate is threatened by pressures affecting the industry as a whole, the greater is 
the interest in industry-level action and the greater is the willingness to compromise with 
other industry participants over the focus of industry strategy (Barnett, 2006). Support for 
collection action is, therefore, expected to increase as the external threats mobilise against an 
industry and as these external pressures increase in their coherence and level of organisa-
tion (Barnett, 2006: 1761). The sensitivity to this pressure will grow as industry participants 
perceive that individual company behaviour has the potential to affect the reputation of 
the industry as a whole. Within the chemical industry, for example, high-profi le incidents 
involving individual companies highlighted how the reputation of the industry as a whole 
was at stake (Hoffman, 1997). This led to the introduction of the Responsible Care health 
and safety programme as a voluntary initiative of chemical industry trade associations 
around the world (King and Lennox, 2000; Lenox and Nash, 2003; Environmental Data 
Services, 2005). This includes associations in Ireland and New Zealand representing the 
chemical sector that make participation in Responsible Care a condition of membership. 
The strength of ties between industry participants, including geographical concentration, 
can also encourage support for trade associations (Semlinger, 1995; Barnett, 2006). Industry 
profi tability and business scale have been identifi ed as further infl uences on the support for 
trade associations. High profi tability because it increases the resources available to support 
collective action (Lorenz, 1993) and business scale because large enterprises can capture a 
substantial share of the benefi ts obtained from collective action (Barnett, 2006: 1765). 

The relative sensitivity of industries to external threats will vary with the degree of enter-
prise heterogeneity among industry participants: as industry participants differ in their 
organisational characteristics and strategies so the scale of external challenge is expected 
to increase before support for collective action grows (Schmitz, 1999). Associations with 
a single type of member (for example all small or all large) sharing a common business 
environment are therefore likely to more readily agree over collective issues than a mixed 
member association (Bennett, 1998). As well, associations are affected by their individual 
experiences. Association managers are potentially faced with a wide range of challenges 
and tactical decisions that can affect the ability of the association to retain members and 
sustain activity (see Boléat, 2003). In theory associations are controlled by their member-
ship through elected representatives but frequently some members are more active than 
others. This can become a problem to broadening support for an association where it is 
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seen to be under the control of an unrepresentative clique. The tendency for associations to 
survive over long periods of time can also create issues of inertia that result in associations 
failing to adapt to changing industry conditions (Perry, 2007). 

Table 3: Variables Affecting Trade Association Activity and Expected Outcomes

Variable Explanation Main Outcome
Coherence of pressures 
threatening an industry

Barriers to industry-based 
cooperation reduce as external 
pressures threatening an industry 
intensify

Extent of free-rider 
constraints on association 
activity

Industry susceptibility to 
reputational contagion

The incentive to join trade 
associations increases where 
external stakeholders do not 
differentiate the performance of 
industry participants 

Rate of recruitment

Strength of ties among 
industry participants

Increased commonality of 
interests, such as a market 
focus, increases the likelihood of 
agreeing an industry agenda

Membership diversity

Industry profi tability Increased profi tability of industry 
participants increases the ability 
to invest in shared industry 
resources

Resource capacity of 
association

Industry ownership 
concentration

Fewer industry participants reduce 
the barriers to coordinating 
collective action

Motivation for membership

Enterprise heterogeneity 
within the industry

Diversity of enterprise types 
reduces the extent of shared 
interests

Rate of recruitment

Preponderance of large 
or small enterprise 
membership

A single type of industry 
participant reduces enterprise 
heterogeneity 

Balance of association 
activity between 
collective, club and 
member benefi ts

Capture by 
unrepresentative clique

Domination by a small group 
reduces attractiveness of the 
association to others

Membership 
representativeness 

Independence of 
association executive

Executives with freedom of action 
pursue an agenda to maximise 
membership and income

Balance of association 
activity
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Institutional Infl uences on Trade Associations
A larger issue is the extent to which associations are affected by the institutional environ-
ment in which they operate. This is known to be the case where economic governance 
systems impinge directly on the role of associations in governing economic affairs. The 
status of associations has been shown to be higher in economies with a history of ‘social 
partnership’ than in those comparable economies without a tradition of organised coop-
eration between business representatives and trade unions (Sayer and Walker, 1992: 137; 
Sabel, 1994: 152; Herrigel, 1993; Lane and Bachmann, 1997; Traxler, 2000). The remaining 
question is whether trade associations are affected by broader infl uences on the willing-
ness of enterprises to recognise and support collective issues. Cultural and geographical 
attributes may be distinguished among the potential sources of difference.

There is much discussion that regional economies are distinguished by the extent to 
which they support networks of interaction between fi rms through which learning and 
innovation is shared (see Perry, 2010). This is frequently linked to the suggestion that 
successful economies draw on so-called untraded interdependencies encompassing 
fl ows of tacit knowledge, technological spillovers, trust-based business relationships and 
shared values (Storper, 1995; Camagni, 2002; Turok, 2004). These arguments are frequently 
summarised by the notion that economic activity is embedded in a locality-specifi c culture, 
an idea developed by Granovetter (1985) drawing inspiration from the work of Polanyi 
(1944). The embeddedness thesis challenges the assumption that market economies are 
governed by a universal logic such that relationships between enterprises are infl uenced 
by cost-benefi t calculations that are everywhere the same (see Sayer and Walker, 1992). 
Instead it argues that economic rationality is moderated by the social context in which it 
occurs. Social context is a potentially diffuse concept but is generally understood to refer 
to the social conventions, embracing behaviour norms, standards, customs and the ‘rules 
of the game’ that underlie interactions between people and enterprises (James, 2005: 1199). 
A well-known application of this framework is Saxenian’s (1994) comparative study of 
Silicon Valley and Boston’s Route 128 in which the former’s enduring success was ascribed 
to local cultural determinants that favoured knowledge sharing.

A geographical context has been identifi ed in the suggestion that support for business 
associations and other forms of inter-fi rm network increases in small economies (Maskell 
et al., 1998). This perspective points to shared backgrounds and the likelihood of mutual 
participation in activity outside the workplace (social, political or professional) as a basis for 
trust and the identifi cation of joint interests. By lowering barriers to business cooperation 
and reducing the extent to which common interests are obscured by intervening interests, 
as where affi liation to regional cultures attracts more support than national common inter-
ests, small countries are thought to be distinguished by their extent of collective association. 
These ideas were developed in the context of Nordic economies which are distinguished 
by a particular political history and location alongside other small economies (Mabbett, 
1995). Nonetheless there are some common characteristics to small economies that suggest 
this geographical context may infl uence levels of business associability. 
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RESEARCH QUESTIONS, CONTEXT AND DESIGN
This study has practical and theoretical objectives. The practical questions are to examine 
how trade associations in Ireland differ from trade associations representing similar indus-
tries in New Zealand, how this affects the activity of associations and what explains the 
differences in association support. Explanation leads to the theoretical interest in exploring 
infl uences shaping support for trade associations. As institutions that depend partly on 
the willingness of enterprise managers to support collective interests and as forums that 
can help establish and monitor behavioural norms among industry participants, trade 
associations may show evidence of embeddedness. This would be of signifi cance as embed-
dedness has been dismissed as little more than a fuzzy, under-defi ned concept (Markusen, 
1999). Of course some limits to the ability of this study to comment on the signifi cance of 
embeddedness need to be acknowledged. Strong differences in trade association support 
that cannot be explained by industry characteristics may suggest evidence of embedded-
ness. Conversely, similarity in trade association characteristics is inconclusive as this may 
simply show that trade associations are somewhat superfi cial entities rather than being 
sensitive to the social context in which they operate. Previous research has, for example, 
argued that membership of business associations is based on ‘calculative trust’ in which 
judgements of immediate costs and benefi ts are uppermost (Bennett, 1996, 1998). Similarly, 
Bennett and Ramsden (2007) endorse the verdict of Curran and Blackburn (1994) that the 
intensity and extent of the business networks fostered by business associations are weak 
and unlikely to be of signifi cance in developing untraded interdependencies. By implica-
tion, these observations suggest that support for trade associations is not affected by their 
social context. 

The ability to observe evidence of social embeddedness is enhanced by comparing trade 
associations affi liated to the same industries in two small economies in which there is no 
direct government support for trade associations. By keeping the scale and governance 
of economies comparable and by matching associations in the two economies the objec-
tive is to reveal the respective roles of industry and other institutional infl uences on the 
strength of trade associations. This excludes two potential sources of difference: geograph-
ical context and direct government encouragement of economic governance structures that 
elevate the status of trade associations. Where differences cannot be explained by industry 
characteristics the residual gap will be attributed to the social context in which business 
populations exist. Given the exploratory nature of the study it is recognised that further 
investigation will be required to confi rm this conclusion. 

The status of Ireland and New Zealand as small economies is relatively unproblem-
atic. Respective populations in 2011 are 4.6 million and 4.4 million while a threshold of 
20 million has been used to distinguish small economies (Maskell et al., 1998). That the 
management of both economies is broadly neutral as it affects the status of trade associa-
tions does require justifi cation. 

Economic management took different directions in Ireland and New Zealand in 
response to deteriorating conditions experienced in the mid-1980s but the consequences for 
trade associations may not have been great. The Irish government and the principal social 
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partners (business, unions and farmers) negotiated a ‘Programme for National Recovery’ 
that ran from 1987 to 1990 and was the fi rst of fi ve such agreements based on an agreed 
economic policy framework (Pike et al., 2006: 231). New Zealand in 1984 embarked on a 
radical programme of economic deregulation that simultaneously removed many controls 
on industry entry, price setting and the operation of the fi nancial, labour and other markets 
supplying inputs into economic activity (Bollard and Buckle, 1987). New Zealand’s reform 
programme marked a move away from consulting with interest groups over the broad 
direction of economic management but this principally affected sector associations rather 
than industry-based trade associations (Jesson, 1992: 372; Mabbett, 1995: 15). As well, the 
speed of New Zealand’s reform programme tended to polarise opinion and strengthen 
employer interest groups (Castles et al., 1996: 10). Similarly reducing any divergence, social 
partnership in Ireland evolved in ways that have not depended on or encouraged cohe-
sive employer groups (O’Donnell, 2004: 64). Rather, partnership agreements addressed a 
widening range of perceived impediments to economic growth, including childcare, life-
long learning and social exclusion (see Roche and Cradden (2003) for comment on the 
development of social partnership in Ireland). This is unlike ‘neo corporatist’ partnership 
that relies on partners having monopoly representation of their interest group, a functional 
role in the economy and centralised structures for representing and disciplining members 
(Traxler, 2000). Some confi rmation of the similarity in the political economy context is 
provided by Siaroff’s (1999) composite index of integration which measures the extent to 
which industrial relations and wage bargaining are centralised. Ireland and New Zealand 
had scores of around 2.5: for comparison, Nordic countries had scores over 4, the United 
Kingdom (UK) and US around 2. 

Two differences between Ireland and New Zealand were seen as potentially infl u-
encing support for trade associations in the two economies: New Zealand’s relative 
physical isolation and high levels of foreign ownership in selected industries in Ireland. 
Trade associations are national organisations and possibly of more signifi cance in 
economies where national boundaries defi ne a prime focus of economic activity. This 
may give associations in New Zealand an advantage. New Zealand’s market potential 
– defi ned as the sum of all countries’ gross domestic product (GDP) weighted by the 
inverse of the bilateral distance from the focal country – is the lowest among Organi-
sation for Economic Co-Operation and Development (OECD) nations while Ireland is 
around the average (Organisation for Economic Co-Operation and Development, 2009: 
59). Counterbalancing this, Ireland’s stock of foreign investment as a share of GDP is 
more than double that of New Zealand (Organisation for Economic Co-Operation and 
 Development, 2004: 52). In Ireland, agencies and investment regulations have selec-
tively targeted inward investment and multinational enterprise has been a large part 
of Ireland’s post-1980 economic transformation (O’Hearn, 2000; O’Donnell, 2004; Pike 
et al., 2006). Four leading manufacturing sectors (software, pharmaceuticals, computer 
and instrument engineering, and electrical equipment) that are based almost entirely on 
foreign ownership have been the recipients of much of this support (Organisation for 
Economic Co-Operation and Development, 2006: 23). Industries dominated by a single 
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enterprise type are expected to produce stronger associations than those recruiting from 
a diverse business population. 

Sample Selection
Given uncertainty that any signifi cant differences exist, the study proceeded through a 
small-scale investigation based on a purposively selected sample of trade associations. This 
allows for a relatively intensive and fl exible investigation that is not limited by the need 
to pre-specify all the variables measured and that seeks to explain the patterns observed 
rather than claim representation of a larger population (Massey and Meegan, 1985). 

Observing how the support for and activity of associations varies between the two 
economies requires that the national samples comprise a broadly similar range of industry 
affi liations. Within New Zealand, for example, association recruitment rates vary from 
around 10 per cent of the membership targeted to 100 per cent and membership numbers 
vary from 6 to over 6,000 according to the industry represented (Perry, 2007). To control 
for this kind of variation, a sample was constructed that matches associations in terms 
of the industry activity represented (Table 4). To maximise the sample, one cross-sector 
pairing is included. In Ireland the distributors and producers of chemicals have separate 
associations whereas in New Zealand the Chemical Industry Council encompasses both 
parts of the value chain (but predominantly users and distributors as New Zealand has 
little manufacturing activity). To retain both Irish chemical industry associations in the 
sample and an equal number of associations in the comparison, Pharmachemical Ireland is 
matched against the Wood Processors Association on the basis that both represent export-
orientated sectors with a high degree of overseas ownership. As well, there are three cases 
where matched associations share a sector affi liation but vary in the range of activity repre-
sented. With these exceptions, the sample encompasses associations that seek members 
from comparable ranges of business activity. 

The matching commenced with a population of 101 New Zealand associations that had 
been identifi ed in an earlier study (Perry, 2007). They represent around two-thirds of the 
larger New Zealand trade associations affi liated primarily with manufacturing and service 
activities. The matching was limited to associations in the original New Zealand sample 
excluding associations affi liated to trade-based and consumer services. The sample of 101 
New Zealand associations yielded 25 potential matches where a comparable association in 
Ireland could be identifi ed. Those not included in the fi nal sample declined to participate 
or were not contacted due either to the location of the executive offi ce or because of specifi c 
industry conditions. The interviews with Irish trade associations were conducted during 
April–May 2009; New Zealand associations were interviewed in late 2007. During the time 
interval, economic conditions in both countries were affected by the global crisis which 
encouraged the study to omit associations linked to the fi nance and property sectors. No 
information exists to comment on the representativeness of Irish associations but in the 
case of the New Zealand associations in the matched sample they broadly follow the char-
acteristics of the larger sample from which they are drawn (Table 5). 
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Table 4: The Matched Sample of Trade Associations and Sources of Variance 

Matched Associations Extent of Similarity in 
Membership CoverageIreland New Zealand

Animal and Plant Health 
Association

New Zealand Association 
for Animal Health and 
Crop Protection 

High similarity

Association of 
Advertisers in Ireland

Association of New 
Zealand Advertisers

High similarity

Chemical Distribution 
Ireland

New Zealand Chemical 
Industry Council

Membership of the New Zealand 
association is open to any business 
making, supplying or using chemicals 

Federation of Aerospace 
Enterprises in Ireland

Aviation Industry 
Association of New 
Zealand

High similarity

Irish Book Publishers’ 
Association 

Booksellers New 
Zealand

Booksellers New Zealand represents 
publishers and booksellers 

Irish Hotels Federation New Zealand Hotel 
Council

Irish association represents a wider 
range of accommodation types than 
purely hotels as in New Zealand 

Irish International 
Freight Association

Custom Brokers and 
Freight Forwarders 
Association of New 
Zealand

High similarity

Irish Marine Federation Marine Industry 
Association of New 
Zealand 

High similarity

Irish Mining and 
Exploration Group

New Zealand Minerals 
Industry Association 

High similarity

Irish Pharmaceutical 
Healthcare Association

Researched Medicines 
Industry Association of 
New Zealand 

High similarity 

Irish Printing Federation Print New Zealand Irish Printing Federation is linked to 
a registered employment agreement 
rather than being open to all 
participants in the print industry

Irish Security Industry 
Association

New Zealand Security 
Association

High similarity

(Continued)
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Table 4: (Continued)

Matched Associations Extent of Similarity in 
Membership CoverageIreland New Zealand

Irish Tour Operators 
Association

Inbound Tour Operators 
Council 

High similarity

Irish Tourist Industry 
Confederation

Tourism Industry 
Association New 
Zealand

High similarity in sector covered but 
Ireland’s association is an ‘association 
of associations’ whereas in New 
Zealand individual business and 
association membership is sought

Irish Travel Agents 
Association

Travel Agents Association 
of New Zealand

High similarity

Periodic Publishers 
Association of Ireland 
(now Magazines 
Ireland) 

Magazine Publishers 
Association

High similarity

Pharmachemical Ireland Wood Processors 
Association of New 
Zealand 

No similarity but both represent 
mainly large, overseas-owned export 
businesses 

Plastics Ireland Plastics New Zealand High similarity

Table 5: Profi le of New Zealand Trade Associations Selected for the Comparative 
Sample

Association Attribute New Zealand Trade Associations
All (N=101) Selected (N=18)

Average membership number (%) 393 336
Membership range 6–6,200 17–2,000
Average number of executive staff (FTEs) 3.9 4.5
Average income share from membership fees (%) 67 64.2
Average recruitment density (%) 65.8 61.3
Average membership that are small enterprises 
(<20 employees) (% membership)

51.3 43.2

Associations with an industry strategy (%) 56.4 88.9
Association aspiring to encourage cooperation 
among members (%)

72.3 61.1

Association strength ‘very strong’ or ‘strong’ 85.1 77.8
Data source: Perry (2007)
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Data Collection
Face-to-face interviews were conducted with the directors of trade associations. The inter-
views were structured around the previously identifi ed indicators of trade association 
support (see above), namely:

• Rates of recruitment 

• Free-rider constraints 

• Association resources 

• Activity 

• Membership motivation and diversity

In addition, respondents were asked to comment on the recent performance of their asso-
ciation with respect to the extent to which it was able to develop and execute planned 
activities. Questions around these six issues sought a mix of quantitative (for example 
number of members and recruitment density) and qualitative information that examines 
how the association executive explains the profi le and experiences of the association. The 
interview procedure was identical as between the original survey in New Zealand and the 
interviews conducted in Ireland for this comparative investigation. This procedure enables 
an in-depth and fl exible investigation that was not limited to the responses obtained to 
pre-set questions. Other than the identities of the associations in the study and some broad 
characteristics of respondent associations, the results are limited to aggregate fi ndings 
or individual fi ndings are expressed without revealing the respondent association. This 
respects a commitment in the interviews to protect the confi dentiality of responses. 

COMPARISON OF ASSOCIATIONS IN IRELAND AND NEW ZEALAND
A summary of the quantitative fi ndings in each of the six indicators is given before consid-
ering how the differences may be accounted for.

Recruitment
The rate of recruitment is similar in both countries. On average, Irish trade associations 
have recruited 63.8 per cent of the members that they target compared with 61.2 per cent 
in New Zealand. When an anomalous case is excluded (see below), the difference reduces 
to less than 1 per cent. Similarly, six associations in Ireland and fi ve in New Zealand have 
recruited 80 per cent or more of their target membership and there is one case in both coun-
tries where recruitment falls to 20 per cent or below. As expected, the rate of recruitment 
declines as membership numbers increase (correlation coeffi cient -0.3614, Figure 1). As the 
New Zealand associations tend to have a larger absolute membership than their equivalent 
association in Ireland (average membership is 336 and 106 respectively) the comparability 
of the recruitment rates across the national samples suggests that the pressure or incentive 
to join associations is higher in New Zealand. 
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Figure 1: Relationship between Membership Size and Rate of Recruitment, Ireland 
and New Zealand (N=36)

Free-Rider Constraint and Membership Competition
A failure to recruit one or more key industry participants is an issue for eleven of New 
Zealand’s associations and eight associations in Ireland but fewer than one-quarter of 
associations in both countries report that recruitment gaps reduce the effectiveness of 
the association. A ‘problem’ or minor issue with non-members gaining from the associa-
tions’ activities is more likely to arise in New Zealand than Ireland (thirteen associations 
versus eight report this). At the same time, more New Zealand associations (twelve versus 
four) have a deliberate policy of engaging with non-members, such as by opening associa-
tion events to outsiders. More New Zealand associations have recently lost members to 
another association or perceive a risk of such loss occurring. This mainly comes about from 
the formation of new associations. Few associations in either country indicate that they 
compete with another association for members (six in New Zealand versus four in Ireland). 

Association Resources
In Ireland there are on average 38.4 members per full-time equivalent (FTE) executive staff 
compared with 73.5 in New Zealand but more (fi fteen) New Zealand associations have 
a full-time executive director than in Ireland (eight) and more have at least one full-time 
executive offi cer. Among the Irish associations, one association accounts for nearly one-
quarter of all the FTE staff employed. This unevenness in association resources is refl ected 
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in the lower overall correlation between membership size and FTE employed in Ireland 
compared with New Zealand (0.65 compared with 0.79). Both groups of associations rely on 
membership fees for an average of around two-thirds of annual income with varying types 
of trading activity accounting for the largest source of secondary income. Associations in 
New Zealand benefi t from more active member participation than their counterparts in 
Ireland. Twelve of the New Zealand associations indicate that there is frequent engage-
ment with their members. In Ireland four associations have equivalent active involvement 
from their members with most characterising their role as being more about ‘pushing’ 
information out to members than responding to member demands. Holding an annual 
conference is another indicator of different levels of membership involvement: thirteen 
New Zealand associations do this compared with fi ve in Ireland. 

Activity
Differences in association resources are refl ected in the diversity of activity sustained by 
the two sets of associations (Table 6). More of New Zealand’s associations are active across 
the range of activities supported by associations. This means having an agreed strategy 
to support industry growth, providing business tools for use by individual member busi-
nesses, annual reporting on industry activity, and professional development and training 
either directly or through an intermediary, and they have developed industry standards. 
Some form of industry marketing programme is more likely to be supported by an associa-
tion in Ireland but half the New Zealand associations are also active in this area too. 

Table 6: Trade Association Activity

Number of Associations with Ireland New Zealand
Strategy for industry development 7 12
Tools to assist individual member businesses 11 12
Annual reporting on industry activity 6 10
Industry marketing programme 12 9
Training programmes 11 10
Annual awards for industry participants 6 9
Industry standards 6 13

Membership Motivation and Diversity
Dividing association members into three size categories (less than 20 employees, 20–100 
employees and over 100 employees), in Ireland the overall spread of membership is more 
even than in New Zealand. In New Zealand a greater share of members are in the smallest 
size category: 43 per cent compared with 35 per cent in Ireland. On the other hand, asso-
ciations representing mainly foreign-owned enterprise are more a feature of Ireland than 
New Zealand. The motivations for membership are nonetheless broadly similar (Table 
7). A difference is that association executives in Ireland see the opportunity to learn from 
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other members as a more important driver for their membership than do executives in 
New Zealand. This result is interesting in view of the greater investment in activity that 
potentially supports inter-member learning in New Zealand, such as conferences and 
industry award programmes. This suggests that in Ireland associations may be a more 
important forum for informal interaction than in New Zealand or that there is perceived to 
be more opportunity for learning perhaps in the context of particular regulatory regimes or 
through the presence of overseas managers working in an unfamiliar environment. 

Table 7: Motivation for Membership

Motivation for Membership of Associations 
(number of associations indicating the 

motivation is important)

Ireland New Zealand

Demonstrate status in the market 5 4
Loyalty to the industry 3 5
Learning from other members 8 3
Representation to government 12 13
Support industry strategy 7 8
Access to activities and privileges 8 8
Access to individual business advice 6 5

Performance
Evaluated against what the associations aspire to achieve, most associations (fourteen 
in both countries) judge that they are currently ‘strong’ or ‘very strong’. A difference is 
whether associations have overcome membership resistance to some area of activity. As 
the coordinator of one of the larger Irish associations indicated, a sign of an active asso-
ciation is that it is addressing issues that initially some members regarded as outside the 
association’s remit or over which there was initially no agreement. Few (fi ve) associations 
in Ireland have this experience whereas in New Zealand twelve associations report that 
they have negotiated agreement over an issue now addressed by the association. This can 
be an indicator of associations in New Zealand having greater aspirations to the extent 
that they have obtained agreement to progress a matter over which members were initially 
divided. Similarly, eleven New Zealand associations have an issue or issues that members 
have yet to agree compared with two in Ireland and again this may show that greater 
ambition to extend the infl uence of the association exists in New Zealand.

SOURCES OF ASSOCIATION DIFFERENCE 
Comparison of the samples points to a number of ways that New Zealand’s associations 
are better positioned to support their industry than their Irish counterparts. The overall 
recruitment rate as a share of the membership targeted is near identical although relative 
to their larger membership it appears support for associations is stronger in New Zealand 
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than Ireland. New Zealand’s associations are more likely to have produced an industry 
strategy and more likely to engage actively with their members than are associations in 
Ireland. The likelihood of associations having negotiated with members to expand their 
policy agendas is higher in New Zealand. At the same time, examining a number of key 
attributes affecting the capacity to develop and implement industry strategy the individu-
ally strongest associations are found in Ireland rather than New Zealand (Table 8). 

Table 8: Strong and Weak Associations

Country Membership Profi le Composite 
Performance 

(Maximum 5)*
Strong associations
Ireland Around 60 foreign-owned multinationals, most 

established in Ireland post 1980
5

Ireland Around 50 foreign-owned research-based 
multinationals

5

New Zealand Around 20 foreign-owned research-based 
multinationals

4.5

New Zealand Around 20 members comprising mainly New Zealand 
and foreign-owned export processes 

4

Ireland Around 30 members comprising local and foreign-
owned distributors 

4

Weak associations
New Zealand Over 300 members, New Zealand SMEs, foreign-

owned multinational enterprises and industry 
support services

1

New Zealand Around 50 service sector members, mainly New 
Zealand SMEs but some foreign-owned enterprises

1

Ireland Around 70 members, mainly Irish SMEs but including 
foreign multinationals 

1

Ireland Around 70 business, public sector and organisational 
members

1

Ireland Around 50 Irish SME members supplying diverse 
markets

0

* Composite performance score based on:
• Full-time chief executive offi cer: Yes = 1, No = 0
• Ratio of members to FTE executive staff: <10 members/FTE = 1, 10–100 members/FTE = 0.5, >100 members/FTE = 0
• Recruitment rate: 90+% of target membership recruitment = 1, 50–90% recruited = 0.5, <50% recruited = 0
• Engagement with membership: High engagement = 1, Other = 0
• Industry strategy documented: Yes = 1, In process = 0.5, No = 0
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As explained, support for industry-wide collective action is generally thought to increase 
where industry participants are similar in scale, specialisation and strategy (Streeck, 1991: 
178). Business heterogeneity reduces the likelihood of individual businesses sharing stra-
tegic priorities for their industry because of the way that small and large enterprises can 
be differently affected by regulation or in the way that enterprise concerns may differ 
according to the markets served. The comparison of associations in Ireland and New 
Zealand illustrates how this general proposition is refl ected in the strength of trade 
associations. 

The sample includes trade associations in Ireland that are predominantly or exclu-
sively the domain of foreign-owned enterprises. These are the strongest associations in 
the sample measured by their level of representation and executive resources, including 
the three associations with the lowest ratio of members to executive staff (Table 8). This 
support is linked to the way that members of these associations share a common agenda 
in maintaining a regulatory environment supportive of foreign investors, a shared concern 
to see the provision of institutional infrastructure that supports their industry (such as 
training facilities) and how head offi ces may mandate that subsidiaries join local trade 
associations. 

Conversely, while associations of foreign enterprise are well supported those with a 
mixed membership of overseas and small-scale domestic enterprise produce the weakest 
associations in the sample. Where foreign-owned enterprises operate in an industry that 
also comprises domestic small and medium-sized enterprises (SMEs) there can be strong 
differences in business strategy, organisational resources and managerial concerns. How 
this affects a trade association can vary. 

A New Zealand trade association executive with a membership of foreign and locally 
owned enterprises noted how the tendency for foreign-owned multinationals to be 
managed by expatriates on short-term assignment is an impediment to gaining their partic-
ipation in the association. Such persons are considered to have a more functional interest in 
the association than managers of small locally owned businesses. Expatriate managers, it 
was suggested, look to an association to address specifi c industry issues and give priority 
to matters affecting multinational operators. In contrast, domestic business managers may 
equally value the association for its social and networking benefi ts and view their long-
standing ties to the association as justifying their continued infl uence on association affairs. 
An Irish trade association executive encountered the foreign–local division in terms of the 
greater support among foreign multinationals for industry regulation, seeing that compli-
ance fi tted their customer profi le, strategies and resource capacities more than small locally 
owned businesses. Having introduced performance-based membership eligibility to align 
with government regulation of the sector, the association’s representation has fallen to 
around 10 per cent of the industry that it seeks to represent. 

Recent changes in industry composition provide further dimensions of business 
heterogeneity that infl uence support for associations. Two cases of sector restructuring 
among the sample associations had opposing outcomes. One case involved an associa-
tion in a sector where there had been one dominant industry participant around which 
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the association had been confi gured. Its position in the industry had changed through the 
competitive success of a new entrant that had introduced a high-volume, low-cost business 
model. With the industry based around shared, partly publicly owned and regulated infra-
structure, realisation of the new entrant’s business model depends partly on changes to an 
operating environment in which the industry incumbent had maintained dominance. The 
new entrant had initially joined the industry association but ultimately both key industry 
players have ceased to be members. Conversely, in another case changes in industry 
composition are leading to a convergence in competitive strategies and a strengthening of 
the association. 

In Ireland and New Zealand the general pattern within the pharmaceutical and medical 
industries is that research-based organisations reliant on patent protection seek separate 
industry representation from competing generic producers. Research-based companies 
tend to view generic manufacturers as a threat to the integrity of patent protection and 
as adhering to lower business standards than they do, for example in respect to quality 
management and marketing methods. In Ireland one previously exclusive association has 
moved away from the traditional division by opening membership to selected generic 
companies. The executive director explained this as an outcome partly of ownership 
consolidation among own-research companies and a tendency for surviving compa-
nies to focus on research activity with increased subcontracting of their manufacturing 
activity. The former change brought an interest in diversifying membership to increase the 
resource base of the association. Outsourcing by some established members has blurred 
the distinction as some former generic producers have developed linkages with developers 
of patented products. With the change in representation the Irish association has diversi-
fi ed its activities to include projects of industry-wide signifi cance such as the management 
of used plastic containers that must be treated before their disposal. In New Zealand the 
equivalent association recognises that the fragmentation of industry representation is an 
impediment to its lobbying for public investment in hazard awareness and other projects 
of industry-wide benefi t. 

Cases where the boundary of representation differs between Ireland and New Zealand 
provide further evidence of how heterogeneity affects collective action. Most trade asso-
ciations are affi liated to an activity united by its value chain position as well as its industry 
affi liation. So, for example, the distributors of a product have a separate association to 
the producers of that product. This refl ects how collective issues differ between the enter-
prises concentrated at each stage of the value chain. Comparing associations in Ireland and 
New Zealand there are a few cases where representation in one country is unifi ed across 
value chain steps that in the other country are affi liated to two or more associations. As in 
the case of the chemical industry (see above), this is partly affected by industry scale and 
the ability to gather suffi cient members to sustain a separate association. Booksellers New 
Zealand is the main case where there is a more encompassing association in one country 
that is not explained by the number of industry participants. It is of interest in showing 
how representational structures can assist the integration of value chains where there is a 
shared interest among participants attached to each link in the chain. 
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In the book industry, New Zealand’s unifi ed representation of publishers and distrib-
utors (mainly high-street bookshops) is a contrast to Ireland where there are separate 
associations for publishers and distributors. Fragmentation refl ects how interests diverge 
over issues such as price discounts for high volume retailers, royalty payments to authors 
and how booksellers and publishers are differentially affected by the growth of elec-
tronic media. Booksellers New Zealand is New Zealand’s only self-funding arts sector 
body and has close to 100 per cent of the membership it targets (Perry, 2007). The Irish 
Book Publishers’ Association is a part-time organisation assisted by public sector grant 
funding with a lower rate of recruitment than its New Zealand equivalent despite the 
more specialised representation sought. The survival of local management in both parts of 
New Zealand’s value chain gives greater scope for common interests to be identifi ed than 
in Ireland. In Ireland, publishing mainly involves locally owned, independent companies 
targeting niche markets whereas distribution is mainly controlled by foreign-owned retail 
groups that emphasise mainstream markets. Indeed the UK-based Booksellers Association 
is the main trade association for booksellers in Ireland. 

CONCLUSIONS
Whereas this study set out to discover differences in trade association activity the broad 
similarity among associations in Ireland and New Zealand is the major fi nding. Associa-
tions generally encompass similar ranges of activity with only one substantial case of an 
association in one country representing activity from across a value chain that has more 
fragmented representation in the other country. The overall rate of recruitment is near 
identical and frequently the recruitment rates of individual matched associations differ 
by less than 10 per cent. Associations with the highest and lowest rates of membership 
are the same in both economies. The broad similarity of representation suggests that the 
boundaries between trade association memberships are affected by widely experienced 
processes. Olson’s (1971, 1982) theories of collective association continue to be relevant as 
a starting point for explaining the tendency for groups to remain fi xed to comparatively 
narrow areas of business activity. Similarly, there are no clear differences in the activities 
performed with associations seeking to provide a wide range of services as well as repre-
senting their industry to government and other agencies. 

This study provides little evidence of fi rms in either country having an unusual predis-
position to recognise and pursue industry-level interests. This can be seen as a challenge 
to the suggestion that small countries have an advantage in their propensity for business 
cooperation, as proposed by Maskell et al. (1998). Rather there is more evidence in support 
of Streeck’s (1991) contention that business differences are a barrier to industry-wide 
cooperation. On average, an association has recruited less than two-thirds of the targeted 
membership and in both countries a signifi cant number of associations have failed to 
recruit at least one key industry participant. The presence of outsiders reduces the ability 
of an association to present itself as the voice of an industry, as compared with it being 
perceived as merely a self-interested lobby, and may signify division within an industry. 
Within the study, associations that solely or mainly represent foreign-owned enterprises 
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have the highest rates of recruitment and the most well-resourced executives. Multi-
national enterprises are well-resourced and strategic in their efforts to maintain a business 
environment supportive of their overseas operations. Being of comparatively recent origin, 
making use of foreign investment incentives and operating in regulated markets encour-
ages support for industry associations but this results in strong associations only where 
foreign enterprise outnumbers other industry participants. Associations with a mix of 
foreign multinationals and small-scale domestic enterprise tend to have the lowest rates 
of recruitment. 

Although faced with different organisational challenges, Irish and New Zealand asso-
ciations generally aspire to be signifi cant agents of business and industry development. 
They claim to be having positive impacts and are frequently able to claim representation 
of a large share of their industry. Nonetheless, with a few exceptions high levels of recruit-
ment do not translate into well-resourced associations with capacity for high levels of 
service provision. The further message from this study is that associations are a product of 
their industry characteristics with relatively little to suggest that they are embedded in a 
particular social environment. Changes in industry composition, for example, can explain 
some of the more signifi cant differences in association membership and activity. Thus 
where the association in one country had overcome the usual division between generic 
and own-research companies this can be explained by ownership consolidation that has 
lessened the divide between the two company types. The sensitivity to industry character-
istics is consistent with membership being based on calculative trust in which prospective 
members consider the costs and benefi ts to their individual organisation of supporting 
their industry association. This may include, for example, weighing up the likelihood of 
the association addressing matters affecting their enterprise when other industry partici-
pants have different priorities to their own. Given that support for associations in the two 
economies appears to be based on cost-benefi t calculations greater scope exists to modify 
the status of associations than where support is shaped by deeper social processes that 
evolve slowly over time. This may help justify public agency support of trade associations 
recognising their importance as agents for industry-wide cooperation. 
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The Role of Subnational Institutions in 
a Small, Highly Globalised Economy
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ABSTRACT

The interplay of foreign direct investment (FDI) with host locational characteristics has 
become an increasingly pertinent issue and this paper attempts to contribute to this 

proverbial ‘black box’ of research by profi ling the host subnational location in a highly 
globalised economy. Building upon research on the activity of multinational enterprises 
(MNEs), this paper proposes that the subnational business system (SNBS) provides a novel 
theoretical framework upon which to explore FDI attraction and retention in the Republic 
of Ireland. Adopting this perspective, a profi le of the subnational governance system and 
institutional network of actors in Ireland, particularly as it pertains to FDI, is illustrated 
through the lens of the SNBS. Sixteen key subnational institutional actors which have 
the potential to engage in the attraction and retention of FDI are identifi ed and their role 
with MNEs categorised within the SNBS. From here, a potentially fruitful future research 
agenda is outlined which can deepen our understanding of the interaction between MNEs 
and institutional actors at the subnational level.

Key Words: foreign direct investment; multinational enterprises; subnational business 
 system; institutional network; home and host location; national business system

INTRODUCTION
The internationalisation of a multinational enterprise (MNE) can provide signifi cant 
competitive advantages to the organisation, such as access to new markets, labour supply 
and skills, availability of sub-suppliers and logistical support, proximity to raw materials 
and/or special fi nancial incentives (Dunning, 1977, 1998, 2009). While the location of the 
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MNE can offer many positive benefi ts to the organisation, the attraction and retention of 
foreign direct investment (FDI) can also have a signifi cant impact on the environment in 
which it locates in terms of employment, productivity, workforce skills and knowledge 
transfer (Fuller and Phelps, 2004; Morgan, 1997; Phelps, 2000). Despite these evident advan-
tages to both the host location and the MNE, the process by which MNEs engage with their 
surrounding environment remains a ‘black box’ in research (Beugelsdijk et al., 2010). This 
paper seeks to explore the realms of this black box, focusing on the attraction and reten-
tion process of FDI and identifying characteristics of the location which envelop the MNE. 

Adopting the perspective of the subnational business system (SNBS) (Almond, 2011) in 
which a MNE subsidiary locates, this paper contributes a concerted view of the potentially 
dynamic affi liation between the institutional network of systems, actors and bodies in the 
attraction and retention of FDI at a subnational level. Proposing a research agenda, this 
paper fi rst presents the SNBS as a suitable theoretical tool to explore the interaction of the 
host subnational environment in FDI attraction and retention. Secondly, the subnational 
environment of a highly globalised country is profi led to demonstrate the key institutional 
actors from the SNBS who may engage in FDI attraction and retention. For the purpose of 
this paper, the terms ‘local’ and ‘subnational’ may be used interchangeably. 

The paper proceeds as follows. The next section establishes a theoretically grounded 
rationale for exploring this issue, with the construction of an analytical framework. The 
contextual dimensions of the research will then be outlined, locating it within an Irish 
context. Following this, the second section will describe the infrastructure of the SNBS, 
identifying and categorising the key institutional actors which potentially engage with FDI 
in Ireland. The concluding analysis will offer key observations on the subnational dimen-
sion of FDI attraction and retention, providing some core observations and detailing an 
agenda for future research.

ATTRACTION AND RETENTION OF FDI 
In this instance, the attraction and retention process of FDI particularly relates to the loca-
tion of FDI in a host environment. A substantial body of literature has discussed the role 
of location in the internationalisation of the MNE (see Dunning, 1998, 2009). Research on 
internationalisation has predominantly focused on economic factors, such as entry mode 
to markets, proximity to market and low transaction costs (Buckley and Casson, 1976; 
Caves, 1982; Dunning, 1977). While these factors are crucial, the current rhetoric on FDI 
location decisions has advanced from an identifi cation of economic resources (Caves, 1982; 
Dunning, 1977) to include an awareness of the additional spatial characteristics, such as 
transportation, production linkages and infrastructure for optimal performance (Beugels-
dijk et al., 2010; McCann and Mudambi, 2005), and location-based activities which pertain 
to FDI, including knowledge facilitating assets, learning opportunities and lower labour 
costs (Beugelsdijk et al., 2010; Buckley and Ghuari, 2004; Dunning, 2009). For example, 
knowledge provision is a key attraction of a location (Finegold, 1999; Florida, 2005; Gertler, 
2003; Maskell and Malmberg, 1999) with access to higher value-added skills and  knowledge 
capacity recognised as a signifi cant competitive advantage for fi rms (Delbridge et al., 2006). 
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This research has primarily evolved from an integration of theories in economic develop-
ment, economic geography, regional science and regional economies (Amin and Thrift, 
1994; McCann and Mudambi, 2004, 2005; Phelps, 2000; Rugman, 2003; Scott, 1988) with 
traditional international business and international management theories (Caves, 1982; 
Dunning, 1977, 1988; Vernon, 1966). 

Despite the awareness of these location-specifi c assets, the interaction of place, space 
and the organisation requires further research (Beugelsdijk et al., 2010). It has been noted 
that MNE subsidiaries are more strongly associated with their local economy and prox-
imate fi rms than with national level institutions and factors (Phelps, 2000). However, 
while signifi cant research on FDI location has been conducted at the global (Clark and 
Knowles, 2003), regional – in this context referring to a specifi c cohort of countries, defi ned 
by geographical proximity, with lower economic and institutional distance than at the 
global level, for example the European Union (EU) or the North American Free Trade 
Agreement area (Rugman and Verbeke, 2005) – (Arregle et al., 2009; Buckley and Ghauri, 
2004) and national level (Dunning, 1998, 2009), there is a dearth of empirical research on 
the sub national level (Beugelsdijk et al., 2010; Meyer et al., 2011). This is no more evident 
than in the Republic of Ireland, a highly globalised economy – considered one of the most 
FDI-intensive economies in Europe (Barry, 2007) – in which the overwhelming majority 
of research has been conducted at the national level (Barry, 2004; Barry and Bergin, 2010; 
Brennan and Verma, 2010; Rios-Morales and Brennan, 2009; Ruane and Buckley, 2006). 

Research on Ireland’s capacity to attract FDI has primarily focused on national level 
strategies, including government economic policies, a priority of which was low corpo-
ration tax and liberalised trade policies, the activity of IDA Ireland (the Industrial 
Development Agency), the education system and membership of the EU (Barry, 2004, 2007; 
Gunnigle and Maguire, 2001; O’Higgins, 2002; Rios-Morales and Brennan, 2009; Ruane 
and Buckley, 2006). Ireland is one of the most MNE-dependent economies in the world, 
with the fi fth highest ratio of inward FDI stock to gross domestic product (GDP) in the 
Organisation for Economic Co-Operation and Development (OECD) and the highest ratio 
of employment in foreign affi liates in both the manufacturing and services sectors (Organ-
isation for Economic Co-Operation and Development, 2010; UNCTAD, 2007). However, 
recent changes in the global and Irish economy have challenged Ireland’s ability to attract 
and retain FDI, including the global fi nancial crisis (Brennan and Verma, 2010), greater 
geographical competition for FDI (UNCTAD, 2010), pressure on Ireland’s low corporation 
taxation regime (Barry and Bergin, 2010) and production and labour costs which escalated 
during the Celtic Tiger (Brennan and Verma, 2010).

While Ireland remains an attractive location for investment, with decreasing costs of 
location and production, the current fi scal and budgetary constraints facing Ireland illus-
trate a need to explore alternative avenues to sustain FDI attraction and retention (Brennan 
and Verma, 2010). One potential avenue is the subnational and local context. Recently, 
Forfás, the national policy advisory body in Ireland, has provided research on the strengths 
and capabilities of each regional location in Ireland, advocating that regional competive-
ness offers the potential to generate an environment conducive to industry (Forfás, 2009). 
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Similarly, Meyer et al. (2011) have noted that the specifi c characteristics of a local context 
are becoming an increasingly important factor for MNE location and embeddedness.

RESEARCH FRAMEWORK – SUBNATIONAL BUSINESS SYSTEM
At a localised level, there is an increased awareness of the potential to infl uence and engage 
with FDI (Loewendahl, 2001; Phelps, 2000) through activities such as ‘aftercare’ poli-
cies, localised fi nancial assistance packages and reduction of transaction costs which can 
mediate the interaction between the location and the MNE (Fuller and Phelps, 2004). Given 
the noted benefi ts of FDI to a location, different locations often compete with each other, 
using a variety of fi nancial and policy incentives to attract FDI (Barrios et al., 2006; Basile 
et al., 2003; Ruane and Buckley, 2006), illustrated by a noted increase in ‘location tourna-
ments’ for FDI (Oxelheim and Ghauri, 2003). For example, the investment of a US-owned 
media company in Ireland was effectively ‘won by IDA Ireland in the face of stiff competi-
tion from other European locations’ (IDA Ireland, 2011).

The primary source of these activities is generated from, and generally maintained by, 
institutional actors (Fuller and Phelps, 2004; Meyer et al., 2011; Phelps, 2000). Exploratory 
research by Fuller and Phelps (2004) illustrates that subnational institutions are best posi-
tioned to respond to the needs of MNEs. To this end, different regional locations can harness 
resources, engage with MNEs at a more informal and pragmatic level and respond appro-
priately to the needs of MNEs. Almond (2011) presents a model of the subnational business 
system (SNBS) as the primary sphere of interaction and infl uence between the local host 
location and FDI and it is thus proposed that this theoretical lens can offer the most locally 
insightful framework for exploring specifi c strategies and activities of the process of FDI 
attraction and retention and the dynamic interaction between MNEs and their environment.

The SNBS refers to the system (or systems) of institutions, actors and arrangements 
which are located at a local, subnational level (Almond, 2011), based on the principles of 
the national business system (NBS) (Whitley, 1998, 1999). The NBS model identifi es the 
national level institutional systems which govern, coordinate and control organisational 
structures and practices, including governance regimes, educational institutions, indus-
trial relations systems, fi nancial systems and training systems (Whitley, 1999, 1998), and 
are both infl uenced by and infl uencers of the needs and demands of MNEs. The main 
contribution of this body of research has been to illustrate the infl uence of both ‘home’ and 
‘host’ NBSs on the transfer of policies and practices in MNE foreign subsidiaries (Almond 
and Ferner, 2006; Ferner, 1997; Ferner et al., 2001; Gunnigle et al., 2005; Kristensen and 
Zeitlin, 2004). The NBS framework has highlighted the ‘dynamic interplay’ (Morgan, 2007: 
135) between MNEs and these institutional systems which shape and infl uence their inter-
action, particularly the nature of investment and the employment practices of the MNE 
subsidiary unit (Almond and Ferner, 2006; Ferner and Quintanilla, 1998). However, one 
notable limitation of this model is that the NBS predominantly relates to the national 
level, referring to national institutions, structures and arrangements (Morgan, 2007), while 
opportunity exists to explore different levels, particularly the supranational (Djelic and 
Quack, 2003) and subnational level (Crouch et al., 2001).
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Utilising the same systematic framework as the NBS, the SNBS positions the systems of 
institutions and actors at a local, subnational level (Almond, 2011). Almond (2011) posits 
that while the SNBS retains the general characteristics and systemic aspects of the greater 
governing NBS, it also has a specifi c degree of autonomy, differentiation and legitimacy to 
the subnational, local environment, offering potential for the SNBS to interact and engage 
with MNEs at a more proximate level. Therefore, the SNBSs comprise similar institutional 
structures to the national level but are represented in a subnational system of economic 
organisation. Subnational institutional arrangements are defi ned by their geographical 
boundaries and it is suggested that they can engage more fl uidly and effi ciently with 
MNEs or other institutions within their jurisdiction due to their close proximity, thus 
offering the capacity for ‘institutional innovation at subnational levels’ (Almond, 2011: 27). 
Institutional innovation relates to the capacity of subnational institutions to initiate novel 
transactions, enhance local linkages by networking and interaction with MNE subsidiaries 
and potentially embed MNE subsidiaries within the local environment. 

In summary, the SNBS provides an important theoretical lens through which to explore 
FDI attraction and retention, particularly as it illustrates the vital role of the host subna-
tional network of institutions and systems, including subnational governance systems, 
local educational and training institutions and the industrial relations infrastructure. 
Adopting this framework can inform and enlighten the process by which FDI engages 
with its immediate host environment. 

THE IRISH SUBNATIONAL BUSINESS SYSTEM
While subnational governance structures vary in nature, Almond (2011) establishes a 
strong rationale for the institutional parameters of the SNBS and illustrates the need to 
consider all governance systems and institutional actors which demonstrate a role for 
engaging with FDI at the subnational level. The following section will explore and iden-
tify the governance structures and institutional actors which potentially engage in FDI 
attraction and retention at a subnational level in Ireland. The fi rst subsection profi les the 
subnational governance system, outlining the key governance actors, their mandate and 
where they derive their legitimacy and authority from. Following this, a visual representa-
tion of the SNBS as it operates in Ireland is offered, which identifi es the range of industrial 
bodies and actors which pertain to FDI attraction and retention and the process of identi-
fying these institutional actors is described. 

Level of Analysis – Subnational Governance System 
As approximately 94 per cent of all public expenditure decisions are made at national level 
(O’Broin and Waters, 2007), Ireland has a strongly centralised administration, character-
ised by weak regional and local government in which subnational infrastructure is quite 
fragmented (Boyle, 2000), as illustrated in Table 1. While the strongly centralised nature of 
the Irish governance system means that subnational governance institutions operate with 
limited autonomy and decision-making power, almost 491 such institutions have been 
identifi ed in Ireland (O’Broin and Waters, 2007). Therefore, this paradox positions Ireland 
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as an interesting context in which to explore the dimensions of the SNBS. The Irish govern-
ance system is briefl y explored to identify and establish the subnational location which 
provides most similarity and relevance to the defi nition of the SNBS.

Table 1: Structure of Local/Regional Governance

Number Regional Governance Structures
2 Regional assemblies (Border, Midlands and Western Regional Assembly, and 

South and East Regional Assembly)
8 Regional authorities (Border, Dublin, Mideast, Midlands, Midwest, Southeast, 

Southwest and West)
34 Local authorities, which consist of a variety of groups such as:

• County/city councils (29 counties and 5 cities)
• City/county development boards (34)
• Vocational Education Committees (33) 
• Enterprise boards (35)

80 Town councils
O’Broin and Waters (2007: 35), © TASC, 2007. Reproduced with permission.

In terms of traditional subnational infrastructure, the Republic of Ireland has 26 counties 
which Laffan (1996: 322) notes offer the ‘critical focus for collective identity’ for Irish people. 
A local authority resides within each county, with some counties having two authorities 
due to their size and/or the presence of a city. Overall, there are 34 local authorities in 
Ireland: 29 county councils and 5 city councils. Their primary role lies in the provision of 
local government services at a county and city level, namely the delivery and maintenance 
of physical infrastructure in the locality, such as planning, water supply, sewerage and 
roads. Counties are collectively amalgamated into four provinces – Ulster, Connaught, 
Munster and Leinster – but provinces have no governance role in the Irish economy. In 
1994, regional authorities were established in Ireland and are composed of members of 
the local authority within their jurisdiction. In this instance, the term ‘region’ pertains to 
a collection of counties within Ireland which are governed by a specifi c system. There 
are eight regional authorities: Border, West, Midlands, Midwest, Southwest, Southeast, 
Mideast and Dublin. Each regional authority has two main functions: to coordinate public 
service provision and to monitor the administration and delivery of EU structural funds 
assistance to the region. In addition to this, there are two regional assemblies – the Border, 
Midlands, West Regional Assembly (BMW) and the Southern and Eastern Regional 
Assembly (S&E) – which operate under the Nomenclature of Territorial Units for Statistics 
(NUTS) III system of regional subdivision by the EU. The regional assemblies were created 
in 1999 in response to a call from the Agenda 2000 European Structural Fund. Their role 
is similar to that of the regional authorities, in that it relates to the coordination, manage-
ment and dissemination of EU funding within the region. Until Agenda 2000 Ireland was 
considered a single region by Europe but now it is divided into two NUTS III regions. As 
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these regional bodies were primarily established to attract EU funding, their governance 
role is largely elusive (Boyle, 2000). 

In addition to the subnational governance system in Ireland, there are two regional 
structures which have responsibility for industrial and regional development within their 
jurisdiction. The Gaeltacht region and the Shannon region both have an FDI-related body 
in operation which has considerable autonomy from national bodies to carry out industrial 
development activities. The Gaeltacht region is governed by Údarás na Gaeltachta and 
the Shannon region is governed by Shannon Development, and these regional develop-
ment agencies – both of which were established in the late 1950s – organise, manage and 
engage in industrial development within these regions. The choice of these two regions 
as a location in which to explore the SNBS is premised on the presence and operation of 
these long-standing regional development agencies (see Figure 1), which is supported by 
Almond (2011: 541), who notes the role of regional development agencies as the ‘main 
interlocutor for MNCs’.

Figure 1: The Shannon Region and Gaeltacht Region in Ireland

Gaeltacht region
Shannon region
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The region under the governance of Shannon Development relates to a geographical area 
surrounding the lower Shannon River in the midwest of Ireland, taking in parts of fi ve 
different counties – Clare, Limerick, Kerry, Tipperary and Offaly – and accounts for 11 per 
cent of the Republic of Ireland’s population. Established in 1959, Shannon Development 
was commissioned to encourage industrial development in the area surrounding Shannon 
Airport – the Shannon Free Zone (SFZ) – in addition to general tourism and publicity for 
the region. With both an international airport and low labour costs in its region, Shannon 
Development also offered special tax incentives and arrangements for manufacturing and 
export-orientated companies to locate in the SFZ. These tax incentives were largely cred-
ited with the initial attraction of FDI to the Shannon region (Callanan, 2000) and there 
has been a traditionally strong industrial base in the region, including manufacturing, 
engineering and information communication technology (ICT), largely concentrated in 
Limerick city and the SFZ.

Until the early 1990s Shannon Development actively promoted tourism and industrial 
development in the Shannon region both nationally and internationally, a key element of 
which was focused on FDI attraction and retention. However, in response to the Culliton 
Report (1992) the activities of Shannon Development were curtailed, with its industrial 
development activities confi ned to the SFZ. IDA Ireland subsequently received the sole 
mandate to promote Ireland as a location for FDI on both a national and international scale, 
including areas in the Shannon region which were previously under the remit of Shannon 
Development. Additionally, a 12.5 per cent tax incentive was extended to all of Ireland 
with Shannon losing its unique tax incentive. Despite these changes, Shannon Develop-
ment continues to host almost 120 indigenous and foreign-owned companies, 69 of which 
are MNEs, in over 57 business parks in the area, including the SFZ, and maintains an active 
stance in all aspects of property development and tourism in the greater region (Shannon 
Development, 2011). 

The Gaeltacht region is more dispersed, comprising of geographical areas in which Irish 
(Gaelige) is the fi rst language. The predominant core of the Gaeltacht region is along the 
western seafront in counties Galway, Mayo, Kerry and Donegal but also includes smaller 
areas of Cork, Meath and Waterford. These areas are quite rural with the result that just 2 
per cent of the Irish population is located in the Gaeltacht region. The fi rst regional develop-
ment agency for this region was established in 1957, Gaeltarra Éireann, to promote social, 
cultural and industrial development in all areas in which Irish was widely spoken. In 1980, 
this agency was restructured and renamed Údarás na Gaeltachta and maintained a core 
commitment to the promotion of Irish through social, cultural and industrial development 
within the region. The industrial base of the Gaeltacht region is quite limited although there 
is evidence of FDI in sectors such as life sciences, medical devices, aquaculture and ICT. 
Údarás na Gaeltachta offers assistance to both indigenous and foreign-owned  companies 
within its remit, yet the level of FDI within the Gaeltacht region is quite low, with four MNCs 
identifi ed out of 27 companies in its 2009 Annual Report (Údarás na Gaeltachta, 2009).

The concentration of FDI in both regions is not the sole criteria and focus of this study 
but, rather, it is the unique remit, activity and interaction of these FDI-related regional 
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development agencies which can offer primary insights into the process of FDI attrac-
tion and retention. While it is beyond the scope of this paper to present a comprehensive 
description of Shannon Development and Údarás na Gaeltachta, the similarities of their 
roles in the attraction and retention of FDI – in addition to their distinctive historical and 
industrial differences – demonstrate a rationale for exploring the body of institutional 
actors which engage with FDI within the subnational level.

Subnational Institutional Network
As the primary concern was to identify all institutional actors in the SNBS which engage 
with FDI, a listing of institutional actors was formed on the evidence of FDI-related 
activity within both the Shannon and Gaeltacht regions with the following criteria: a func-
tional presence within the subnational location and an evident affi liation with current or 
prospective FDI within this location. The decision to generate a single listing of subna-
tional institutional actors in Ireland, as informed by the Shannon and Gaeltacht regions, 
was based on Williams (1997), who states that if there is no comprehensive listing avail-
able it is good practice to collect information from a number of key sources and generate 
an accurate, representative listing. This method has been successfully used in a previous 
study on the employment practices of MNEs in Ireland, providing noteworthy results 
(Lavelle et al., 2009; McDonnell et al., 2007).

Premised on theoretical and anecdotal evidence collected from both primary and 
secondary sources, seven categories were explored within the institutional network of 
FDI-related institutions – national bodies, regional bodies, regional development agencies, 
educational institutions, private service providers, sector specifi c bodies and other MNEs 
– the components of which are displayed in Figure 2. In order to verify the level and type 
of interaction, the individual website of each of these institutions was examined to ensure 
the validity and nature of interaction (McDonnell et al., 2007; Williams, 1997). Addition-
ally, all institutions were compared across both subnational locations to substantiate their 
presence and role, resulting in the creation of one comprehensive profi le of a general SNBS 
in Ireland which can be applied to either the Shannon or Gaeltacht region. This listing, 
and subsequent representation, was greatly informed by discussions with IDA Ireland and 
Forfás on the general process of FDI attraction and retention, in terms of validating the 
inclusion of institutions and also ensuring that all necessary actors were accounted for. 
The profi le of the SNBS seeks to illustrate all FDI-related institutions within the SNBS; 
however, it must be noted that some weaker or less active institutions within this sphere 
may not have been identifi ed.

National Bodies
The fi rst stage was to explore the activity of national institutions with responsibility for FDI 
in both regions. Using information provided by IDA Ireland, Enterprise Ireland, Forfás 
and the Department of Enterprise, Trade and Innovation, the presence and activity of the 
subnational armatures of national institutions was explored. Two national level institu-
tions were found to have a direct and functional interaction with FDI at the subnational 
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level: IDA Ireland and Enterprise Ireland. In addition to these, further exploration into 
subnational divisions demonstrated local offi ces of an additional three national bodies: 
FÁS (the national training agency), employer associations (namely the Irish Business and 
Employers’ Confederation, IBEC) and trade unions.

Regional Bodies
Given their remit to coordinate public services, infrastructural development and the admin-
istration of EU funding, regional assemblies and regional authorities have the potential to 
engage in the attraction and retention of FDI within the SNBS. The inclusion of regional 
bodies also serves to investigate whether these (relatively new) institutional actors engage 
with FDI. Similarly, the activity of local authorities facilitates the physical environment for 
MNE operations and thus warrants inclusion as a subnational actor. Information provided 
by the Department of Enterprise, Trade and Innovation identifi ed the role of the local 
chamber of commerce offi ces at the subnational level and also illustrated the potential for 
county development boards to indirectly interact with FDI attraction and retention. 

Regional Development Agencies
As previously noted, regional development agencies play a key intermediary role between 
the national and local governance structure while also operating as a coordinator for MNE 
subsidiaries with their immediate surroundings (Almond, 2011; Fuller and Phelps, 2004). 
Some of the activities of these bodies can include the provision of fi nancial incentives, 
aftercare arrangements and access to key local resources. Interaction can occur during 
direct site visits, or through more brokerage relationships between the MNE and other 
institutions, such as sub-suppliers, skills providers and local government. The specifi c 
FDI-related activity of two regional development agencies – Shannon Development and 
Údarás na Gaeltachta – underlies their inclusion within the SNBS. Shannon Development 
and Údarás na Gaeltachta represent the only two regional development bodies in Ireland 
and other locations do not host such institutions. 

Educational Institutions
Educational institutions are not classifi ed as an FDI-related institutional actor, yet their 
role in the subnational environment is strongly evident. Almond (2011) notes the role of 
educational institutions in generating skills development, facilitating a skills ecosystem 
and offering a potentially strategic role in research collaboration at the subnational level. 
Similarly, Beugelsdijk and Cornet (2002) identify a positive relationship between the inno-
vative activity of an organisation and the close proximity of a university. Therefore, both 
universities and institutes of technology were included as an institutional actor within 
the SNBS.

Private Service Providers
Informal discussions with IDA Ireland illustrated the signifi cant role of private service 
providers to incoming and established FDI. These services include recruitment agencies, 
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further training and education agencies, accountancy, legal and tax specialists and other 
sub-supplier organisations which can offer access to localised skills and knowledge during 
the attraction and retention of FDI.

Sector Specifi c Bodies
Based on the membership of some MNEs to sector specifi c bodies, their inclusion in the 
SNBS was relevant. Sector specifi c bodies can provide more detailed and specialised infor-
mation to FDI during the attraction and retention stage. Examples of sector specifi c bodies 
in Ireland include Bord Iascaigh Mhara (the Irish Sea Fisheries Board), the Irish Medical 
Devices Association and the Irish Pharmaceutical Healthcare Association.

Other Multinational Enterprises
Kristensen and Morgan (2007: 197) note the increasing need for institutional frameworks 
within a location to include local MNE subsidiaries as ‘active participants’. Potential exists 
for other MNEs within the SNBS to engage with FDI during the attraction and retention 
process and offer information, suggestions and knowledge on the subnational environ-
ment to the incoming organisation.

In summary, the SNBS in Ireland is populated by sixteen key institutional actors which 
have varying potential to engage in the attraction and retention of FDI at the local level 
(see Figure 2), namely IDA Ireland, Enterprise Ireland, FÁS, employer associations, trade 
unions, regional authorities, regional assemblies, local authorities, chambers of commerce, 
county enterprise boards, universities, institutes of technology, regional development 
agencies (Shannon Development or Údarás na Gaeltachta), sector specifi c bodies, private 
service providers and other MNEs.

A FUTURE RESEARCH AGENDA
The institutional environment offers the most proximate surrounding to FDI (Almond, 2011; 
Phelps, 2000) and the profi le of an SNBS in Ireland, as illustrated by Figure 2, identifi es a 
multitude of actors at the institutional interface between the subnational environment and 
FDI. Premised on this illustration, the SNBS can offer a platform from which further ques-
tions and issues can be explored, namely related to processes, linkages and interactions. 

Firstly, further research is required on the extent to which the SNBS offers a synergy of 
practice between institutions and FDI and how it creates opportunities and/or confusion 
for FDI. The density of the SNBS in Ireland offers a novel avenue for future research, an 
issue which has been largely excluded from the understanding of FDI attraction and reten-
tion processes. Additionally, the Shannon and Gaeltacht regions differ in economic and 
cultural histories and research on the differences both within and between subnational loca-
tions, such as performance – both metric driven, in terms of fi nancial gains, and non-metric 
returns, such as embeddedness within the location and positive spin-offs – can enhance the 
understanding of how FDI is attracted to, retained and embedded in a location. Related 
to this, international comparative research can greatly enrich the understanding of FDI 

IJM2012.indb   56IJM2012.indb   56 24/02/2012   16:14:4524/02/2012   16:14:45



IRISH JOURNAL OF MANAGEMENT                                                                                                         57 

attraction and retention, by illustrating variations, factors of success or failure, and positive 
or negative characteristics.

Secondly, this paper presents a static representation of the SNBS and thus, a more 
dynamic view of the interactions between institutions and FDI may offer key insights into 
attraction and retention strategies and processes. Network analysis can offer a valuable tool 
to explore the relational interaction between FDI and the institutional network, as it explores 
and compares all aspects of a relationship (Borgatti and Foster, 2003). Based on the specifi cs 
of this research, network analysis can identify the extent to which the institutions identifi ed 
engage with FDI and whether their role in practice relates to their offi cial mandate. Also, 
issues such as network centrality, reciprocity, density and closeness can offer signifi cant 
information on the activity and interplay of the subnational institutions with FDI. 

Finally, Fuller and Phelps (2004) note the importance of labour market factors in the 
local environment for FDI and this profi le can facilitate exploratory research on the linkages 
between institutional bodies, such as educational institutions and local training providers, 
on workforce skills and human resource (HR) practices within the MNE. The merit of such 
a focus lies in potential insights into the processes by which MNEs’ local HR strategies are 
shaped by the competences and resources available in the local labour market and/or the 
extent and nature of coordination and synergetic interaction between the subsidiary unit 
and other regional actors in leveraging labour skills. Additionally, the interaction of FDI 
with the industrial relations infrastructure at a subnational level in Ireland is an interesting 
area for future research. 

CONCLUSIONS
The process by which FDI is attracted and retained has garnered signifi cant focus in 
recent times, with particular insights into the location of FDI, the spatial attributes of an 
environment and the potential interaction between location characteristics and enter-
prise characteristics. The application of the NBS model to the subnational environment 
offers a unique theoretical lens to explore localised interaction of institutional actors in 
the attraction and retention of FDI. The SNBS framework facilitates the profi le of the host 
institutional network of actors which surrounds an MNE subsidiary and can assist in iden-
tifying, exploring and documenting FDI-related activity at a subnational level. 

It has been demonstrated that the Republic of Ireland, as a traditionally successful and 
strong FDI location, is aptly suited as a research context for this issue and can largely 
benefi t from this incisive and nuanced focus on FDI attraction and retention. This paper 
contributes practical insights into the Irish institutional environment, as visualised through 
the SNBS, facilitating potential for future exploration of the interplay between spatial and 
institutional characteristics of the host location for FDI. The future research agenda estab-
lishes a provisional outline of how to operationalise this primary research to explore more 
specifi c and dynamic elements of the attraction and retention of FDI. The author advocates 
that the SNBS receives greater consideration as an interactive arena for FDI and encourages 
additional research to deepen the understanding of the role of the subnational institutional 
environment in the attraction and retention of FDI.
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Social Networking and Online Privacy: 
Facebook Users’ Perceptions

DEIRDRE O’BRIEN* AND ANN M. TORRES**

ABSTRACT

This study investigates Facebook users’ perceptions of online privacy, exploring their 
awareness of privacy issues and how their behaviour is infl uenced by this awareness, 

as well as the role of trust in an online social networking environment. A cross-sectional 
survey design is used. The sample frame is a network of Facebook friends; 285 survey 
responses were collected giving a response rate of 47.5 per cent. The study reveals over 
half of Facebook users have a high level of privacy awareness; however, an element of 
uncertainty is evident. Privacy concerns are prevalent especially relating to third parties’ 
access to Facebook users’ information. Over three-quarters of users have changed their 
privacy settings to tighter controls, prompted largely by privacy concerns. The most active 
period for change to privacy settings was 2010, refl ecting a response to the controversy 
surrounding Facebook’s privacy approach. Only one-quarter of users trust Facebook, yet 
the majority of users believe both Facebook and users have an equal obligation to protect 
users’ information. 

Key Words: privacy; trust; social networking; Facebook

INTRODUCTION
The social networking phenomenon is consuming the lives of millions of users around the 
world. Since the inception of the fi rst social networking site, SixDegrees.com in 1997 (Boyd 
and Ellison, 2008), the social networking craze has grown beyond all expectations. Nielsen 
(2009) reports two-thirds of internet users are using social networking and blogging sites. 
The rate of adoption of social networking sites continues to grow as individuals search 
to become part of a virtual community, to share opinions and to connect and socialise 
with people of similar interests (Chaffey et al., 2009). Social networking users appear to be 
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comfortable living a part of their lives openly and freely through online networks, often 
oblivious to the risks (Rosenblum, 2007). While privacy risks tend to be underplayed on 
social networking sites, the reality is the public sphere that is the internet means millions 
of users around the world are interacting and socialising in an extremely open and public 
environment. Unless protective controls are actively used social networking users risk 
losing control over their personal information, which subsequently erodes online privacy. 
Leading social networking site Facebook recently reached a milestone of 500 million users 
(Wortham, 2010). Since the website became a public access model in 2006 the growth of 
the website has been extraordinary: Facebook has developed and commercialised rapidly, 
introducing new features and services for Facebook users. However the continued devel-
opment has come at a price to the user: a loss to their privacy. Facebook users continue 
to exhibit growing concern regarding lapses in privacy on the online social network. The 
concern reached its peak in December 2009 when Facebook, by default, made all users’ 
information publicly available (Rothery, 2010). The controversy surrounding Facebook’s 
continued lapses in privacy has been in the media spotlight in recent months and the 
topic of privacy on social networking sites has become a worldwide debate. This study 
examines Facebook users’ perceptions of online privacy in a social networking context. 
Facebook users’ current awareness of privacy issues and the infl uence of this awareness on 
behaviour are closely examined. Privacy is strongly related to trust. Once Facebook users’ 
privacy perceptions are established trust levels on Facebook are also assessed. 

The paper begins with an overview of the current body of literature assessing the concepts 
of trust and privacy in an offl ine, online and social networking environment. Leading social 
networking site Facebook is then closely examined in terms of its business evolution and 
subsequently the change in its attitudes towards privacy. The literature is followed by a 
breakdown of the methodology employed for this research study. The fi ndings section 
presents the results of the cross-sectional survey instrument used within this study, while 
the discussion translates this data into meaning and assesses its importance relative to the 
current body of literature available. The paper concludes with a brief overview of the prac-
tical and theoretical implications of the fi ndings and outlines future research paths. 

LITERATURE REVIEW
The concepts of privacy and trust are inextricably linked. Seigneur and Jensen (2004) recog-
nise both a link and confl ict between the two concepts. ‘Privacy refers to the moral right 
of individuals to avoid intrusion into their personal affairs by third parties’ (Chaffey et 
al., 2009: 139). Privacy of personal information is one of the main spheres of the concept 
of privacy (Mills, 2008) and the main focus within this study. Seigneur and Jensen (2004) 
highlight that information can be classifi ed as personal when it can be connected with or 
linked back to a certain individual. Caudill and Murphy (2000) admit it is not true to clas-
sify personal information as the opposite of information available in the public domain, 
but rather personal information encompasses both public and private information. The 
public fraction of personal information continues to increase as the internet facilitates the 
ease of gathering and distributing customer information (Caudill and Murphy, 2000). 
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Central to the concept of privacy is the notion of control, and the entitlement an individual 
has to exercise the desired control over their personal information (Van Dyke et al., 2007). 
A breach of privacy ‘occurs when an organisation in its efforts to pursue the organisation’s 
objectives collects, stores, manipulates or transmits personal information unbeknownst to 
the individual,’ (Hann et al., 2007: 15), thus compromising an individual’s control over 
their personal information. 

‘Trust is a complex and abstract concept, it is diffi cult to defi ne and to identify the 
elements that construct it’ (Wang and Emurian, 2005: 107). Trust has been defi ned as ‘a 
psychological state comprising the intention to accept vulnerability based on positive 
expectations of the intentions or behaviours of another’ (Rousseau et al., 1998: 395). Trust 
has additionally been classifi ed as ‘social complexity reducing strategies’ (Gefen et al., 2003: 
55): a requisite in human behaviour and therefore a means of achieving human coopera-
tion (Patton and Josang, 2004). Trust is also described as cognitive (an opinion), affective (a 
feeling) and conative (a choice) (Koehn, 2003). Koehn (2003: 7) recognises that while trust 
has been defi ned and interpreted in many different ways, a common element does exist: 
‘an expectation of goodwill’. Ability (skills and competencies), benevolence (concern for 
the other party) and integrity (character of an individual) are the three widely accepted 
dimensions of trust (Mayer et al., 1995). 

Seigneur and Jensen (2004) recognise a link and confl ict between these two concepts. 
Both concepts are concerned with knowledge about an individual (Seigneur and Jensen, 
2004). Knowledge must be shared in order for trust to exist, while privacy is concerned 
with protecting or containing knowledge. Confl ict can emerge in striving for these desired 
ends. In order to achieve trust, information must be shared between two entities; the more 
knowledge is shared the greater the bond of trust that can be formed (Seigneur and Jensen, 
2004). However the sharing of information openly between two entities in turn will lead 
to a loss of privacy to either or both parties (Seigneur and Jensen, 2004). While confl ict 
exists the reality is trust and privacy are inextricably linked. Metzger (2004: 1) argues ‘trust 
is perhaps the most important infl uence on information disclosure’. Privacy, in turn, is 
strongly linked to control. An individual has control over their personal information and 
must be willing to release control in order to part with, or openly disclose, personal infor-
mation. A certain level of trust must exist for individuals to be willing to sacrifi ce control 
over their information, or they will seek something of value in return (Olivero and Lunt, 
2004). As privacy concerns rise trust levels will be affected, which in turn will restrict inter-
actions and exchanges between entities and vice versa. 

The transfer of trust to the online environment amplifi es the importance of trust. Wang 
and Emurian (2005) emphasise trust is context dependent. The nature of the online envi-
ronment, in terms of being ‘less verifi able [and] less controllable’, creates a greater need for 
trust online (Gefen, 2002: 3). The lack of physical contact, loss in social cues and limited web 
interface all contribute to creating an unknown environment and unfamiliar process, gener-
ating fear and uncertainty among internet users (Gefen et al., 2003; Metzger, 2004). Bart et 
al. (2005) highlight the fact that the focus of trust online relates to the website, the internet 
as a channel and the technology. Online trust concerns ‘consumer perceptions of how the 
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site would deliver on expectations, how believable the site information is, and how much 
confi dence the site demands’ (Bart et al., 2005: 134). Lee and Turban (2001) emphasise that 
other important elements of online trust include the internet merchant themselves and the 
trust placed in them by the consumer, trustworthiness of the internet as a distribution or 
consumption channel, and company size and reputation. Wang and Emurain (2005) identify 
a number of characteristics of both trust and online trust. While there are many similarities 
between the characteristics of online and offl ine trust, some differences exist. Firstly, similar 
to traditional trust, in online trust two parties must exist: the trustor online represents the 
consumer and the trustee is the website (Wang and Emurian, 2005). Secondly, in an online 
setting an unfamiliar environment exists. Wang and Emurian (2005) note that this envi-
ronment enables merchants to behave in an unpredictable manner, creating an exposed 
environment that warrants the need for trust. This insecure environment meets the vulner-
ability characteristic of trust. Thirdly, the vulnerable environment leads individuals to take 
risks (actions) (Wang and Emurian, 2005). Online, actions relate to two specifi c behav-
iours: browsing and shopping. The fi nal characteristic of trust relates to a subjective matter. 
Online, the level of trust needed per transaction varies from individual to individual and 
also from transaction to transaction (Wang and Emurian, 2005). This characteristic is similar 
to traditional trust. However, attitudes to technology also come into play in the online envi-
ronment when considering a subjective viewpoint (Wang and Emurian, 2005). 

There are a number of barriers to trust in the online environment. These barriers include 
perceived risk, website design and content, the user themselves and privacy concerns. 
Privacy concerns are considered the greatest barrier of them all because ‘the internet, by 
design, lacks unifi ed provisions for identifying who communicates with whom; it lacks 
a well-designed identity infrastructure’ (Leenes et al., 2008: 1). Privacy concerns include 
online information collection techniques such as cookie technology involving extreme 
surveillance. The use and analysis of data is also a concern due to unethical merging 
and data mining practices to profi le customers (Tavani, 2011). The instant recording and 
permanence of activity, loss of control and ownership of data also create barriers to online 
activity (Tavani, 2011). Overcoming privacy concerns online is crucial in order for trust 
to develop, which in turn prompts online activity including purchases, repeat purchases 
and positive word-of-mouth (Liu et al., 2005). Van Dyke et al. (2007) and Metzger (2004) 
recognise high privacy concerns can affect trust levels online and in turn constrain an indi-
vidual’s willingness to transact or interact online. Liu et al. (2005) present a privacy–trust 
behavioural intention model which depicts the importance of providing online users with 
control (notice, access, choice and security) over their personal information to overcome 
privacy concerns and enable trust to develop. Sheehan and Hoy (2000) re-emphasise the 
importance of control to the concept of privacy by also highlighting a number of control 
factors likely to infl uence an individual’s level of privacy concern. These factors include 
awareness of information being collected, information usage, information sensitivity and 
familiarity with the entity collecting the information.

The heightened importance of trust online and the greater need for privacy online is 
evident within the context of online social networking. According to Boyd and Ellison 
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(2008), the concept of social networking sites is concerned with building links with existing 
contacts and displaying one’s social network online and also instigating relationships with 
new contacts, who share similar interests and views, in an online environment. In a social 
networking environment the focus is centred on openness and sharing of information. 
Trust is a central factor in the social exchange theory and considered an important factor 
in information disclosure (Dwyer et al., 2007). Individuals assess the benefi ts against the 
risks in a social exchange, and trust is vital in encouraging individuals to partake in the 
exchange and disclose information (Metzger, 2004). This assessment is considered rele-
vant within a social networking environment. In terms of privacy in a social networking 
context, a privacy paradox, as suggested by Barnes (2006), exists. Social networking users 
claim to be concerned about risks to privacy, yet do little to safeguard their information 
(Dwyer et al., 2007). Often users openly disclose detailed and personal information on 
these networks, comfortable living a part of their lives online (Rosenblum, 2007). Debatin 
et al. (2009) argue the desire for social interaction by social networking users outweighs 
their concerns about privacy and disclosure of personal data, while Rosenblum (2007: 47) 
believes social networking users  ‘don’t exercise the same common sense because they 
conceive of themselves as interacting in a protected environment’. However, there are 
many privacy risks on social networking sites including the instant recording and docu-
mentation of information creating lasting digital dossiers, identity theft, stalking, damage 
to reputation, undesired contact, loss of control and risk of third parties accessing users’ 
information (Debatin et al., 2009; Mannan and van Oorschot, 2008; Rosenblum, 2007). 
While most research notes a carefree attitude towards or lack of awareness of the risks 
associated with sharing personal information on social networking sites, new research 
has observed changing trends. Madden and Smith (2010) recognise more and more social 
networking users, especially younger adults (18–29 years), are growing increasingly vigi-
lant and conscious of their online activity as they now consider the reputation and dossiers 
they are creating and making available to employers, co-workers and friends. 

METHODOLOGY
Case Study
An exploratory case study is the chosen research method for this study. Upon review of the 
signifi cant body of literature on social networking sites and online privacy and trust, Face-
book was considered the most endemic social networking site associated with these issues. 
The literature review, along with the continued climb in users, despite the controversy 
surrounding Facebook and its approach to privacy, deemed the social networking site 
the most suitable for this study. Examining Facebook as a case study enables a thorough 
understanding to be gained into the characteristics and operations of the social networking 
site. The case study formula also helps to dissect the social networking site’s overall stance 
on privacy, the prime focus of this research study. This secondary research method helps 
lay the foundations for this study before proceeding to the primary research method, 
which involves exploring Facebook users’ perceptions of privacy in a social networking 
context. The study is concerned with uncovering the level of awareness of privacy risks on 
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the social networking site by Facebook users and assessing how this awareness infl uences 
their online behaviour, thus exploring relationships; that is, how awareness infl uences 
behaviour. The project subsequently explores the concept of trust in a social networking 
context in an attempt to ‘seek new insights’ on the role of trust in a social networking 
environment (Robson, 2002: 59). In light of the recent controversy surrounding privacy on 
Facebook, this study aims to examine Facebook users’ current perceptions of privacy. The 
study is  therefore cross-sectional as it examines perceptions of privacy at one particular 
moment in time. 

Case study research is a multi-method research approach and involves adopting a 
number of data collection and analysis techniques, including qualitative and quantitative 
methods. This overall research approach enables a comprehensive study to be developed 
offering a thorough insight into the complexity of the social networking phenomenon. The 
methodology section therefore begins by offering a background description on the case 
study of Facebook compiled from an in-depth review of secondary data resources relating 
to the social networking site, including books, journal articles, newspaper articles and the 
policies and guidelines within the social networking site. The research design in the form 
of a survey design is then presented with a breakdown of both qualitative and quantita-
tive data collection and analysis techniques used to examine Facebook users’ perceptions 
of privacy and trust on the social networking site. 

Background Case Description
Facebook and Privacy
In recent months, the issue of privacy on social networking sites has come to the forefront 
as a result of the media controversy surrounding the social networking site Facebook. Face-
book, the number one social networking site, has 500 million active members (Wortham, 
2010) and continues to climb. The success of the network site is credited to its ‘simple 
design [and] broad demographic appeal’ (Nielsen, 2009: 9). Facebook began as a social 
networking website restricted to United States college students. However in 2006 the site 
became a public access model (Fletcher, 2010). The subsequent growth and expansion of 
the social networking site has been unprecedented. Facebook statistics reveal 50 per cent of 
active users log into Facebook every day, and the average user has 130 friends and is linked 
to 60 pages, groups and/or events (Facebook, 2010). Facebook sees 25 billion pieces of 
information shared a month, 1 billion unique images posted a week and the ‘Like’ button 
clicked on average 100 million times a day (Fletcher, 2010), demonstrating the popularity 
of the website. Previous studies by Govani and Pashley (2005), Gross and Acquisti (2005) 
and Jones and Soltren (2005) show Facebook users disclose high levels of accurate personal 
information on the social networking site. Debatin et al. (2009: 102) found Facebook users 
have a large number of Facebook friends (300+) to whom a high level of personal informa-
tion is disclosed, and the study concluded Facebook networks often represent a ‘loosely 
defi ned group’. The data shared on Facebook ‘feeds a bottom line’ (Fletcher, 2010: 23) 
and has strong commercial value. Information on social networking sites is increasingly 
accessible to advertisers and marketers, prospective employers, universities and state 
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institutions (Debatin et al., 2009; Rosenblum, 2007). The growing accessibility of users’ 
information means a growing loss of privacy. 

Facebook has continually introduced new features and services including the Newsfeed, 
Facebook Beacon, Facebook Advertisements and Facebook Platform, which subsequently 
lead to changes in the privacy settings and the privacy policy (less privacy) (Fletcher, 
2010). Table 1 presents a timeline of Facebook’s actions that have caused privacy concerns 
for its users over a four-year period. With each additional expansion to the website has 
come a growing level of discontent and concern and a general feeling that ‘the company 
was eroding privacy and making substantial information public’ (Rothery, 2010: 23). In 
December 2009 the concern reached a peak when Facebook, by default, made users’ infor-
mation publicly available (Rothery, 2010). Facebook have continually made it possible for 
users to control their privacy settings to protect their personal data and limit who has access 
to this information; however users do not always employ these safeguards. Rothery (2010: 
23) notes many users ‘are not aware of this option [to change privacy settings] and fi nd it 
confusing and complicated to navigate’. Govani and Pashley (2005) report that the majority 
of Facebook users (84 per cent) are aware of privacy risks on the social networking site and 
of the option to adjust privacy settings; however many users (48 per cent) fail to make any 
adjustments. Gross and Acquisti (2005) found only 1.5 per cent of Facebook users surveyed 
adjusted settings, Jones and Soltren (2005) found 64 per cent made changes and Debatin et 
al. (2009) found 69 per cent of users adjusted their settings. Kirk (2010: 102) notes Facebook’s 
settings are ‘confusing, frequently change and some users aren’t aware of the options, 
putting their personal data at risk’. Bilton (2010) highlights the fact that, prior to May 2010, 
Facebook users had to tackle 50 settings and 170 choices in order to be able to manage their 
privacy settings on the social networking site. Mannan and van Oorschot (2008) believe if 
social networking sites provided easy-to-use and easily  accessible privacy tools attitudes 
and behaviour towards online privacy would change. A study conducted by Hoadley et 
al. (2010), investigating Facebook users’ responses to the introduction of the News Feed 
and Mini Feed in 2006, supports this view. Hoadley et al. (2010) highlight in their study the 
importance for social networking sites to provide easy-to-use interfaces for privacy settings, 
to enable users to adjust their privacy settings to suit their individual preferences. The study 
found Facebook users actually enjoyed the News Feed once Facebook provided substan-
tial control mechanisms. Control is central to achieving online privacy and providing users 
with the ability to manage their information clearly infl uences their attitudes and behaviour 
towards privacy issues, and in turns their trust in the social networking site.

Facebook’s privacy policy puts forward a detailed overview of how Facebook uses 
and shares information with third parties. The policy also presents advice on the steps 
users should take to ensure their personal information meets their desired privacy. The 
policy emphasises that the onus is on the user to take the necessary steps to protect them-
selves and highlights the risks involved if steps are not taken. However research shows 
the majority of Facebook users do not read the privacy policy. Govani and Pashley (2005) 
found 80 per cent of Facebook users surveyed had not read the privacy policy and Jones 
and Soltren (2005) found 89 per cent of Facebook users failed to review the policy. Bilton 
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(2010) points out that Facebook’s privacy policy is a lengthy, tedious and complex 5,830 
words and arguably a main reason why so many users have not read the privacy policy. 

The changes made by Facebook to their privacy settings in December 2009 and the 
subsequent introduction of Instant Personalisation (where third-party websites piggyback 
on users’ activities) in April 2010 spurred the recent debate on the topic of privacy and 

Table 1: Profi ling Facebook

6 September 2006 News Feed: Users are given a stream of updates about their friends’ 
activities and changes to their profi le on Facebook.

24 May 2007 Facebook Platform: Platform is the use of social networking APIs 
(Application Programming Interface) which integrates third-party 
content into a social networking site and when a user interacts 
with this content gives the third party access to this information 
(Felt and Evans, 2008). Third parties can then interact with the ‘open 
graph’, which is a profi le of all users and how they interact on these 
websites and with whom. 

September 2007 Non-Facebook members are allowed to search users’ profi les (which 
are not access restricted) (Mannan and van Oorschot, 2008).

6 November 2007 Facebook Beacon: Users’ activity on third-party sites is shared 
with friends, e.g. purchases on third-party websites. Users were 
automatically enlisted, causing huge uproar relating to privacy 
concerns. Facebook was forced to apologise for the controversy 
and make the Beacon feature an opt-in system. In December 2007 
Facebook users were given the option to completely turn off Beacon. 
On 21 September 2009 Facebook announced the cessation of the 
Beacon Feature (O’Neill, 2009).

6 November 2007 Facebook Ads: Marketers can target audiences based on users’ 
behaviour and activity on the website. 

4 December 2008 Facebook Connect: ‘Portability feature’ whereby an individual’s 
Facebook profi le follows them around the web and enables a user to 
comment on other sites without actually having to be registered to 
the other site; development of Facebook Platform. 

9 February 2009 Like Feature: A button is added to Facebook whereby users can 
inform friends they are fans of particular content they are clicking on 
within the social networking site. 

December 2009 Rollout of complicated privacy settings: By default, Facebook users’ 
information is made publicly available to everyone on the internet. 
This action generates huge controversy and many groups speak out 
in opposition (Rothery, 2010).

(Continued)
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social networking sites and has placed Facebook in the media spotlight (Fletcher, 2010). 
The continued protests and negative media attention eventually prompted Facebook to 
re-evaluate its privacy controls. In May 2010 the company introduced simple user-friendly 
controls to enable users to effectively protect themselves online. Despite the continued 
criticism of Facebook and its approach to privacy, millions of new accounts are set up 
each month (Brustein, 2010). Facebook is increasingly been seen as a social utility: ‘services 
everyone uses, no matter how much people dislike them’ (Brustein, 2010: 1). The term 
‘satisfi ce’, introduced by Herbert Simon in 1956, is relevant to the Facebook phenomenon. 
‘Satisfi ce’ unites the words ‘satisfy’ and ‘suffi ce’ and recognises that people often make 
choices based on their friends’ activities, although they are not completely satisfi ed with 
the service or customer experience (Hesseldahl, 2010). In other words, people become 
tolerant of dissatisfactory elements in order to share in experiences with others. Hesseldahl 
(2010) recognises this tolerance within a social media context, which also holds true in the 
case of Facebook. The lack of alternatives also helps to cement Facebook’s dominance in 
the social networking marketplace (Brustein, 2010).

Facebook and Trust
The literature has highlighted the importance of overcoming privacy concerns in order to 
achieve trust in an online context. The question emerges as to whether the issues regarding 
privacy on the social networking site Facebook has caused trust levels to suffer as a result. 
A study conducted by Acquisti and Gross (2006), during the early stages of Facebook, 
reveals users’ trust in Facebook was greater compared with members of other social 
networking sites like Friendster and MySpace. This fi nding is supported by Dwyer et al. 
(2007) who note higher trust levels on Facebook in comparison with MySpace. However, 
Facebook’s business model has changed from its original format which was the focus in 
the Acquisti and Gross (2006) and Dwyer et al. (2007) studies. Facebook’s original model 
was based on a closed system for university and college use, and control and privacy were 
at the heart of the social networking structure. Rothery (2010: 24) makes reference to Kurt 

Table 1: (Continued)

21 April 2010 Open Graph: Involves extending the ‘Like’ button to third-party 
websites whereby a user surfi ng the web can click the ‘Like’ button 
on content across the website. ‘Like’ buttons are clicked almost one 
million times a day, providing a wealth of customer information to 
the company. Open graph aims to develop new content and identify 
further links with other users on Facebook, encouraging further 
interaction; another development of Facebook Platform. 

21 April 2010 Instant Personalisation: Where third-party websites are allowed 
‘piggyback’ on users’ activities on the website to enable more 
tailored offerings and recommendations. Users, like with Beacon, 
were again automatically enrolled. 

Data source: Fletcher (2010)
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Opsahl, a senior legal representative at the Electronic Frontier Foundation (EFF), a digital 
rights advocacy and legal organisation, who said: 

Facebook originally earned its core base of users by offering them simple and power-
ful controls over their personal information. As Facebook grew larger and became more 
important, it could have chosen to maintain or improve those controls. Instead, it’s slowly 
but surely helped itself –and its advertising and business partners – to more and more of 
its users’ information while limiting the users’ options to control their own information.

Facebook appears to have lapsed in the development of appropriate privacy controls for its 
users while expanding the development of its overall business model. As identifi ed in the 
literature review, restricting an individual’s control over their information online causes 
privacy concerns and adversely affects trust levels.

Research Design
The research design adopts a survey research design. According to Bryman and Bell (2007), 
a survey research design is where data are collected primarily through questionnaires or 
structured interviews and involves examining more than one single case. This research 
study involves initially conducting focus groups to help inform the development of the 
prime research, the survey. The population for the research study is active Facebook users.

Focus Groups
Qualitative research, in the form of focus groups, is used as part of the research design to 
generate discussion around the topics of online privacy, trust and social networking among 
a small sample of social networking users. The discussion provides an insight into online 
behaviour of social networking users and also examines their attitudes to privacy and trust 
in the social networking context. The focus groups have a key role to play in the develop-
ment of a survey questionnaire. According to Ghuari and Grønhaug (2002: 109), focus groups 
produce ‘very rich and in-depth data expressed in respondents’ own words and reactions’. 
Analysis of the focus group involves qualitative analysis and entails identifying emerging 
themes, and summarising and categorising data collected. Domegan and Fleming (2007: 
160) recognise focus groups can compliment further investigations as they help ‘develop 
ideas and insights before proceeding toward further investigation into the topic of interest’. 

Survey
Quantitative research in the form of a cross-sectional survey is being employed for 
this research and represents the second and prime stage of the research design. Survey 
research employs ‘a fi xed questionnaire with pre-specifi ed questions’ (Sudman and Blair, 
1998: 154). The focus group analysis is being used to inform the formulation of the survey. 
The survey enables a large amount of data to be collected relating to Facebook users’ 
perceptions of online privacy in a social networking site. It is important for this study 
to obtain views and opinions from a large number of Facebook users so that meaningful 
comparisons and conclusions can be drawn. The survey research enables standardised 
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questions to be asked across a large sample and facilitates ease of comparison (Saunders 
et al., 2009), and is therefore considered an appropriate research method for this study. 
Quantitative analysis in the form of statistical analysis is being used to examine the data 
gathered through the survey.

Data Collection: Focus Groups
Three focus groups were conducted in 2010 with active Facebook members from three 
different age groups – 18–21 years, 22–29 years and 30 years plus – to observe different 
attitudes and concerns relating to privacy and trust in an online social networking context. 
(For the cross-sectional survey research the 22–29 age group was divided into two groups: 
22–25 and 26–29 years.) The focus group results showed that an element of uncertainty 
exists with regard to privacy issues on Facebook and also uncovered a contradiction in 
terms of privacy concern and social networking behaviour; that is, while concerns were 
evident, Facebook users openly share detailed personal information on Facebook and 
happily communicate and interact in this public forum. (Focus group results are presented 
in Table 2). These fi ndings helped guide the development of the cross-sectional survey. 

Data Collection: Survey
The survey aims to examine Facebook users’ level of awareness of privacy issues on the social 
networking site to determine how this awareness infl uences behaviour and to uncover the 
level of trust that exists on Facebook. The survey sample frame is represented by a network 
of Facebook friends (the researcher’s Facebook friends and friends of friends). The study 
was undertaken in 2010. The survey was distributed to 600 active Facebook users and 285 
responses were collected, representing a response rate of 47.5 per cent. As the target audi-
ence for the cross-sectional survey is Facebook users, a web-based survey was considered 
the most appropriate data collection instrument. Survey Monkey, a web-based tool, was 
employed for the design, distribution and analysis of the survey instrument. A Facebook 
e-mail was sent directly to the researcher’s Facebook friends and friends of friends, inviting 
Facebook users to participate and directing them to the web-based survey instrument. 
Twenty-three questions in total comprised the survey. These questions were generated 
by reviewing the literature, adopting and adapting questions from previous successful 
research studies (Govani and Pashley, 2005; Gross and Acquisti, 2005), extracting state-
ments from Facebook’s privacy policy and using statements generated in the focus group 
discussion. Analysis involved descriptive statistics, fi lters, cross-tabulations and running 
analysis across age groups. 

Survey Monkey: A Research Tool
Survey Monkey is an online tool that assists in the design, distribution and analysis of 
web-based surveys. A web-based survey enables the fast rollout of the survey and was 
considered the best format for the sample audience to complete the survey in a fast and 
effi cient manner. Descriptive statistics are used to present the results of the different meas-
ures used in the survey and analysis was undertaken across age groups. Responses are 
fi ltered to help uncover patterns within the data and provide a ‘subset of overall data to be 
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analysed’ (Survey Monkey, 2010: 1). Cross-tabulations are additionally employed whereby 
two or more variables are analysed simultaneously: ‘the premise is to look at the responses 
to one question in relation to responses to one or more other questions’ (Domegan and 
Fleming, 2007: 438).

Validity
To ensure face validity for this study, the literature on privacy and trust was extensively 
examined, which enabled the key themes to emerge and in turn helped formulate valid 
focus group questions. Efforts to maintain validity in the focus group research method 
involved evaluating the focus group questions after each discussion to ensure the appro-
priate topics – to answer the research questions and objectives – were covered. Amendments 
were made to the list of questions when topics emerged in the discussion not foreseen by 
the researcher. With regard to the survey instrument, reviewing the literature, adopting 
and adapting questions from previous studies, extracting statements from Facebook’s 
privacy policy and using statements generated in the focus group discussion within the 
survey instrument helped ensure face validity of the survey questions.

Reliability 
To ensure reliability within this research, a pilot test of the survey instrument was 
conducted to verify the survey questions were properly worded and appropriate for the 
choosen target group. How the survey was administered also helped ensure reliability 
within this research study. The survey was distributed through a systematic e-mail with 
accompanying cover letter providing clear instructions on how to complete the survey, 
and was also administered through the web-based survey tool Survey Monkey. Survey 
Monkey helped ensure the layout and format was clear and instructions were provided 
with individual questions so respondents knew exactly what was being asked and how 
to answer the question. Additionally, Survey Monkey enables automatic data compi-
lation helping to reduce human error in date input, contributing to the reliability of 
this study.

Limitations of the Research Study
Convenience sampling was chosen as the most viable sampling technique; therefore 
caution is warranted in the generalisability of the results. The survey was distributed 
through the researcher’s Facebook friends and friends of friends. Given the age of 
the researcher, the majority of the sampled respondents occupy the 22–25 age group. 
However, every effort was made to access other age groups through friends of friends. A 
risk of response bias is possible because the survey was distributed through the research-
er’s Facebook friends. Response error is also a possible limitation where social desirability 
might have been a guiding factor over honest and truthful remarks. Participants may 
have disclosed answers they believed the researcher wanted to hear. There is a risk of 
item response as a small number of survey respondents did not complete all answers on 
the survey; however because the number of missing values is so small it is unlikely to 
affect the overall results.
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RESULTS 
Characteristics of Study Sample 
Table 3 provides an overview of the basic characteristics of the study sample.

Table 3: Characteristics of Study Sample
Participants Males

N=126
%

Females
N=159

%

Total
N=285

%
Gender 44.2 55.8 100.0
Age category
18–21 years 27.0 17.6 21.8
22–25 years 52.4 60.4 56.8
26–29 years 12.7 10.7 11.6
30+ years 7.9 11.3 9.8
Facebook member for:*
3 years 23.0 30.2 27.0
2 years 35.7 37.7 36.8
1 year 28.6 20.8 24.2
Less than a year 12.7 11.3 11.9
Reasons for joining Facebook
A friend suggested it 74.6 64.8 69.1
Received a promotional e-mail 1.6 2.5 2.1
To keep in touch with existing friends/family 57.9 66.7 62.8
To track down old friends/family members 11.9 20.8 16.8
To express opinions 4.8 1.3 2.8
To meet new people 4.8 3.1 3.9
To get a job — 0.6 0.4
To fi nd a date — — —
To look at others’ profi les 19.8 13.8 16.5
Other 4.8 1.3 2.8

* Facebook member: How long has a Facebook user been a member/user of the social networking site

Information Disclosure, Activity and Use
The vast majority of all respondents disclose their full name (97.1 per cent), date of birth 
(85.3 per cent), hometown (70.6 per cent) and e-mail (62.9 per cent) on their Facebook 
profi le. More than half (52.2 per cent) disclose their relationship status and 56.6 per cent 
reveal their schooling details. Facebook users surveyed are least likely to disclose phone 
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numbers, both home numbers (1.8 per cent) and mobile numbers (9.9 per cent). Figure 1 
provides details of the main information types disclosed by Facebook users across age. 
Overall, the youngest age group examined (18–21) disclose the most information.

Posting comments (89 per cent) is the most popular Facebook activity. Using chat (72.4 
per cent) and clicking the ‘Like’ button (70.2 per cent) are the next most popular activities. 
Snooping on others (57 per cent), updating one’s status (57 per cent), uploading photos (54.8 
per cent) and sending birthday messages (50 per cent) are also popular activities. Figure 2 
provides details of the leading Facebook activities across the different age groups examined.

With regard to frequency of log-in, 47.4 per cent of respondents log into Facebook 
‘many times a day’; 53.3 per cent of these users are in the 18–21 age group. More than two-
thirds (69.6 per cent) of Facebook users spend up to 30 minutes on Facebook per log-in. The 
18–21 age group represents the group that spends the most time on Facebook per log-in. 
The majority (59.2 per cent) of respondents update their profi le ‘less than once a week’. The 
18–21 age group report updating their profi le more frequently than any other age group.

Almost one-third of respondents (30.9 per cent) have between 200 and 299 Facebook 
friends, 23.9 per cent have 100–199 friends and 21.7 per cent have 300–399 friends. The 30 

Figure 1: Information Disclosure on Facebook across Age Groups

0% 20% 40% 60% 80% 100%

Full name

Date of birth

E-mail

Hometown

School

Work

Likes/interests

Political views

Religious views

Family members

Relationship status

Partner’s name

18–21 22–25 26–29 30+
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plus age group members are likely to have the least number of Facebook friends (42.9 per 
cent of this group have between 1 and 99 friends). The 26–29 age group members are likely 
to have the highest number of Facebook friends (26.9 per cent of this group have between 
300 and 399 Facebook friends). The vast majority of users describe their friends as ‘close 
friends’ (80.9 per cent), ‘friends that you may not be close to’ (76.8 per cent) and ‘people 
you know but may not be close to’ (75.4 per cent). Table 4 provides a summary of informa-
tion disclosure, activity and use on Facebook across all age groups surveyed.

Table 4: Summary of Information Disclosure, Activity, Privacy Settings and Privacy 
Policy across Age Groups

Age Group 18–21 22–25 26–29 30+
Percentage of 
respondents

21.8% 56.8% 11.6% 9.8%

Information Disclosure and Activity
Information 
disclosure

(main details 
disclosed)

• Full name
• Date of birth
• Hometown
• Highest 
disclosure of 
information on 
Facebook

• Full name
• Date of birth
• Hometown

• Full name
• E-mail
• Date of birth

• Full name
• Date of birth
• Relationship 
status

(Continued)

0% 20% 40% 60% 80% 100%

Post comments
Post links

Update status
Upload photos

Use chat
Use games/applications

Join groups
Click the ‘Like’ button

Snoop on others
Send birthday messages

Set up events

18–21 22–25 26–29 30+

Figure 2: Leading Facebook Activities across Age Groups
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Table 4: (Continued)

Age Group 18–21 22–25 26–29 30+
Main activities • Post comments

• Use chat
• Click the ‘Like’ 
button

• Most active 
users

• Post comments
• Use chat
• Click the ‘Like’ 
button

• Post 
comments

• Upload 
photos

• Update status

• Post comments
• Click the ‘Like’ 
button

• Upload photos
• Least active 
users

Facebook friends • 200–299 
Facebook friends

• Broadly defi ned 
group of ‘friends’

• Will befriend 
people met once 
and strangers

• 200–299 
Facebook friend

• Broadly defi ned 
group of 
‘friends’

• Will befriend 
people met 
once and 
strangers

• 300–399 
Facebook 
friends

• Broadly 
defi ned group 
of ‘friends’

• Will befriend 
people met 
once and 
strangers

• 1–99 Facebook 
friends

• Broadly defi ned 
group of ‘friends’

• Least likely to 
befriend people 
met once and 
strangers

Privacy Settings
Changed settings 73.3% 79.7% 92.3% 67.9%
Leading periods 
for change

Jan–April 2010 Jan–April 2010 May 2010 
onwards

Jan–April 2010

Prompted by Privacy concerns Privacy concerns Privacy 
concerns

Privacy concerns

Settings set to Friends only 
(77.3%)

– Tightest control

Friends only 
(80.8%)

– Tightest 
control

Friends only 
(82.6%)

– Tightest 
control

Friends only 
(100%)

– Tightest control

Confi dence in 
settings

63.6% 62.4% 39.0% 47.4%

Privacy Policy
Policy read 5.1% 12.7% 28.0% 28.6%
Not read 
because:

Too long
Not interested

42.9%
39.3%

53.3%
34.8%

55.6%
44.4%

50.0%
25.0%
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Facebook Privacy Settings
Over three-quarters of users (78.3 per cent) have changed their Facebook settings. Over 
one-third (38.9 per cent) of Facebook users changed their settings when they signed up for 
Facebook and 37.9 per cent changed their privacy settings in 2010 (Table 5). Comparisons 

Table 5: Privacy Settings – Changes and Reasons for Change
Yes to Changing Privacy Settings Total

N=213
%

Facebook settings fi rst changed (N=211):
When I signed up for Facebook 38.9
2006–2009 14.7
Jan–April 2010 24.2
May 2010 onwards 13.7
Not sure 8.5
Prompted to change by (N=210):*
Friends/family 27.1
Work colleagues 7.1
An e-mail 3.8
Privacy concerns 74.8
The media 16.2
Groups on Facebook 0.5
Facebook, the company 12.4
Other 6.2
Privacy settings are currently set at (N=211):
Friends only 82.0
Friends of friends 6.6
Everyone 0.5
Recommended 1.4
Customised 9.5
Confi dent privacy settings are changed to suit you (N=211):
Yes 58.8
No 11.4
Not sure 29.9

* Prompted to change: Respondents were given the option to tick from the multiple answers listed to clarify reasons 
for changing their privacy settings
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were made between the length of time respondents have been members of Facebook and 
when respondents changed their privacy settings. There are two active time periods for 
changes to privacy settings. The fi rst time period is when users signed up for Facebook. 
Newer Facebook members (less than a year: joined during second half of 2009 or fi rst half of 
2010) report higher responses to making changes to their settings when they fi rst signed up 
for Facebook compared with those who joined earlier. The second most active time period 
for changes to privacy settings is during 2010. The leading motivator for adjusting privacy 
settings is privacy concerns (74.8 per cent). The overwhelming majority of respondents (82 
per cent) adjusted their privacy settings to the friends only option. Over half (58.8 per cent) 
of Facebook users are confi dent the adjustments they made meet their desired protection; 
however 29.9 per cent are ‘not sure’. One-fi fth (21.7 per cent) of Facebook users surveyed 
have not changed their privacy settings. The main reason for not changing privacy settings 
is users ‘do not see the need’ (60.3 per cent), while 34.9 per cent ‘do not know how’ to 
change them. Of the 60.3 per cent who do not see the need to change their settings, the 
majority of respondents (76.5 per cent) are in the 18–21 age group. 

Subjects were asked to identify privacy concerns on the social networking site Face-
book. ‘Information being accessible to third parties’ (67.8 per cent), ‘information being 
sold to third parties’ (61.3 per cent) and ‘risk to employment prospects’ (51 per cent) are 
the most worrying factors for all Facebook users. Facebook users who have changed their 
privacy settings have more worries regarding the social networking site in comparison to 
Facebook users who have not changed their settings. 

Privacy Policy
Only 14.1 per cent of Facebook users have read the privacy policy. The older age groups 
(26–29 and 30+) are more likely to have read the privacy policy in comparison to the 
younger age groups (18–21 and 22–25) (28 per cent and 28.6 per cent versus 5.1 per cent 
and 12.7 per cent) (see Table 4). Half of the respondents (50.7 per cent) have not read the 
privacy policy because it is ‘too long’; while 35.8 per cent have ‘no interest’ in reading 
the policy. Facebook users who have read the policy report more worries on the social 
networking sites in comparison to those who have not read the policy. 

Privacy Statements
Facebook users were presented with a number of statements relating to their awareness 
of activities concerning privacy (what information is protected, how information is shared 
and who has access) on the social networking site and also on the infl uence of privacy 
on their online behaviour (Table 6). Over half of all Facebook users have a high level of 
awareness of issues or activities relating to privacy on the social networking site (Table 6). 

However, there appears to be a level of uncertainty relating to information being acces-
sible to third parties (34.7 per cent) and also the risk to information from using applications 
and games on the social networking site (24.7 per cent). In relation to behaviour infl uenced 
by privacy, 77.4 per cent of users say they are cautious in what they say and do online. 
When presented with the statement ‘I don’t think about privacy issues when online’, 
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34 per cent agree with the statement while 47.1 per cent of Facebook users disagree (in 
other words they do think about privacy when online).

The older age groups (26–29 and 30+) are more aware of activities relating to privacy on 
the social networking site in comparisons to the younger age groups (18–21 and 22–25). The 
older age groups are also more cautious in what they say and do on the social networking 
site, in comparison to the younger age groups (84 per cent and 92.3 per cent versus 66.1 per 
cent and 78.8 per cent). The 18–21 age group are least likely to be concerned with privacy 
issues when online (28.1 per cent). 

Facebook users who have changed their settings are more aware of activities in compar-
ison to those users who have not changed their settings (Table 6). In terms of privacy 
behaviour, Facebook users who have changed their settings are more cautious in what 

Table 6: Privacy Statements and Privacy Settings

N=261 Changed 
Privacy 
Settings

%

Unchanged 
Privacy 
Settings

%

Total
%

Privacy Awareness Statements
Your name and profi le picture on Facebook are 
not protected under the privacy settings (TRUE)

Agree
61.2

Agree
42.3

Agree
57.4

Whenever you share information on Facebook 
you can control exactly who can see it (TRUE)

Agree
53.9

Agree
50.0

Agree
53.1

Information set to ‘everyone’ on Facebook in the 
privacy settings is available to everyone on the 
internet not just Facebook users (TRUE)

Agree
64.1

Agree
54.7

Agree
62.2

Using the games and applications means you are 
making your information available to someone 
other than Facebook (TRUE)

Agree
52.9

Agree
37.7

Agree
49.8

Your friends’ activities on Facebook can result in 
your information being made available to other 
companies and websites (TRUE)

Agree
57.0

Agree
57.4

Agree
57.1

Facebook does not share information with third 
parties (FALSE)

Disagree
46.1

Disagree
26.4

Disagree
42.1

Privacy Behaviour Statements
I am cautious in what I say and do on Facebook Agree

79.0
Agree
73.6

Agree
77.4

I don’t think about privacy issues when online Disagree
52.7

Disagree
25.9

Disagree
47.1
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they say and do on the social networking site (79 per cent). However, a high proportion 
(73.6 per cent) of Facebook users who have not changed their settings also report to being 
cautious in what they say and do on Facebook.

Facebook users who have read the privacy policy appear to be more informed about 
activities concerning privacy on Facebook. However, almost half of respondents who have 
not read the policy also reported high levels of awareness. Respondents who have read 
the policy are likely to be more cautious on Facebook (86.1 per cent), but it is important to 
note that a high proportion (76.6 per cent) of users who have not read the policy are also 
likely to demonstrate caution in their behaviour on Facebook. A higher proportion (57.1 
per cent) of Facebook users who have read the policy disagree with the statement ‘I don’t 
think about privacy issues when online’; compared with 45.5 per cent of respondents who 
have not read the policy.

Trust Statements
Study participants were presented with a number of statements relating to attitudes 
towards trust on Facebook and behaviours infl uenced by trust on Facebook (Table 7). 

Table 7: Trust Statements by Privacy Settings

N=261 Changed 
Privacy 
Settings

%

Unchanged 
Privacy 
Settings

%

Total
%

Attitudes
I trust Facebook with my information Agree

23.7
Agree
31.5

Agree
25.3

I trust my Facebook friends with my information Agree
47.3

Agree
55.6

Agree
49.0

I trust friends of friends with my information Agree
13.2

Agree
21.2

Agree
14.8

I trust other Facebook users with my information Agree
3.4

Agree
7.4

Agree
4.2

Behaviour
Trust issues are likely to cause Facebook users to 
question what they say and do on Facebook

Agree
73.7

Agree
68.5

Agree
72.6

Trust issues are likely to cause Facebook users to 
change what they say and do on Facebook

Agree
72.3

Agree
83.3

Agree
74.6

It is my responsibility to protect my information 
on Facebook

Agree
78.6

Agree
83.3

Agree
79.6

It is Facebook’s responsibility to protect my 
information on Facebook

Agree
77.2

Agree
69.8

Agree
75.7
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A quarter of respondents (25.3 per cent) trust Facebook. Almost half of the respondents 
(49 per cent) trust their Facebook friends. Only 14.8 per cent trust friends of friends. The 
majority of Facebook users (71.5 per cent) do not trust other Facebook users. It is impor-
tant to note a proportion of respondents remain neutral on the trust statements (Table 7). 
In terms of behaviour infl uenced by trust, 79.6 per cent of survey respondents believe it 
is their own responsibility to protect their information on Facebook and 75.7 per cent of 
respondents believe it is Facebook’s responsibility to protect users’ information. 

The youngest age group (18–21) trust Facebook the most (29.8 per cent say they trust 
Facebook). The oldest age group (30+) trust Facebook the least (55.6 per cent say they do 
not trust Facebook). The 26–29 age group appear to be the most trusting when it comes 
to Facebook friends (58.3 per cent) and friends of friends (29.2 per cent) in comparison to 
the other age groups. The younger age groups (18–21 and 22–29) believe it is more their 
responsibility to protect their information on Facebook when compared with the older age 
groups (26–29 and 30+) (82.5 per cent and 80.1 per cent versus 76 per cent and 74.1 per 
cent), while the older age groups believe it is more Facebook’s responsibility (88 per cent 
and 88.9 per cent versus 63.2 per cent and 76 per cent). 

Facebook users who have not changed their settings, in comparison to those who have 
changed their settings, are more likely to trust Facebook the company (31.5 per cent versus 
23.7 per cent), Facebook friends (55.6 per cent versus 47.3 per cent), friends of friends (21.2 
per cent versus 13.2 per cent) and other Facebook users (7.4 per cent versus 3.4 per cent) 
(Table 7). Facebook users who have changed their settings believe Facebook the company 
has a greater duty to protect users’ information when compared to Facebook users who 
have left their settings unchanged (77.2 per cent versus 69.8 per cent). 

Facebook users who have not read the privacy policy are less likely to trust the website 
compared with Facebook users who have read the policy. Respondents who have not read 
the policy in comparison to users who have read the privacy policy reported proportion-
ately lower responses when asked if they trust Facebook the company (23.6 per cent versus 
36.1 per cent), Facebook friends (45.7 per cent versus 70.6 per cent), friends of friends (13.6 
per cent versus 22.9 per cent) and other Facebook users (3.1 per cent versus 11.4 per cent). 

Table 8 provides a summary of Facebook users’ awareness of privacy issues and atti-
tudes to trust on the social networking site.

DISCUSSION
This study examines Facebook users’ perceptions of online privacy by means of informa-
tion disclosure and activity on the social networking site, awareness of and behaviour 
infl uenced by privacy issues, and attitudes to trust. 

A high proportion of Facebook users disclose personal information, putting Facebook 
users at high risk of e-threats such as identity theft, fraud and stalking. Findings from 
the survey show the youngest age group (18–21) are the most active Facebook members, 
in terms of information disclosure, Facebook activities and frequency of use. The main 
privacy concern perceived by Facebook users in this study is information being acces-
sible by and sold to third parties, also identifi ed by Debatin et al. (2009). While concern is 
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evident about information being accessible by third parties, only one-quarter of respond-
ents believe third parties have access to their information, suggesting misunderstanding or 
uncertainty by Facebook users (Acquisti and Gross, 2006).

Privacy
The majority of Facebook users have changed their privacy settings, refl ecting an increase 
in users changing their settings when compared with previous studies (Madden and Smith, 
2010; Debatin et al. 2009; Gross and Acquisti, 2005; Govani and Pashley, 2005; Jones and 
Soltren, 2005). The second half of 2009 and throughout 2010 are the two most active periods 
for change to one’s privacy settings, prompted mainly by privacy concerns. A possible 
explanation for the surge in Facebook users adjusting their privacy settings during this 
time is the controversy surrounding Facebook and its privacy settings (Rothery, 2010). 
Facebook users’ information becoming publicly available (in late 2009) by default may 
explain why many Facebook users adjusted their settings in the early 2010 period. The 
activity from May 2010 onwards may be a result of Facebook’s provision of new simple 
and easy-to-use privacy settings control. 

While most respondents use the ‘friends only’ privacy option on Facebook, one of the 
tightest control options on the social networking site, the majority of respondents still 
have between 200 and 300 Facebook friends, which is above the average Facebook user’s 
130 friends (Facebook, 2010). Facebook users also have many different classifi cations of 
‘friends’ on Facebook. These fi ndings suggest Facebook users are concerned with privacy 
and are using strict settings yet still disclose information to, as Debatin et al. (2009: 102) 
describe, ‘a loosely defi ned group’. While over half of Facebook users are confi dent their 
current settings meet their desired protection, over one-quarter remain unsure, showing a 
level of misunderstanding or confusion relating to the privacy controls which exist on the 
social networking site (Acquisti and Gross, 2006). A proportion of Facebook users (over 
one-fi fth) have not changed their privacy settings, because they do not see the need to 
change their settings; the majority of these users are aged 18–21. This fi nding concurs with 
Barnes (2006), who claims younger users are more willing to disclose information on social 
networking sites and are often oblivious to potential risks. 

There is a high level of awareness of activities concerning information privacy (what 
information is protected, how information is shared and who has access) among Facebook 
users. The vast majority of respondents (77.4 per cent) believe they are cautious in what 
they say and do on the social networking site, refl ecting high security consciousness. This 
result contrasts with Rosenblum (2007), who reports that social networking users openly 
and freely live their lives online. However, the fi nding is more in line with a recent study 
conducted by Madden and Smith (2010), showing growing vigilance and consciousness 
of one’s behaviour on social networking websites. The results of this study shows older 
Facebook users are more likely to be cautious in what they say and do on Facebook in 
comparison to younger Facebook users. Previous research shows older individuals tend to 
be less tech savvy, causing them to be more cautious in their online behaviour. Older Face-
book users will generally look for more information and reassurance before they engage in 
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online activity and become more aware in the process (Chaffey et al., 2009). Facebook users 
who have changed their privacy settings are more aware of activities concerning privacy 
on Facebook in comparison to those who have not changed their settings. However, both 
those who have changed and those who have not changed their settings are cautious in 
what they say and do online. This fi nding implies an awareness of privacy risks on the 
social networking site by those who have not changed their privacy settings, but also 
suggests these Facebook users are not concerned enough to actually change their settings, 
resembling the privacy paradox (Barnes, 2006). 

This study shows the majority of Facebook users have not read the privacy policy, 
which is consistent with previous studies (Govani and Pashley, 2005; Jones and Soltren, 
2005). Facebook users who have not read the privacy policy believe it is too long and unin-
teresting. Bilton (2010) recognises the length of the privacy policy as a major barrier for 
Facebook users understanding Facebook’s position on privacy. If Facebook creates a more 
concise and straightforward privacy policy Facebook users might be more willing to read 
the policy. However, Facebook users may simply have no interest in reading the privacy 
policy and their attitudes to privacy may not be strong enough to warrant action. Despite 
a high number of Facebook users voicing concerns and taking action to protect themselves 
by adjusting their privacy settings, the vast majority of respondents still have not read the 
policy. Unsurprisingly, Facebook users who have read the privacy policy are more aware 
of activities relating to privacy than those users who have not read the policy. However, a 
high proportion of those users who have not read the policy also demonstrate high levels 
of privacy awareness. This fi nding suggests Facebook users who have not read the policy 
are being informed about privacy activities on Facebook from other sources, which may 
include other Facebook users, the media or privacy advocacy groups, and may imply the 
controversy surrounding Facebook is being discussed and noticed by users. Overall, the 
study shows Facebook users perceive it is more important to change privacy settings than 
to read the privacy policy. 

The theory of the privacy paradox in an online environment states that internet users 
are concerned about privacy yet do little to safeguard it (Barnes, 2006). This study reveals 
Facebook users are taking protective action to ensure their online privacy and are demon-
strating caution in their online behaviour. However, the study also shows Facebook users 
are willing to part with personal information and interact with a broad defi nition of online 
‘friends’. Arguably, Facebook users’ desire for social interaction overcomes privacy anxi-
eties. A theoretical implication from this research is that the term ‘privacy paradox’ may 
be too strong in the social networking environment and perhaps ‘privacy trade-off’ would 
be a more appropriate term. Protective action is being taken in social networking sites but 
users still willingly trade privacy for the social factor of social networking sites. 

The literature highlights that privacy is often considered the number one obstacle to 
online growth. This argument may hold true within an e-commerce setting; however, 
within social networking, while privacy concerns exist and are prompting protective action, 
the rate of adoption to social networking sites continues to accelerate. The level of activity 
documented in this study on Facebook, despite a high level of privacy concerns and risk 
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awareness, shows privacy is not a prime obstacle to social networking sites because the 
majority of users are actively protecting themselves by changing their privacy settings.

Trust
A small proportion of Facebook users (25.3 per cent) trust Facebook. This result is worrying 
for Facebook the company, as trust is considered vital in getting customers to trade on one’s 
website, to revisit a website and to engage in positive word-of-mouth (Liu et al., 2005). 
While a certain level of trust is evident between direct friends on the social networking 
site, the overall level of trust on the website is low. It is important to highlight that an 
equal number of respondents (25 per cent) also remain neutral on statements relating to 
attitudes to trust, which might suggest Facebook users have no preference for trust on the 
social networking site or have never thought of the need to trust. This possible explanation 
would appear to contradict the substantial body of literature that highlights trust as one 
of the most important determinants for online activity (Metzger, 2004; Gefen, 2002). Face-
book’s continued adjustments to its features and in turn privacy settings and policy have 
caused privacy concerns to increase (Rothery, 2010; Debatin et al., 2009); however Face-
book’s membership also continues to rise (Fletcher, 2010). The literature suggests privacy 
violations damage privacy perceptions and in turn lower trust and stall online activity. 
From this study it would appear the desire for social interaction by social networking users 
outweighs their concerns for privacy, as noted by Debatin et al. (2009), and might explain 
why trust is less important in the social networking context. Facebook users are willing 
to sacrifi ce control over their personal information (thus sacrifi cing privacy) in exchange 
for social interaction, which they class as valuable, rather than searching for trust (Olivero 
and Lunt, 2004). Another explanation is Facebook users are actively engaged in adjusting 
their privacy settings and may perceive trust to be less of a concern. Alternatively, Brustein 
(2010) suggests Facebook is increasingly seen as a ‘social utility’ and is satisfi cing customers 
(Hesseldahl, 2010), which may explain why trust is less important in a social networking 
context. 

This study reveals older Facebook users (30+) are the least trusting group on Facebook, 
which is in contrast with Madden and Smith (2010) who found the 18–29 age group is 
the least trusting group on social networking sites. The younger Facebook users (18–25) 
believe it is more their responsibility to protect their information on Facebook, while older 
Facebook users (26+) believe the obligation to protect users’ information rests more with 
Facebook the company. This fi nding is interesting because while the younger age groups 
believe they have a greater responsibility to protect their information, they are the users 
who disclose the most information, engage in most Facebook activities, log in more regu-
larly and also refrain from reading the privacy policy. Arguably the younger age groups, 
while the most active Facebook users, may indeed be the most vulnerable. 

The survey results reveal users who have not changed their privacy settings and users 
who have read the privacy policy have higher trust levels on Facebook, although both 
of these groups represent the minority of Facebook users surveyed. It seems logical that 
Facebook users who have read the policy would place more trust in the social networking 
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site as they are acquiring more information from reading the policy and arguably gaining 
more control, in turn reducing privacy concerns and raising trust levels as outlined in the 
literature (Hoadley et al., 2010; Van Dyke et al., 2007; Metzger, 2004; Seigneur and Jensen, 
2004; Sheehan and Hoy, 2000). However, it appears illogical that Facebook users who have 
not changed their settings would trust Facebook more. It was expected that Facebook users 
who have changed their privacy settings would have higher levels of trust on the social 
networking site because by adjusting their privacy settings they are assuming greater 
control over their information. A possible explanation for this contradiction is Facebook 
users are adjusting their settings in response to the controversy surrounding Facebook’s 
approach to privacy and, while they are assuming control over their information, the factor 
that prompted them to change their settings could have severely dented or prevented trust 
developing. 

Overall, this study reveals the vast majority of Facebook users believe both Facebook 
the company and the user have an almost equal obligation to protect users’ information on 
Facebook. This fi nding shows users expect Facebook to protect their information. However 
they do not trust them with their information. Trust’s traditional orientation as focusing 
on an ‘expectation of goodwill’ (Koehn, 2003: 7) is therefore not refl ective in a social 
networking context. Facebook users do not believe Facebook the company has their best 
interests at heart but believe they have a duty to provide control mechanisms to protect 
online users to a certain extent. This view is supported by Hoadley et al. (2010) who found 
that by providing protective controls to Facebook users their privacy concerns relating to 
new features were largely alleviated. Facebook users equally have a duty to fully utilise 
these control mechanisms. Perhaps trust is less likely to be a deciding factor within a 
social networking context, thus supporting Wang and Emurian (2005) who believe trust 
is context specifi c, and what may exist instead is the need for a partnership with shared 
responsibility. 

Facebook’s introduction of clear and easy-to-use controls to activate and manage 
privacy settings is a positive development for Facebook and shows the social networking 
site is fulfi lling some obligations to the user. However, the social networking site continues 
to develop new features and services at an astonishing rate and, based on its history of 
fast-paced developments coupled with lapses in privacy (Fletcher, 2010), concerns and 
problems are likely to remain. While retaliation against Facebook’s unethical activi-
ties concerning privacy have remained largely minimal to date (Debatin et al., 2009) and 
Brustein (2010) suggests Facebook is increasingly becoming a ‘social utility’, problems will 
persist should Facebook fail to demonstrate it is consistently taking suffi cient measures 
and providing adequate and easy-to-use controls to its customers, to ensure their informa-
tion is protected and not exploited. Unless Facebook acknowledges the concerns expressed 
by Facebook users and meets their privacy needs consumer upset is likely to continue and 
may eventually damage Facebook’s strong membership base or stall online activity. Face-
book users may keep a Facebook profi le but inactivity may increase in response to privacy 
anxieties. A slowdown in online activity on the social networking site will upset the core 
concept of Facebook: openness and sharing of information. 
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CONCLUSIONS
This study shows Facebook users are alert and cautious when using the social networking 
site. However, Facebook users are not completely informed or aware of all activities 
concerning privacy on the social networking site. In terms of behaviour, protective action 
(changing privacy settings) is being taken and a greater attentive persona appears to be 
assumed by most Facebook users. However, while Facebook users believe they are more 
cautious in what they say and do on the social networking site some activities in terms of 
information disclosure and number of Facebook ‘friends’ appear to still be driven by the 
desire for social acceptance on the social networking site and not by privacy concerns. Thus 
a ‘privacy trade off’ in a social networking circumstance is deemed a more appropriate 
approach to privacy than the term ‘privacy paradox’ used in the wider online environment. 
The study also reports low levels of trust exist on Facebook. The search for social acceptance 
and popularity appears to be a more important driver for online activity rather than trust in 
the company or trust in other users. The controversy surrounding Facebook and its lapses 
in privacy could also explain the low levels of trust in the social networking site. However, 
low trust levels to date have not hindered activity on Facebook and membership continues 
to rise. Facebook users seem willing to push aside trust issues to achieve social interaction. 
The importance of trust in a social networking context is clearly questionable and perhaps 
different determinants for online activity exist in different online environments. 

Recommendations for Facebook the Company
Firstly, Facebook need to address its current privacy policy. The overwhelming amount 
of information presented in the privacy policy needs to be condensed and presented in 
a more readable and user-friendly document. Although some Facebook users may still 
refrain from reading the policy, it is important that Facebook clearly communicates its 
privacy practices in order to appear reliable and honest. The current policy is cluttered, 
confusing and long. Confusion and misunderstanding reported on the social networking 
site could be overcome if the privacy policy was more inviting to users. Secondly, Face-
book’s short history has shown continued development and commercialisation of the 
website has brought subsequent privacy concerns. Users have been tolerant of lapses in 
privacy to date and membership continues to grow, however discontent may accelerate 
further unless Facebook addresses its overall approach to privacy. Facebook has taken 
an important fi rst step in addressing its questionable stance on privacy by redesigning its 
privacy settings in May 2010. It is important that Facebook continues to take measures to 
reassure users it is taking responsibility for its customers’ information and to show it is also 
providing users with the necessary controls to protect their information. New features and 
services must be adequately accompanied by suitable protective measures. Facebook users 
must consistently be provided with control mechanisms. 

Recommendations for Facebook Users
The study also shows important implications for the average Facebook user. The study 
highlights the reality that protecting one’s privacy is the joint responsibility of both 
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Facebook the company and the Facebook user. It is all well and good if Facebook provide 
privacy and control mechanisms to users to protect their online privacy but Facebook users 
must actively employ these tools in order to alleviate the risk of a violation of privacy on 
the social networking site. Facebook users must recognise the dangers of actively social-
ising in the online vacuum and must either take steps to protect their online activity or 
actively take responsibility for their online actions. 

Future Research
It is recommended this research be conducted on a larger scale, incorporating a balanced 
mix of all age groups. A larger-scale research, availing of random sampling, would 
enhance the generalisability of the results. This study found trust is considered less 
important in a social networking context compared with an e-commerce environment. 
An interesting study to pursue would be to measure the importance of trust in a social 
networking site relative to e-commerce websites. Another possible research area would 
be to examine the importance of trust in social networking sites relative to other drivers 
of social networking activity. The study conducted is relevant and timely given the 
controversy surrounding Facebook and its privacy stance and the recent changes made 
to its privacy settings. In order to progress the research further, a longitudinal study 
monitoring continued changes to Facebook (new features, services and privacy settings/
policy) would be interesting to observe going forward. Reactions to these changes by 
Facebook users should be closely examined to enable a more in-depth look at their 
perceptions of privacy. 
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Small Business Transfer Decisions: What Really 
Matters? Evidence from Ireland and Scotland
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ABSTRACT

There comes a time when owner-managers of small fi rms choose, or are forced, to retire. 
This decision gives rise to a business transfer decision, where the owner-manager must 

decide whether to transfer the business to a family member, sell the business or shut down 
the business. While this transfer choice is a key business decision which impacts on the 
long-run survival and profi tability of the fi rm and the region in which it is located, little 
is known about what factors infl uence the owner-manager’s decision. In this paper, we 
explore how fi rm and regional characteristics impact the transfer decision. Using evidence 
collected from in-depth interviews with Irish and Scottish (N=236) owner-managers, we 
fi nd that whilst factors such as the size and location of the fi rm have the same impact on 
owner-managers in both countries, the importance of other factors such as sector, gender, 
the existence of an exit plan and the owner-manager’s intentions for the fi rm differ. We 
emphasise the need to put incentive mechanisms in place to increase the attractiveness of 
purchasing a viable small business. 

Key Words: entrepreneurial exit; succession; business transfer; small fi rms

INTRODUCTION
Small fi rms are quickly becoming the driving force of the modern economy (Audretsch and 
Thurik, 2000). Within the EU-27, for example, the majority (98.7 per cent) of fi rms employ 
less than fi fty employees and are classifi ed as small fi rms. These fi rms employ 50.4 per cent 
of the workforce and generate 39.9 per cent of the total value added (European Commis-
sion, 2009). Today many of these small fi rm owner-managers have a similar concern – they 
are getting older (Small Business Service, 2004) – and, as a result, many choose to or are 
required to retire. These owner-managers have a number of exit options available to them 
(Birley and Westhead, 1993; Petty, 1997) which may or may not result in the continued 
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operation of the fi rm: they may transfer the business to a family member, sell the business 
to a third party (e.g. an employee, a latent or experienced owner-manager or via initial 
public offering) or close down the business and dispose of its assets. While the decision to 
exit the fi rm by the owner-manager is a key business decision, few scholarly studies have 
accounted for or tried to explain the multifaceted nature of this exit decision, referred to 
in the literature as ‘entrepreneurial exit’, from the entrepreneur’s perspective (Wennberg 
et al., 2010; DeTienne and Cardon, 2010). In an attempt to fi ll this gap in the literature, this 
paper examines how factors such as the age, size, sector, exit plan and location of the fi rm 
impact on the exit decisions of 236 Scottish and Irish small fi rm owner-managers.

In 1994, the European Commission acknowledged that small business transfer was a 
major issue of concern. By 2003, they requested member states to put supports in place for 
these small companies with a view to preserving the economic value of these fi rms (Euro-
pean Commission, 2003). Currently, 450,000 fi rms within the EU-27 successfully transfer 
between owners each year (European Commission, 2011). Of the 1.7 million fi rms which 
close each year, 620,000 (or 37 per cent) attempt to transfer prior to closure: 470,000 of 
these fi rms fail to transfer for economic reasons (i.e. they have no valuable assets), while 
the remaining 150,000 (representing 600,000 jobs) close due to ineffi ciencies in the transfer 
process (European Commission, 2011). As a result, the Commission argues that we need 
to make it easier for viable businesses to transfer. Understanding the factors which lead an 
owner-manager to choose a particular exit strategy may help us to improve the number of 
successful transfers, which in turn may increase the number of active fi rms in the economy, 
leading to economic and employment growth.

Previous research in this area has primarily examined intergenerational succession in 
family businesses. Bennedsen et al. (2006), Santarelli and Lotti (2005), Burkart et al. (2003), 
Miller et al. (2003), Bjuggren and Sund (2002), Dyck et al. (2002), Kimhi (1997), Morris et al. 
(1997), Lansberg (1988), and Beckhard and Dyer (1983), amongst others, examine the attrib-
utes of family succession and most conclude that family succession is the preferred option 
among owner-managers. Intergenerational succession involves a number of decisions such 
as choosing a successor, timing the transfer of management responsibilities, timing the 
transfer of ownership, income distribution before and after transfer, and the compensa-
tion of other heirs (Kimhi, 1997). These issues must be managed sensitively as latent family 
issues tend to surface (e.g. sibling rivalries, management style differences, roles of in-laws 
and fi nancial positions of family members) and these issues infl uence the viability and 
success of the transfer (Beckhard and Dyer, 1983; Dyck et al., 2002).

While traditionally small fi rms transferred to family members, this is no longer the 
case (Small Business Service, 2004). Consequently, we need to explore a wider set of 
business transfer strategies. One alternative available to small fi rm owner-managers is 
to sell their business, either via a management buyout or a trade sale. A management 
buyout provides the owner-manager with a means of realising the majority of his or 
her wealth while at the same time ensuring the continued independent ownership of 
the fi rm (Westhead, 2003). The advantage of a management buyout is that it is simple: 
the incumbent managers will be familiar with the fi rm, its product groups, competition 

IJM2012.indb   100IJM2012.indb   100 24/02/2012   16:14:5024/02/2012   16:14:50



IRISH JOURNAL OF MANAGEMENT                                                                                                         101 

in the marketplace, rivals, customers and, most importantly, the true value of the fi rm. 
This is likely to increase the amount of money the owner-manager can acquire for his 
or her business. Unfortunately, owner-managers often fi nd it diffi cult to fi nd a suitable 
employee to take over the running of their business. When this happens they can sell the 
fi rm, an option which can be highly lucrative and desirable if the owner-manager can 
signal the quality of the fi rm to the market (Haunschild, 1994). However, if the owner-
manager is unable to signal the quality of the fi rm then asymmetric information between 
buyer and seller about the performance of the business and its growth potential may 
lower the trade sale price (Akerlof, 1970). In some industries, this may lead to a reduction 
in the type and quality of businesses that are for sale and it may result in the failure of 
the business to transfer. Martin et al. (2002) identify a number of attributes that increase 
this risk, including poor business performance, over-reliance on the idiosyncratic knowl-
edge of the owner-manager, the absence of medium-term plans for business transfer, and 
businesses intended to meet the personal and lifestyle goals of the owner-manager as 
opposed to their strategic business objectives. 

In this paper, using new data gathered in telephone and face-to-face interviews with 
236 owner-managers of long-lived small fi rms in Ireland (N=177) and Scotland (N=59), 
we examine the effect of fi rm and regional variables on the owner-managers’ expected exit 
strategy. We defi ne a long-lived small fi rm as a fi rm with less than 50 employees which 
has operated for at least ten years. We are fortunate to have data on mature small fi rms in 
two regions, Ireland and Scotland. While some consultancy reports (European Commis-
sion, 2006, 2011; Martin et al., 2002; Small Business Service, 2004) advise policy makers of 
the risks associated with transferring a business few authors compare their fi ndings across 
regions. The composition of fi rms in our Irish and Scottish samples is similar, in that a 
large proportion claim to be family-owned businesses, and they have a similar age profi le. 
MacFeely and O’Brien (2009) argue that 46 per cent of service fi rms in Ireland are family 
fi rms while Reid and Harris (2004) argue that 69 per cent of small and medium enterprises 
(SMEs) in Scotland comprise family-owned fi rms. In addition, age-related transfer failure 
is a concern for both regions as approximately 23 per cent and 25 per cent of self-employed 
people in Ireland and Scotland respectively are over 55 years of age (Central Statistics 
Offi ce, 2006; Offi ce for National Statistics, 2008). Moreover, similar proportions (50 per 
cent) of fi rms in both regions continue after the exit of the owner-manager (Fitzsimmons 
and O’Gorman, 2008; Levie, 2006). We acknowledge that there are differences in the tax 
regimes between the two regions which could alter the expectations of owner-managers. 
In particular, transfers through the family are currently subject to a lower rate of tax in 
Ireland (10 per cent in Ireland versus 20 per cent in Scotland if the fi rm is transferred 
during the lifetime of the owner-manager). Given that this favourable Irish tax regime 
is currently under review, it is interesting to examine the owner-managers’ expectations 
under a higher tax regime (McBride, 2011). Therefore, we take the opportunity in this 
paper to show the results of a multinomial probit estimation which examines the infl uence 
of fi rm and regional variables on the expected exit strategy of owner-managers from both 
regions so that similarities and differences in the fi ndings can be identifi ed.
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Briefl y, our ideas are developed as follows: the next section locates our hypotheses in 
the extant literature; the following section discusses the primary source data and key vari-
ables used to test our hypotheses; the fourth section outlines the multinomial probit model 
and reports our results; and the fi nal section presents some conclusions.

THEORETICAL ISSUES AND HYPOTHESIS SPECIFICATION
Many authors, including DeTienne (2010) and Brockner et al. (2004), argue that owner-
manager exit is an important part of the entrepreneurial lifecycle. This is particularly the 
case in small businesses where the owner-manager is likely to either own or have a large 
ownership stake in the fi rm. While Greabner and Eisenhardt (2004) argue it is imperative 
that we understand the owner-manager’s perception of their exit strategy, to date much of 
the research in this area has focused on larger fi rms, and on the exit choices of chief execu-
tive offi cers of publicly traded organisations (Wasserman, 2003; Shen and Cannella, 2002; 
Kesner and Sebora, 1994; Carroll, 1984). With the exception of intergenerational succession 
(Diwisch et al., 2009; Burkart et al., 2003; Miller et al., 2003; Sharma et al., 2003; Bjuggren 
and Sund, 2002; Dyck et al., 2002), few have examined the exit choice of small fi rm owner-
managers. DeTienne (2010) argues that, in an SME, these choices are infl uenced to a large 
part by the owner-manager’s perception of exit. In this paper we build on recent work by 
DeTienne and Cardon (2010), who found that threshold theory combined with the theory 
of planned behaviour can help us understand the different exit choices.

Threshold theory is based on the idea that fi rm exit is a function of fi rm performance 
and the owner’s performance threshold (Gimeno et al., 1997). This threshold is the level of 
performance below which the owner-manager will liquidate the fi rm, and it is a function 
of the owner-manager’s human capital (e.g. previous entrepreneurial experience, industry 
experience, age and education level) (see Gimeno et al., 1997). The theory of planned 
behaviour, on the other hand, developed by Ajzen and Fishbein (1980), suggests that the 
probability a certain behaviour will occur is dependent on the intention of the individual to 
engage in that behaviour. Krueger et al. (2000) argue that this theory works best when the 
behaviour under examination is rare, hard to observe or involves unpredictable time lags. 
This theory has been successfully used to explain an entrepreneur’s start-up intentions 
(Krueger et al., 2000), outcomes (Kolvereid and Isaksen, 2006) and exit intentions (Leroy et 
al., 2010; DeTienne, 2010). Following Leroy et al. (2010), we argue that entrepreneurs’ exit 
intentions are an important predictor of the actual exit outcome. Combining these theo-
ries, DeTienne and Cardon (2010) argue that entrepreneurs intend to pursue different exit 
paths based on previous entrepreneurial experience, industry experience, age and educa-
tion level. 

In this paper, we examine the exit choices of owner-managers who operate long-lived 
fi rms in all sectors of the Irish and Scottish economies. Given that the vast majority of fi rms 
in our sample are long-lived fi rms (i.e. at a minimum they have been trading for ten years), 
human capital theory explanations for their exit choice cannot be verifi ed as many of the 
owner-managers are planning to retire, to engage in some aspects of entrepreneurial recy-
cling (DeTienne and Cardon, 2010; Mason and Harrison, 2006) or to engage in renascent 
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entrepreneurship (Stam et al., 2008). Therefore, rather than relying on human capital theory 
for the formulation of testable hypotheses, we broaden the range of factors along the lines 
of Leroy et al. (2007), who include personal, social, business and industry-related variables. 
The remainder of this section summarises what we know about the factors which infl uence 
owner-managers’ expected exit choices. These factors include fi rm-specifi c factors (i.e. the 
age, type and size of fi rm; the gender of the owner-manager; the existence of a succession 
plan; and the owner-manager’s intentions for the fi rm) and regional-specifi c factors (i.e. 
entrepreneurial talent in the region where the fi rm is located and proximity of the fi rm to 
an urban centre).

Focusing on the fi rm-specifi c factors, we begin by examining how the age of a fi rm is 
likely to impact the exit choice of each owner-manager. The liability of old age hypothesis 
(Caves, 1998; Aldrich and Auster, 1990) argues that older fi rms are less able to adapt to 
changing economic and market conditions. As a result, while close-knit inter- organisational 
networks embedded in a regional community can help foster a fi rm’s growth (Heidenreich, 
1996), it is precisely these relationships that can block change, creativity and innovation 
(Loderer et al., 2011). Leonard-Barton (1992) argues that older fi rms are often unable to 
anticipate or react adequately to changing economic circumstances and consequently 
Loderer et al. (2011) claim that many older fi rms are likely to have outdated production, 
marketing and distribution techniques and are therefore more likely to fail. Many studies 
fi nd that only 30 per cent of family businesses survive past the fi rst generation while only 
10 per cent make it to the third generation (see Davis and Harve ston, 1998; Handler, 1992, 
1990; Lansberg, 1999). Others, such as Zajec et al. (2006), fi nd that the liquidation or sale of 
company assets is almost entirely determined by the maturity of the fi rm. Foreman-Peck 
and Nicholls (2008), in a study of two million SMEs in the United Kingdom (UK), found that 
fi rms over twenty years of age are less likely to be sold. Similarly, using a German dataset, 
Wagner (2004) found evidence that older fi rms are less likely to attract nascent entrepre-
neurs and are therefore less likely to transfer. Based on this evidence, we hypothesise that:

H1: Owner-managers operating older fi rms are less likely to expect to transfer their fi rm.

An entrepreneur has many options available to him when he transfers his fi rm. Trans-
ferring the business to a family member can often provide a business with a competitive 
edge in the market (Bjuggren and Sund, 2002). However, if it is not possible to transfer the 
business to a family member then the next preferred option is to transfer to an employee 
(Battisti and Okamuro, 2010; Scholes et al., 2007; Bleackley et al., 1996). Sharma et al. (2003) 
outline the importance of identifying willing and trusted employees as potential succes-
sors. Parker (2009), Wagner (2004), and Sorenson and Audia (2000) argue that small fi rms 
are seed beds for budding entrepreneurs as they give employees the opportunity to acquire 
information about the transition from paid employment to self-employment. Unfortu-
nately, owner-managers often fi nd it diffi cult to fi nd suitable candidates with an adequate 
level of competence, access to fi nance and/or a willingness to bear the risk of taking over 
the running of the business (Small Business Service, 2004). Elfenbein et al. (2010) and 
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Gompers et al. (2005) argue that, in many cases, this is due to entrepreneurial spawning – 
the tendency for employees to quit and become entrepreneurs themselves. Coupled with 
this, Battisti and Okamuro (2010) argue that small fi rms are less attractive to outside buyers 
and consequently are more likely to close if they fail to transfer to an employee. Since the 
availability of suitable candidates within the fi rm conditions the owner-manager’s expec-
tations, we hypothesise that: 

H2: The larger the fi rm the more likely that the owner-manager expects to transfer their 
fi rm.

Other characteristics, such as the gender of the entrepreneur and the sector in which the 
fi rms operates, are also likely to impact the exit choice made. Royer et al. (2008) propose 
that: 

1. Where industry-specifi c, technical and family business-specifi c experiential knowl-
edge is not very relevant (e.g. service sector positions such as in petrol stations and 
shops) then fi rms are just as likely to be sold as to be passed to a family member. 

2. Where industry-specifi c and technical knowledge is high but family knowledge is low 
(e.g. biotechnology or information technology) then fi rms are more likely to be sold. 

3. Where industry-specifi c and technical knowledge are low but family knowledge is 
high (e.g. construction and craft fi rms) then fi rms are likely to be passed to family 
members. 

4. Where industry-specifi c, technical and family business-specifi c experiential knowl-
edge are all high (e.g. companies that build, design and/or manufacture equipment 
often on a larger scale basis, or that may operate in niche markets) then family succes-
sors are preferable if they have the expert knowledge; if not then an employee (called 
an insider substitute or quasi-family member) is the preferred option. 

The Small Business Service (2004) argues that smaller-sized fi rms, retailers and craft-based 
businesses (e.g. hairdressers and mechanics) are more likely to close than to transfer. Lotti 
and Santarelli (2005), in a study of family fi rms in Italy, found evidence that manufac-
turing fi rms are more likely to transfer (either through sale or family succession) than 
service sector fi rms. Similarly, Goodchild et al. (2003), in a study of small fi rms in New 
Zealand, found that while succession practices differ widely across the service sector the 
most common form of exit is fi rm closure (especially for those involved in retail services). 
Therefore, we hypothesise that:

H3: Owner-managers operating service sector fi rms are less likely to expect to transfer 
their fi rm.

While the relationship between gender and entrepreneurship has received much atten-
tion in the literature, the link between female owner-managers and their succession choice 
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has only received modest consideration. Some studies have examined the performance 
of women who have entered their family’s business (Vera and Dean, 2005; Hollander 
and Bukowitz, 1990; Salganicoff, 1990). Those that do examine gender and intergenera-
tional succession fi nd a bias against women in the succession process (Pyromalis et al., 
2006). Many argue that females start businesses for non-economic reasons (DeMartino 
and Barbato, 2003) such as schedule fl exibility and family obligations (Boden, 1999). As a 
result, Justo and DeTienne (2008: 5) argue that females are more likely to operate smaller, 
less profi table fi rms and are likely to exit when ‘life quality needs are not met as a result 
of the heavy work demands implied by business ownership’. While some recent research 
notes that female owners engage more in succession planning than their male counter-
parts (Center for Women’s Business Research, 2004; MassMutual Financial Group and  the 
Family Firm Institute, 2003; Harveston et al., 1997), there is no evidence that they are more 
successful at selling their fi rms. On the basis that male owner-managers are more likely to 
be operating larger, more profi table, growth fi rms we hypothesise that:

H4: Male owner-managers are more likely to expect to transfer their fi rm.

With the ageing of business owners come many inherent risks; these risks can be mitigated 
with succession planning. There is some consensus that succession must be anticipated 
long in advance and managed as a planned process (Dyck et al., 2002; Sharma et al., 2001). 
Conner and Armitage (1998) argue that exit behaviour is more likely to be infl uenced by 
deliberative planning than by automated habits and, as a result, planning becomes an 
important precursor to successful transfer. Despite this, recent research indicates that fewer 
than 50 per cent of entrepreneurs consider their exit strategy prior to making an exit deci-
sion (Dahl, 2005). This is a concern as many authors argue that succession planning, unlike 
some other forms of business planning, requires a formal and structured approach (Dyck 
et al., 2002; Sharma et al., 2001; Handler, 1990; Malone, 1989; Lansberg, 1988; Ward, 1987; 
Dyer, 1986; Ambrose, 1983). This is not only due to the many different aspects required for 
succession planning, but the longer time horizon needed to prepare the next generation of 
business owners to ensure ongoing success (Cabrera-Suarez et al., 2001; Goldberg, 1996). 
Therefore, we hypothesise that:

H5: An owner-manager is more likely to expect their business to transfer if they have an 
exit plan in place.

Following the theory of planned behaviour, an owner-manager’s exit intentions are an 
important predictor of the actual exit outcome (Blackburn and Stokes, 2000; Bagozzi et 
al., 1989). Formal theories of entrepreneurship, like Blanchfl ower and Oswald’s (1998), 
emphasise that rational goals for establishing a new business may go beyond pecuniary 
considerations to non-pecuniary considerations, such as a desire for autonomy and control 
or to have a business to pass on to family members. The personal intentions and values 
of the owner-manager can infl uence his or her beliefs surrounding how the succession 
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problem can be solved. DeTienne and Cardon (2010) support this view, arguing in partic-
ular that the options for exit for founders of lifestyle fi rms are limited. Therefore, we 
hypothesise that:

H6: Owner-managers with more pecuniary motives are more likely to seek alternative 
exit paths whereas owner-managers operating with less pecuniary motives are more 
likely to close their fi rm or transfer it to a family member.

Turning next to the regional-specifi c factors, we begin by arguing that if no family 
members work in the fi rm, and the fi rm has no suitable and willing employees, then the 
owner-manager must look to the surrounding region to fi nd a buyer. As a result, the level 
of entrepreneurial talent (Markley, 2006) in a region may condition the owner-manager’s 
expectations about the likelihood of selling his or her business. Entrepreneurial talent in a 
region depends on the stochastic distribution of entrepreneurial talent among the inhab-
itants and on regional-specifi c factors that enhance this ability. Maskell and Malmberg 
(1999) argue that access to locally available tacit knowledge enables fi rms to develop a 
competitive edge. This knowledge may be stored in the people in the region (Christensen 
and Drejer, 2005) or it may be stored through the institutionalisation of learning processes 
over time (Gertler et al., 2000). This type of embedded knowledge may be interpreted 
as a common culture and is similar to the Marshallian notion of ‘as if it were in the air’ 
(Marshall, 1920: 225). Thus, we hypothesise that:

H7: The greater the level of entrepreneurial talent in a region, measured by the propor-
tion of managers in the workforce, the more likely it is that the owner-manager expects 
to transfer their business.

Carree and Dejardin (2007) argue that owner-managers are attracted to profi table growing 
markets. From this standpoint, it seems that owner-managers who operate mature busi-
nesses located in relatively more economically vibrant regions, whether due to urban 
economies or agglomeration economies, are more likely to seek a buyer for their business. 
In rural settings there are fewer opportunities for family members (or locals) to live and 
work in the region; as a result, many family members take over the operation of the family 
fi rm (or a local business as a going concern). The declining numbers of businesses being 
transferred to family members indicates that the desire of younger generations to take over 
family businesses is diminishing (Bachkaniwala et al., 2001). This threatens the survival of 
these businesses and the continuation of the jobs generated in these rural communities. 
Thus, we argue that a key variable infl uencing a fi rm’s succession decision is the proximity 
of the fi rm to a key urban centre or market. The decision of where to locate is infl uenced by 
the opportunities, in terms of demand, offered by various regions. For a fi rm with growth 
opportunities, infrastructure sets the stage and creates the strategic context in which fi rms 
can fl ourish. Nyström (2007) claims that fi rms located in urban regions may experience 
positive external effects. She argues that lower transport costs and proximity to suppliers 
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and customers reduce costs and improve the quality of the good or service provided. 
In addition, numerous studies show that investors are better able to obtain information 
on nearby companies (e.g. Loughran and Schultz, 2008) and are therefore more likely to 
purchase a fi rm located nearby. As a result, information asymmetries will be higher in 
rural fi rms where there are fewer nearby investors. A recent UK study found that over half 
of the buyers in the UK are only prepared to purchase businesses within fi ve miles of their 
home (Allinson et al., 2007), thus we hypothesise that:

H8: An owner-manager is more likely to expect to transfer their business if they are 
located close to a large urban centre, measured here as the capital city.

The discussion above situa tes the concept of entrepreneurial exit in the literature. Through 
a discussion of the potential infl uences on the expectations of the owner-manager it identi-
fi es a number of hypotheses for further testing. It contributes to the scant empirical literature 
which examines the different facets of entrepreneurial exit (DeTienne and Cardon, 2010) 
and puts forward possible explanations to explain owner-managers’ expected exit choices. 
This is important as all owner-managers experience exit. Next, we examine these issues 
using a unique dataset for long-lived small fi rms in Ireland and Scotland. 

DATA DESCRIPTION
The key variable of interest in this paper is the owner-manager’s expected exit strategy. 
This variable and some fi rm-, owner-manager- and market-related characteristics were 
gathered in telephone interviews using structured survey instrumentation with a sectorally 
representative random sample of 1,320 owner-managers of SMEs (companies with fewer 
than 249 employees) in Ireland selected from Kompass Ireland (http://ie.kompass.com/) 
between October 2008 and February 2009. Three hundred and sixty-seven businesses took 
part in the study (a response rate of 28 per cent), of which 177 were long-lived small fi rms. 
The owner-managers’ expected exit strategy is the unit of analysis in this study. Long-lived 
small fi rms were defi ned as being small at start-up (less than fi fty employees, though the 
vast majority were micro enterprises, with no more than ten employees) and having traded 
for at least ten years. 

The expectations of the owner-managers of long-lived small fi rms for their exit strategy 
in Ireland are compared with similar data gathered earlier for 59 long-lived small fi rms 
in Scotland. This data were gathered in face-to-face interviews conducted between 
October 2001 and February 2002. These long-lived fi rms were selected from a sample of 
90 surviving fi rms in Scotland which were traced from three parent samples of small busi-
nesses (N=396) which were interviewed in previous fi eldwork studies undertaken in the 
1980s and 1990s by Professor Gavin Reid and his co-research workers at the Centre for 
Research into Industry, Enterprise, Finance and the Firm, St. Andrews University. The 
parent samples were random samples from the population of small fi rms in Scotland at the 
time of the initial interviews (see Reid, 1993; Reid and Andersen, 1992; Reid, 1996; Smith, 
1997). These businesses were small at start-up and were founded prior to 1991. 
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The fi rms interviewed provide a good representation of the relevant populations of 
small fi rms in Ireland and Scotland. Almost all sectors by Standard Industrial Classifi -
cation (SIC) codes were represented in both samples, from agriculture (01) to domestic 
services (99). The main sectors represented in Ireland were wholesale and retail trade 
and repair of vehicles and motorcycles (34.6 per cent); manufacturing (16.3 per cent); real 
estate, renting and business activities (14.1 per cent); hotels and restaurants (7.9 per cent); 
construction (7.3 per cent); other community, social and personal activities (7.3 per cent); 
and agriculture, hunting and forestry (3.9 per cent). This compares reasonably well with 
those in Scotland although there is a slight manufacturing bias: wholesale and retail trade 
and repair of vehicles and motorcycles (36.5 per cent); manufacturing (31.7 per cent); real 
estate, renting and business activities (12.7 per cent); hotels and restaurants (4.8 per cent); 
construction (3.2 per cent); other community, social and personal activities (7.9 per cent); 
and agriculture, hunting and forestry (1.6 per cent). The sample proportions between 
extractive/manufacturers (SIC 01–60) and services (SIC 61–99) were 29.6 per cent and 70.4 
per cent respectively in Ireland, which compares reasonably well with fi gures obtained 
from the business demography data in 2009 produced by the Central Statistics Offi ce 
(see http://www.cso.ie/en/surveysandmethodology/industry/businessdemography/). 
Manufacturers (NACE (Nomenclature statistique des Activités économiques dans la 
Communauté Européenne) Code 2 Sectors B to F) represented 29 per cent of the active 
businesses in 2009 in comparison with 71 per cent in services (NACE Code 2 Sectors G to 
N excluding holding companies). The sample proportions between extractive/manufac-
turers (SIC 01–60) and services (SIC 61–99) were 37 per cent and 63 per cent respectively 
for the Scottish subsample. Figures from the Department of Trade and Industry, for all 
UK small fi rms, suggest that 27 per cent were in manufacturing and 73 per cent were in 
services, which gives a similar breakdown to that of our sample in Ireland. The geographic 
scope of the Irish sample was extensive: 10.2 per cent were located in Dublin; 9.4 per cent 
in the mid-east; 6.6 per cent in the midlands; 10.2 per cent in the west; 11.9 per cent in the 
border area; 12.5 per cent in the mid-west; 13.9 per cent in the south-east; and 25.2 per cent 
in the south-west. Over half (57 per cent) of the fi rms in the Scottish sample are from urban 
areas (such as Edinburgh, Glasgow and Dundee), over a quarter (27 per cent) are from non-
urban centres (such as Argyll, Aryshire, Banff and Moray), and a sixth (16 per cent) are 
from the highlands and islands in Scotland. 

The defi nitions and summary statistics of the measures for Scotland and Ireland are 
presented in Table 1. The expectation of the owner-managers of these long-lived small 
fi rms for their exit strategy is referred to as ‘Exit type’ in Table 1. Greater detail on the 
composition of this measure is provided below. We have detailed fi rm-specifi c information 
including the age, size, sector and location of the fi rm. We have information on the owner-
manager such as their gender, whether s/he has an exit plan (a binary dummy variable 
taking on the value of 1 if s/he had an exit plan) and an ordinal variable on the owner’s 
intentions for their business at start-up. The latter was ordered on a scale of 1 to 10 where 
a score of 1 was seen as a low pecuniary motive (e.g. to provide an alternative to unem-
ployment, to have a business to pass onto family members) for setting up a business and a 
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Table 1: Defi nitions and Summary Statistics

Ireland Scotland
Variable 
Name Defi nition N Mean St. 

Dev N Mean St. 
Dev

Firm-Specifi c Variables

Exit type Categorical variable: 1 = family transfer; 
2 = sell the fi rm; 3 = shutdown 177 1.8 0.68 59 1.8 0.57

Age Number of years the business was in 
operation at the time of interview 177 42.78 46.18 59 25.83 16.19

Size Number of full-time equivalent 
employees at the time of interview 177 6.96 8.69 59 9.33 8.35

Sector Categorical variable: 1 = extractive and 
transformative; 0 = services 177 0.22 0.420 59 0.32 0.47

Gender Categorical variable: 1= male owner; 0 
= female owner 177 0.76 0.42 59 0.90 0.30

Exit plan Categorical variable: 1= owner has an 
exit plan; 0 = otherwise 177 0.50 0.50 59 0.42 0.49

Intentions

Categorical variable: range from 1 to 
10, where values close to 1 indicate 
less pecuniary motives at start-up and 
values close to 10 represent greater 
pecuniary motives 

177 4.03 2.49 59 4.03 3.24

CapEmp
Categorical variable: 1= if the fi rm has 
an employee who is capable of taking 
over the fi rm; 0 = otherwise

177 0.29 0.45 N/A

CapChild

Categorical variable: 1= the fi rm’s 
owner-manager has a child who is 
capable of taking over the fi rm; 0 = 
otherwise

177 0.62 0.48 N/A

Regional-Specifi c Variables

Prof&Man
Percentage of professionals and 
managers in the region where the 
fi rm is located

177 31.24 4.08 59 37.45 5.68

City Distance in miles from the fi rm to the 
capital city 177 161.4 91.63 59 77.74 79.34
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score of 10 was viewed as a strong pecuniary motive (to earn a high rate of return, to sell 
on a business). We collected data on the percentage of managers in the region where each 
fi rm is located from the Scottish Offi ce for National Statistics and the Irish Central Statis-
tics Offi ce and we computed the distance from each fi rm to the capital city (in miles) using 
Google Maps. Two further variables on the capability of employees (CapEmp) and family 
members (CapChild) as potential successors were available for the Irish fi rms. These varia-
bles are binary in nature taking on the value of 1 if the owner-manager had family members 
(or employees in the case of CapEmp) who were capable of taking over the business and 
0 otherwise. The latter two variables are included in the extended multinomial probit esti-
mation performed solely using the Irish data, the results of which are presented in Table 3.

To establish the owner-managers’ expected transfer strategy we asked the respondents 
‘Assuming you leave your business at some stage, which of the following options is your 
most likely exit strategy?’ 

• Sell or pass on to a child or another family member 

• A trade sale 

• Sell to management or staff 

• Advertise the business for sale without identifying a buyer 

• Close the business and sell the assets

• Undecided 

These categories were collapsed into three in order to reduce the number of degrees 
of freedom used in the analysis and because the numbers of fi rms in the management 
buyout category is quite small: (i) family succession; (ii) sales (trade sales, other sales and 
management buyouts); and (iii) shutdown (including those who intend to shut down and 
those who are undecided). Figure 1 shows that of the 177 owner-managers interviewed 
in Ireland, 35 per cent expect to pass their business to a family member and 49.2 per cent 
expect to sell their business, while 15.8 per cent have no clear transfer route identifi ed and 
therefore are likely to shut down. The corresponding fi gures for Scotland are 22 per cent 
for family succession, 66.1 per cent for sale and 11.9 per cent for shutdown (see Figure 
1). An analysis of variance (ANOVA) test confi rms that there are differences in the exit 
strategies of owner-managers between Ireland and Scotland.1 In particular, we fi nd that 
signifi cantly more owner-managers in Ireland (than in Scotland) intend to transfer their 
business to a family member [F1,234 = 3.467 with p-value < 0.10], while signifi cantly more 
owner-managers in Scotland intend to sell their fi rm [F1,234 = 5.177 with p-value < 0.05]. 
There is no difference in the number of owner-managers expecting to shut down their busi-
ness [F1,234 = 0.545 with p-value > 0.10] across the two regions. 

Focusing on the Irish fi rms in our sample we see that the average trading age of the 
fi rms in our sample is 24 years; the median age is 22 or almost one generation. Nineteen per 
cent of Irish fi rms in this sample are over the age of 30. Many of these fi rms are facing or 
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have faced the threat of age-related transfer failure. Turning now to Scotland, these fi rms 
are approximately 26 years old. Twenty-three per cent of the Scottish fi rms included in our 
sample have been trading for over 30 years.

The average Irish fi rm in our sample employs approximately seven employees (standard 
deviation = 8.69). The median number of employees is four. Scottish fi rms employ an 
average of nine staff; the median staff is seven. The vast majority of the business owners are 
male: 76.3 per cent of Irish business owners and 90 per cent of Scottish business owners 
interviewed were male. Slightly more Irish business owners have a business plan (50 per 
cent) in comparison with Scottish business owners (42 per cent). The Irish businesses on 
average are located 161 miles from their capital city whereas on average the Scottish fi rms 
are located 78 miles from their capital city. A similar percentage of professionals and 
managers are resident within the region where the fi rms are located: 31 per cent for Ireland 
and 37 per cent for Scotland. On average, business owners in Ireland have more pecuniary 
intentions on starting a business than Scottish business owners: an intentions score of 4.03 
(standard deviation = 2.49) versus 2.18 (standard deviation = 1.71) respectively.

EMPIRICAL RESULTS
This section tests the hypotheses identifi ed in the second section using data gathered in 
236 interviews with owner-managers in Ireland and Scotland. We use a multinomial probit 
model to examine how each of the factors discussed above (i.e. age, size, exit plan, etc.) 
impacts on the owner-manager’s expected exit choice (i.e. whether s/he intends to transfer 
to family, sell the business or shut down the business). We assume that an exit choice 
is selected when it yields the highest utility for the owner-manager; in other words, if 
the owner-manager expects to gain the most from transferring the business to a family 
member then this is the strategy they will choose. An owner-manager can gain from the 

Figure 1: Expected Exit Type by Country

Ireland Scotland

Family Sell Shutdown
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transfer in many ways: they may receive a monetary payment for the business, they may 
experience joy and satisfaction from leaving a legacy to their family and/or they may gain 
from seeing the business they built from scratch grow and survive.

A multinomial probit estimation technique (see Louviere et al., 2000), where the owner-
manager’s expected exit choice is represented as a decision among unordered alternatives, 
is adopted to examine variation across exit strategies.2 In this estimation, each owner-
manager’s indirect utility from choosing a particular exit strategy is a function of the 
attributes of the fi rm, the region in which the fi rm is located and a stochastic error. The 
indirect utility of each alternative is not observable, but the owner-manager’s expected exit 
choice is. A typical representation is:

Uij = β′Xij + α′
jZi + εij

Where Uij represents the utility of owner-manager i from choosing exit strategy j; i ranges 
from 1 to 236 depending on the owner-manager under consideration; j takes the value of 
‘1’ when the owner-manager expects to transfer to a family member, ‘2’ when the owner-
manager expects to sell their business and ‘3’ when the owner-manager expects to shut 
down their business, Xij is a vector of fi rm-specifi c measures such as age and size of the 
fi rm and Zi is a vector of regional characteristics such as the entrepreneurial talent in the 
region where the fi rm is located. If each owner-manager wishes to maximise his utility, the 
probability that he chooses family succession, F, over other potential exit strategies such as 
sale, S, or fi rm closure, C, is:

PiF = UiF > UiS and UiF > UiC

In other words, the probability that owner-manager i chooses family succession is based on 
that fact that his expected utility from transferring the fi rm to a family member is greater 
than (1) the expected utility of selling the fi rm and (2) the expected utility from closing 
the fi rm. This expression can easily be written to represent the case where fi rm sale is the 
preferred option:

PiS = UiS > UiF and UiS > UiC

and where fi rm closure is the preferred option:

PiC = UiC > UiS and UiC > UiF

Due to identifi cation restrictions the multinomial probit model does not yield the prob-
ability of a particular alternative. It does however give the probability of choosing one 
particular alternative relative to another, for example the probability of selling the fi rm 
relative to transferring it to a family member. 

The results of the multinomial probit estimation are presented in Table 2. This table 
examines the impact of our fi ve fi rm-specifi c variables (fi rm age, fi rm size, whether the fi rm 
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is in the services sector, the gender of the owner-manager, whether the owner-manager has 
an exit plan, and the owner-manager’s intentions for the fi rm at the time of start-up) and 
two regional-specifi c variables (entrepreneurial talent in the region in which the fi rm is 
located and the distance of the fi rm to the capital city) on the owner-manager’s expected 
exit choice. Looking at Table 2, we are interested in the direction and the signifi cance of 
the relationships. For example, in the fi rst column for Ireland we see that the fi rst category 
is sale relative to family. In this category, we are examining the probability with which the 
owner-manager expects to sell his fi rm, in comparison with the probability with which he 
expects to transfer his fi rm to a family member. The fi rst variable we examine is age. Age 
has a negative sign; this implies that owner-managers who intend to sell their fi rm are 
likely to be operating younger fi rms than those who intend to transfer their fi rm to a family 
member. This variable is not statistically signifi cant and therefore we cannot confi rm this 
positive fi nding. To interpret the relationships we look at each factor individually while 
holding all other factors constant. When examining the category sale relative to family only 
one variable is statistically signifi cant, that is the sector variable. This variable takes a value 
of 1 if the fi rm is in the extractive or transformative sector and a value of 0 if the fi rm is 
in the services sector. The sign of the variable is negative, indicating that Irish owner-
managers who expect to sell their businesses are less likely to own a fi rm in the extractive 
or transformative sectors than an owner-manager who expects to transfer their fi rm to a 

Table 2: Results of Multinomial Probit for Ireland and Scotland

Ireland Scotland
Sale

relative to
Family

Sale
relative to

Shutdown

Family
relative to

Shutdown

Sale
relative to
Family

Sale
relative to

Shutdown

Family
relative to

Shutdown
Age -0.005 -0.009** -0.003 -0.010 -0.021 -0.011
Size -0.012 -0.040 0.052** 0.164* 0.257* 0.092
Sector -1.297* -0.851** 0.446 -0.650 -0.072 0.578
Gender -0.405 -0.932** -0.527 0.431 1.496** 1.065
Exit Plan 0.321 0.510 0.188 -1.548** 0.471 2.019**
Intentions 0.071 0.004 -0.066 0.175 0.296* 0.120
Prof/Man 0.027 0.019 -0.008 -0.058 -0.033 0.024
City -0.001 -0.003*** -0.001 -0.012* -0.010** 0.001
Constant 0.180 1.683 1.502 3.101 0.047 -3.054
N 177 59
Wald chi2 41.32 48.26
P-value 0.0005 0.000

Note: *** signifi cant at p-value less than 0.1; ** signifi cant at p-value less than 0.05; * signifi cant at p-value less than 0.01. Estimated 
with robust standard errors.
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family member. This result confi rms Royer et al.’s (2008) fi nding that the preferred exit 
route for those operating fi rms where technical and family business-specifi c experiential 
knowledge is high (i.e. many extractive or transformative sector fi rms) is family transfer.

Continuing with the Irish data but looking next at the second column labelled sale rela-
tive to shutdown, here we examine the probability with which the owner-manager expects 
to sell their business in comparison with the probability with which they expect to close 
their business. In this case, we fi nd four signifi cant variables: age, sector, gender and city. 
Each of these variables has a negative sign. The age variable tells us that owner-managers 
who intend to sell their fi rm are operating younger fi rms, on average, relative to those 
who intend to shut down their business ceteris paribus. The sector variable indicates that 
those who intend to sell their business are more likely to be operating service sector fi rms 
ceteris paribus. The gender variable indicates that female owner-managers are more likely 
than their male counterparts to expect to sell their business, holding everything else 
constant, while the city variable indicates that those intending to sell their business are 
more likely to be located closer to the capital city than those who intend to shut down 
their business.

The third and fi nal column of data for the Irish case examines the probability with which 
an owner-manager expects to transfer their business relative to the probability with 
which they expect to close their business. This column is labelled family relative to shut-
down. Here we identify one signifi cant variable, size, and this variable has a positive sign. 
This indicates that those owner-managers who intend to transfer their business to a family 
member are more likely to be operating a larger fi rm ceteris paribus than those who intend 
to close their fi rm.

Turning to the Scottish sample we begin by examining the fi rst column, labelled sale 
relative to family. Here, we fi nd that owner-managers who intend to sell their business 
are more likely to be operating larger fi rms that those who intend to transfer to a family 
member ceteris paribus. This set of owner-managers are less likely to have an exit plan in 
place relative to those who intend to transfer ceteris paribus, and they are likely to be located 
closer to the capital city ceteris paribus. Column 2 and Column 3 of the Scottish results 
examine the probability of transfer relative to closure. In the column labelled sale relative to 
shutdown we fi nd evidence that the owner-managers who intend to sell their business are 
likely to be operating larger fi rms than those who intend to close ceteris paribus. In addition, 
these owner-managers are more likely to have had more pecuniary motives at the time of 
start-up. Similar to the Irish case, we fi nd that this set of owner-managers are more likely 
to be operating fi rms located closer to the capital city whilst, in comparison with the Irish 
case, we fi nd that male owner-managers are more likely than their female counterparts to 
expect to sell their fi rm ceteris paribus. Finally, in the column labelled family relative to shut-
down we fi nd evidence that the owner-managers located in Scotland who intend to transfer 
their business to a family member are more likely to have an exit plan in place relative to 
those who intend to close their fi rm.

Our results suggest that the factors impacting an owner-manager’s expected exit choice 
vary considerably across regions. This suggests that policy makers need to pay close 
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attention to fi rm and market dynamics when designing business transfer policies and it 
indicates that a one-size-fi ts-all policy within the EU-27 will not work. Only two of our 
seven hypothesis are supported in both regions, these are H2 (larger fi rms are more likely to 
expect to transfer) and H8 (fi rms located closer to the capital city are more likely to expect 
to transfer). In Ireland we fi nd that owner-managers of larger fi rms are more likely to 
expect to transfer their business to a family member rather than close it, whilst in Scotland 
owner-managers of larger fi rms are more likely to sell their business rather than close it 
down or transfer it to a family member. This result confi rms earlier fi ndings in the litera-
ture by authors such as Battisti and Okamuro (2010), who also fi nd evidence that smaller 
long-lived fi rms are more likely to close. In terms of location, both sets of results show 
that owner-managers who intend to sell their business are likely to be located closer to the 
capital city.

In one case, we fi nd contradictory evidence between the Irish and Scottish results; 
this is in the case of H4 (male owner-managers are more likely to expect to transfer their 
business). In particular, we fi nd that male owner-managers in Scotland are more likely 
to expect to sell while female owner-managers in Ireland are more likely to expect to sell. 
One possible explanation for this relationship is put forward by Justo and DeTienne (2008). 
These authors argue that, with the exception of family business ownership, female owner-
managers typically have a weaker psychological attachment to their business and are, 
therefore, more likely to be operating smaller, less profi table fi rms (Greene et al., 2003). In 
Ireland 64 per cent of the female owner-managers we interviewed identifi ed themselves 
as being ‘involved in a family business’ and, therefore, it is likely that this is impacting on 
their intention to continue to operate, grow and transfer the business.

In Ireland we fi nd some support for H1 (younger fi rms are more likely to expect to 
transfer), while we fi nd no evidence of this relationship in Scotland. The result for Ireland 
supports the fi ndings of Zajec et al. (2006), Foreman-Peck and Nicholls (2008) and Wagner 
(2004), who report that younger fi rms are more likely to transfer. Based on the Irish sample, 
we reject H3 (service sector fi rms are less likely to expect to transfer) and conclude that 
service fi rms are more likely to transfer, while we fi nd no evidence for or against this 
hypothesis in Scotland. There is no obvious reason for this fi nding in Ireland based on our 
data and thus this fi nding warrants further research. It is possible that the turnover of the 
fi rm (Bruederl et al., 1992) is more important than the sector in which the fi rm is located; 
however, we currently have no useable data on this variable. 

In Scotland, we fi nd support for H5 (those with an exit plan are more likely to expect 
to transfer). This fi nding is well supported in the literature with authors such Dyck et al. 
(2002), Cabrera-Suarez et al. (2001), Sharma et al. (2001), Handler (1990), Malone (1989), 
Sonnenfeld and Spence (1989), Lansberg (1988), Ward (1987), Dyer (1986) and Ambrose 
(1983) highlighting the correlation between having a well-thought-out succession plan and 
effective business transfer. We also fi nd support for H6 (those with pecuniary motives are 
more likely to transfer) in our Scottish data. This fi nding is supported by DeTienne and 
Cardon (2010) who also fi nd that, for their sample of 128 United States (US) entrepreneurs, 
that an owner-manager’s life experience and intentions play a signifi cant role in their 
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choice of exit strategy. H5 and H6 are not supported using the Irish data. Finally, we fi nd no 
support in either region for H7 (fi rms located in regions with high levels of  entrepreneurial 
talent are more likely to expect to transfer). 

These results suggest that while there are some similarities across the regions in terms 
of the size and location of the fi rms there are also some important differences. One possible 
explanation for these differences is the disparate inheritance tax policies being imple-
mented across the regions at the time of interview. Since authors such as Bradley and 
Burroughs (2010: 39) argue that the ‘tax component of succession planning is becoming 
one of the most important issues there is to deal with’, Irish inheritance tax policies are 
currently under review and this is the key difference between our samples, we briefl y 
examine how Irish inheritance tax policies may be incentivising family succession over 
other exit routes. 

Policy Implications: Inheritance Tax
In Ireland, there are currently favourable tax incentives for those wishing to transfer their 
fi rm to a child: owner-managers over the age of 55 get total relief from capital gains tax 
when they dispose whole or part of their business assets or shares in their company to their 
child. In addition, substantial capital acquisition tax relief is available to a child inheriting 
a family fi rm, where the market value of those assets is reduced by 90 per cent in deter-
mining any liability for gift or inheritance purposes. There are currently no incentives in 
Ireland for those who wish to transfer their fi rm to an employee. To examine if this tax 
incentive impacts on owner-managers’ exit strategies, we re-estimate the multi-nominal 
probit model for Ireland and include two additional variables, capable child and capable 
employee. The results are presented in Table 3.

The fi rst thing we notice is the signifi cance of the capable child (CapChild) and insig-
nifi cance of the capable employee (CapEmp) variable while all other results are the same 
as those reported in Table 2. The signifi cance of the capable child variable indicates that 
owner-managers who intend to sell their business are signifi cantly less likely to have a 
capable child working in the fi rm than those who intend to transfer the fi rm to a family 
member, while those who intend to transfer to family are signifi cantly more likely to have 
a capable child than those who intend to shut down their business. This variable is not 
signifi cant in the regression comparing those who intend to sell with those who intend to 
shut down, indicating that neither of these groups have children capable of taking over 
the fi rm. While we do not have enough data to test whether the decision to transfer to a 
child is related to the tax benefi ts of such a transfer, it is interesting to note that in our 
Irish sample 92 per cent of those who expect to transfer to family currently have a capable 
child working in the fi rm. In addition, over half of the owner-managers we interviewed 
who have a capable child intend to transfer the fi rm to that child, 39 per cent intend to sell 
the fi rm and 9 per cent intend to shut down. Of the 39 per cent who have a capable child 
but who intend to sell, most are operating very small fi rms (61 per cent have fewer than 
fi ve employees, 40 per cent have fewer than two employees) in the services sector (88 per 
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cent) and are most likely fi rst generation fi rms (60 per cent have been trading for less than 
30 years).

Table 3: Results of Multinomial Probit for Ireland

Sale
relative to
Family

Sale
relative to

Shutdown

Family
relative to

Shutdown
Age -0.004 -0.009** -0.004
Size -0.023 0.035 0.058**
Sector -1.280* -1.021** 0.258
Gender -0.605 0.771*** -0.166
Exit Plan 0.338 0.569 0.230
Intentions 0.051 0.024 -0.026
Prof/Man 0.028 0.025 -0.002
City -0.001 -0.003*** -0.002
CapChild -1.829* 0.469 2.298*
CapEmploy 0.530 0.394 -0.136
Constant 1.429 0.929 -0.500
N 177
Wald chi2 80.54
P-value 0.0000

Note: *** signifi cant at p-value less than 0.1; ** signifi cant at p-value less than 0.05; * signifi cant at p-value less than 0.01. Estimated 
with robust standard errors.

Having an employee working in the fi rm who the owner-manager views as ‘capable’ of 
taking over the operation of the fi rm has no impact on the owner-manager’s expected 
exit choice. In our sample, 29 per cent of those intending to transfer to family, 35 per cent 
of those intending to sell their business and 18 per cent of those intending to shut down 
currently have an employee who they view as capable of taking over the operation of the 
fi rm. The fact that this variable does not impact an owner-manager’s decision is notable 
since management buy-in (MBI) and management buyout (MBO) are seen as viable transfer 
strategies in many countries (see, for example, Howorth et al., 2004). There are many bene-
fi ts to selecting an MBO, including the reduction in asymmetric information and, therefore, 
better valuation of the fi rm. Our fi ndings suggest that this issue warrants further concern, 
particularly as the Irish government is considering removing the incentive to transfer to a 
family (McBride, 2011) while the European Commission is requesting that a greater effort 
is made to support all possible exit routes (European Commission, 2006).
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CONCLUSION AND POLICY RECOMENDATIONS
Business transfer failure is an international phenomenon (see, for example, studies in 
Belgium: Leroy et al., 2007; Canada: Bruce and Picard, 2006; Netherlands: van Teeffelen 
et al., 2005; the UK: Martin et al., 2002; and the US: Wennberg et al., 2010). The failure 
of businesses to transfer successfully from one generation to another presents a poten-
tial threat to the survival of SMEs and, therefore, to output and employment growth. As 
the number of family business transfers declines worldwide it is important that owner-
managers examine alternative transfer strategies. Since very little is known in the literature 
about what characteristics infl uence an owner-manager’s choice of exit strategy it is diffi -
cult to develop policies which will enable viable businesses to transfer successfully. This 
paper attempts to address this void. 

In Ireland, we fi nd that owner-managers who expect to transfer their business rather 
than shut it down are more likely to be operating younger fi rms, larger fi rms, service sector 
fi rms and fi rms located closer to the capital city, and be female. In Scotland this set of 
owner-managers are more likely to be operating larger fi rms, be male, have an exit plan, 
have founded their fi rm for pecuniary motives, and be located closer to the capital city. 
Each of these variables is independent of each other and a fi rm would not have to display 
all characteristics in order to be more likely to transfer.

Our research raises awareness about the factors that impact the small business owner-
manager’s expected choice of exit mode and may serve as the prelude to future research 
activities. If viable small fi rms are to survive to the second generation and beyond it is 
critically important for academic researchers, business consultants and small business 
owner-managers to understand how the succession process unfolds. Succession is not an 
accident or an event but a sophisticated process occurring over a long period of time. It is a 
long-term dynamic issue that requires an ability to adapt constantly in the light of evolving 
circumstances. 

Future research needs to look at ways of raising awareness of the importance of succes-
sion planning among SME owners. It is also important that nascent entrepreneurs are made 
aware of the opportunities and advantages of purchasing an existing business rather than 
starting a business from scratch. Policy makers have an educational and advisory role to 
play: they could make owner-managers of older fi rms and smaller fi rms more aware of the 
potential exit choices available to them. Consideration should be given to the idea of one-
stop shops, mentoring processes and self-analysis toolkits. One-stop shops, for example, 
could give out information on all aspects of the transfer process and could signpost people 
on to relevant intermediaries. 
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ENDNOTES
1 An analysis of variance (ANOVA) test provides a statistical test of whether or not the means of several groups are equal. 

In this case, it tests whether the mean number of family transfers is the same in Ireland and Scotland, whether the mean 
number of sales is the same in Ireland and Scotland and whether the mean number of shutdowns is the same in Ireland 
and Scotland.

2 A multinomial probit estimation (MNP) technique is adopted as MNP does not impose the independence assumption. 
Arrow (1951) identifi ed the importance of the independence of irrelevant alternatives (IIA) property. Th e idea is that if 
the chooser is comparing two alternatives according to a preference relationship, the ordinal ranking of these alterna-
tives should not be aff ected by the addition or subtraction of other alternatives from the choice set. Specifi cally, the ratio 
of choice probabilities for any two alternatives does not depend on the characteristics of any other alternatives. Th e 
logistic model does not estimate substitution patterns across choices well.
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Good Strategy/Bad Strategy: The Difference and Why It Matters
Richard Rumelt

London: Profi le Books, 2011

BRIAN HARNEY*

Strategy is in trouble: noted shortcomings include a failure to anticipate the fi nancial crisis, 
exposed defi ciencies in its economic heritage, and once lauded companies succumbing 
to complacency and inertia (e.g. Nokia and Kodak). In addition, the language of strategy 
(mission, vision, objectives, etc.) has become increasingly empty, promoting convergence 
and similarity as opposed to divergence and uniqueness. According to Rumelt, the real 
problem is not that companies are getting strategy wrong but that they ‘aren’t getting it 
all’ (Hill, 2011). With a 40-year track record and McKinsey’s designation as ‘strategy’s 
strategist’, Rumelt commands attention when discussing issues of strategy. His contribu-
tions are not known for their regularity (there is a 37-year interval since his last strategy 
text) but, critically, they are known for their impact. Conceptually, Rumelt’s (1979) work 
unpacking the dynamics of strategy evaluation is still a classic. Empirically, Rumelt (1982) 
was one of the fi rst to demonstrate a relationship between corporate strategy and profi t-
ability. His 1991 paper ‘How Much Does Industry Matter?’ provided the much needed 
empirical impetus for the resource-based view of the fi rm, indicating that the character-
istics of individual fi rms were actually more predictive of profi tability than traditionally 
assumed industry characteristics (Rumelt, 1991). The implication was that being good at 
what you do mattered a lot more than what industry you were in. This theme is trans-
ferred to Good Strategy/Bad Strategy, and here it is clear that ‘good strategy’ is the exception, 
while its antithesis is the rule. So how does the distinction between good and bad strategy 
play out?

* Leadership, Innovation and Knowledge Research Centre (LInK), DCU Business School, 
Dublin City University
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BAD STRATEGY 
In Part 1 of the text Rumelt explores the hallmarks of ‘bad strategy’. First up is a failure to 
face the problem at hand. Here Rumelt injects a sense of realism, arguing that strategy does 
not equate to ‘a list of things you wish would happen’ (p. 43). Too often companies under-
stand strategy as constituting stretch goals which focus on ideal states of affairs instead 
of directly identifying and analysing the obstacles in their path. As Rumelt puts it, ‘you 
can’t discern the elephant studying the plan because the plan doesn’t mention it’ (p. 42). 
A second error is mistaking goals for strategy. Frequently, ambitious goals are presented 
without any in-depth consideration of the means by which they will be achieved. In 
contrast, Rumelt poses the critical question ‘What has to happen?’, highlighting that stra-
tegic objectives should address a specifi c process or accomplishment. In this way, ‘strategy 
is like a lever that magnifi es force’ (p. 46). Related, a third hallmark of bad strategy is fuzzy 
or bad strategic objectives. These occur when objectives fail to address critical issues, when 
they are multiple and confused (‘dog’s dinner objectives’), or when they are impracticable. 
It follows that a successful leader’s job is to constantly adjust the bridge between goals 
(broad) and objectives (more operational) to ensure a viable pathway. The fi nal hallmark 
of ‘bad strategy’, which arguably is common to the previous three, is the notion of ‘fl uff’; 
that is, ‘a restatement of the obvious, combined with a generous sprinkling of buzzwords 
that masquerade as expertise’ (p. 37). Here bland, ubiquitous statements are presented as 
if they were decisive insights. Making his point, Rumelt (p. 67) provides a tongue-in-cheek 
template for this task: 

The Vision: Fill in your vision of what the school/business/nation will be like in the future. Cur-
rently popular visions are to be the best or the leading or the best known.

The Strategies: Fill in some aspirations/goals but call them strategies. For example, ‘to invest 
in a portfolio of performance businesses that create value for our shareholders and growth for our 
customers’.

This is an important point, as one of the unspoken problems of strategy is a vocabu-
lary made up of high sounding words and poetic turns of phrase which arguably serve 
to conceal meaning rather than reveal it (Caulkin, 2011). This ambiguity may even be 
purposeful, serving to hide impractical objectives or uncertainty as to future direction (p. 
37). The vocabulary of strategy is also used as a fl awed, retrospective explanatory logic 
such that ascribing the success of companies such as Ford and Apple via concepts like 
‘vision’ serves as a ‘radical distortion of history’ (p. 74). But if bad strategy is so bad what 
explains its dominance? For Rumelt the answer is clear: a failure by top management to 
work hard and make tough choices, the legacy of ‘fi ll in the blank’ strategy templates, and 
a fl awed reliance on a positive mind set as a basis to succeed (see Ehrenreich, 2009). The 
‘bad strategy’ criticism may seem harsh, but recent global events and the downfall of once 
great companies render it justifi ed. But what then is the alternative put forward that consti-
tutes ‘good’ strategy? 
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ENTER GOOD STRATEGY AND SOURCES OF POWER 
Rumelt’s saviour is a strategy that has at its core the ‘discovery of critical factors in a situa-
tion, and designing a way of co-ordinating and focusing actions to deal with those factors’ 
(p. 2). In essence, ‘good strategy’ involves an honest acknowledgement of challenges and a 
means to overcome them in a cohesive manner. The driving logic is one of focus; strategy 
constitutes a ‘cohesive response to a challenge’ (Rumelt, 2009: 35). This perspective moves 
strategy beyond simplistic, dreamy visions of success to honestly acknowledge challenges 
and barriers. Rumelt captures this importance succinctly with the observation that ‘all 
analysis starts with the consideration of what may happen, including unwelcome events. 
I would not care to fl y in an airplane designed by people who focused only on an image 
of a fl ying airplane and never considered models of failure’ (p. 76). Thus strategy does 
not equate to buzzwords, slogans, plug and play solutions or fi nancial goals. Instead the 
‘kernel’ of good strategy includes diagnosis, which explores the nature of the challenge; 
a guiding policy – the overall approach chosen to overcome the obstacles identifi ed; and, 
fi nally, coherent action which equates to coordinated steps to enable accomplishment of 
policy. Strategy is thus a mixture of argument and action which focuses attention and ulti-
mately resources on some objectives at the expense of others. Based on these criteria few 
organisations are said to have a strategy, let alone a good one. The latter half of the text 
unpacks this logic by exploring a number of fundamental sources of power used in good 
strategies. These include leverage, proximate objectives, chain-link systems, design, focus, 
growth, advantage, dynamics, inertia and entropy. Rumelt argues that, having identifi ed 
the critical issues, talented leaders use these pivot points to multiply the effectiveness of 
effort. 

THE GOOD, THE BAD AND THE …? 
This text is written in an extremely engaging style and user-friendly tone, balancing 
academic insight with practical understanding. Drawing upon ‘hard-won lessons of a life 
time experience of strategy work’ (p. 4) means that Rumelt offers an authoritative voice. 
This is reinforced by the wealth of in-depth examples deployed, stemming from politics to 
sport, from the ancient to the modern and from classic companies to corner stores. Notably, 
these include some of Rumelt’s own tales from the battlefi eld drawing upon personal 
conversations with Steve Jobs and Andy Grove. Some might argue that the good strategy/
bad strategy contrast is somewhat simplistic and a little forced, but this could also be read 
as an application of the logic of simplicity and focus which underpins the text. That said, 
the second section of the book, which explores sources of power, lacks focus of the kind 
Rumelt himself would prescribe. The ten chapters in this section cover a diversity of topics, 
from leverage through to system linkages and inertia. While conscious of Rumelt’s desire 
to move away from rigid frameworks and templates, a greater logic or rationale (beyond 
‘generality’ and ‘freshness’ (p. 94)) for sequencing and content would have sharpened the 
analysis and enhanced the application. 

Perhaps somewhat underdeveloped in the text, Rumelt’s argument has major implica-
tions for how strategy c(sh)ould be researched and taught. Indeed, according to Rumelt 
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a key problem in strategy is that ‘systems of deduction and computation do not produce 
new interesting ideas, no matter how hard one winds the crank’ (p. 243). Arguably much 
thinking in strategy is caught in a normal science agenda which privileges the status quo 
both with respect to existing modes of teaching and research. By contrast, the best science 
involves confronting uncertainty, including unwelcome effects and embracing challenge 
(p. 76). This mandates more dialogue and internal conversations and less dogma and 
prescription than is currently the case (Dunne and Martin, 2006). As Rumelt noted some 
time ago, ‘the kind of situations that call for strategic thinking are ill structured, charac-
terised by diffi culty and ambiguity’ (1979: 198). Perhaps the greatest tool the student of 
strategy can acquire ‘is the ability to think about your own thinking, to make judgements 
about your own judgements’ (p. 267).

More critically minded scholars may question if there is a purposefulness and political 
utility stemming from the retention of so-called ‘bad strategy’. Is it likely that challenges 
will be openly confronted and discussed, especially if they threaten certain pockets of 
power? Perhaps it is more likely that top management will verbally articulate the desir-
ability of good strategy, while privately behaving as per the ways of old (Pech, 2001). It is 
also well recognised that ambiguous concepts may serve to promote one agenda, retaining 
a current order while silencing or distancing others. This begs the question of good strategy 
for whom? In Rumelt’s narrow account top management and the corporation seem to reign 
supreme. 

Overall, in writing this text Rumelt has proved that he is one who is not frightened 
to take up the challenges of strategy. It is certainly about time somebody climbed off the 
strategy pedestal and told it more like it is. This book goes some way, shedding the strait-
jacket of prescription to offer a more problem-driven approach to strategising. The focus 
on understanding is much welcomed and is likely to have great practitioner import. In 
advancing ‘good strategy’ some may claim there is really not much that is novel or new here 
– but why should there be? Perhaps our understanding of strategy has simply lost focus. In 
reconceptualising strategy as honestly acknowledging key problems and deciding priori-
ties, before developing coherent solutions, Rumelt has done much to put us back on track. 
Moreover, in so doing Rumelt has deftly combined the many faces of strategy –  Porterian 
focus, Grove/Gladwell’s infl ection/tipping points, Druckerian hard graft – wrapped in 
a mode of questioning and learning that Mintzberg would be sympathetic towards (see 
Rumelt, 1996). Early in the text Rumelt notes that ‘a hallmark of true expertise and insight 
is making a complex subject understandable’ (p. 40). With Good Strategy/Bad Strategy there 
is little doubt he has achieved this task. It is now for others to understand the difference 
and why it matters. 
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Never doubt that a group of thoughtful committed citizens can change the world. 
Indeed it’s the only thing that ever has (p. 32).

This poignant quote underpins the sustainable journey of McKenzie-Mohr et al. Social 
Marketing to Protect the Environment is a thought-provoking and inspiring book, which is 
an apt and well articulated ‘bible’ for social actors who are actively involved in or engaged 
with sustainability and environmental protection. In the fi rst of its kind, McKenzie-Mohr 
et al. have endeavoured to fi ll two ‘missings’ in the market. First, there have been relatively 
few academics concerned with ‘infl uencing behaviours to protect the environment’ (p. xii). 
Secondly, the literature concerning environmental protection is academically oriented, and 
fails to fi nd a ‘variety of solid case examples using social marketing to infl uence environ-
mental protection behaviours – especially ones that involved audience research, utilized 
more than communications and advertising, and included rigorous evaluations confi rming 
success’ (p. xii). Environmental issues such as global warming, recycling, water consump-
tion, energy use and CO2 emissions are rampantly becoming such complex policy issues 
that they are now being perceived as ‘wicked’ problems to governments across the globe 
(Roberts, 2000; Australian Public Service Commission, 2007). Now more than ever, political 
leaders need to think outside of the box and see the world through the consumer’s eyes.

McKenzie-Mohr et al. interconnect for the fi rst time a social marketing model with a 
community-based social marketing (CBSM) model to produce solutions and experiences, 
which affect more than just awareness and attitudinal change, but envelop behavioural 
changes that ‘benefi t society (public health, safety, the environment, and communities) 
as well as the target audience’ (p. 4). McKenzie-Mohr et al. postulate that behaviour 
change is central to the pursuit of sustainability. Social Marketing to Protect the Environment 
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details how to use community-based social marketing to motivate environmental protec-
tion behaviours as diverse as water and energy effi ciency, alternative transportation and 
watershed protection. The authors, in assimilation, provide an outstanding platform for 
the current generation and the next generation of sustainability advocates and activists, 
through the integration of academic-oriented concepts and models with action-oriented 
case studies from around the world. The global cases illustrate how community-based 
social marketing can be harnessed to foster more sustainable communities. 

OVERVIEW OF THE BOOK
Social Marketing to Protect the Environment comprises four sections. The fi rst section encapsu-
lates the introduction which underscores fostering sustainable behaviour. McKenzie-Mohr 
et al. argue that the cornerstone of sustainability is behaviour change. The authors critique 
past initiatives regarding sustainable behavioural change as being overly reliant on ‘large-
scale information campaigns that utilise education and/or advertising to encourage the 
adoption of sustainable actions’ (p. 3). It is widely accepted that social marketing is much 
more than social propaganda (O’Shaughnessy, 1996) and CBSM, according to the authors, 
provides an attractive alternative to information-intensive campaigns for the design of 
programmes to foster sustainable behaviour. This section advocates a fi ve-step model 
to CBSM which underpins the subsequent sections of the text, ‘laying bare the essential 
steps of the process, simply and clearly, so that others can understand and apply them’ 
(p. xi). Sections 2 and 3 examine the residential and commercial sectors respectively, 
where McKenzie-Mohr et al. provide 24 case studies from around the world, illustrating 
successful environmental campaigns with regard to infl uencing more sustainable life-
styles. Every chapter in Sections 2 and 3 begins by presenting an environmental challenge 
and exploring the nature of the problem and relevant environmental trends. The chapters 
proceed to explore potential behaviour solutions that could be used to address the relevant 
environmental problem, whilst incorporating two to three cases which highlight examples 
of ‘what works’ in addressing the particular environmental challenge under considera-
tion. Section 4 is the most promising facet to the book where the authors deviate from the 
mid- and down-stream levels of action-oriented cases, where the focus is on individual 
behaviour change such as bringing a reusable mug to work, carpooling and not throwing 
cigarette butts or chewing gum on the street, to recommendations for upstream ‘federal, 
state/provincial agencies and those working at the municipal level’ (p. 221), encapsulating 
for the fi rst time a total market approach to environmental issues in a social marketing book. 

INFLUENCING BEHAVIOURS IN THE RESIDENTIAL SECTOR 
McKenzie-Mohr et al. detail thirteen cases relating to sustainable issues such as reducing 
waste, protecting water quality, reducing emissions, reducing water use, reducing energy 
use, and protecting fi sh and wildlife habitats in the residential sector. The authors, acutely 
aware of the defi ciencies of CBSM, choose case studies which target a variety of behav-
iours simultaneously, as opposed to strategies that tackle one behaviour at a time, which 
is a common criticism of the CBSM model. More specifi cally, McKenzie-Mohr et al. detail 

IJM2012.indb   134IJM2012.indb   134 24/02/2012   16:14:5224/02/2012   16:14:52



IRISH JOURNAL OF MANAGEMENT                                                                                                         135 

in a case how EcoTeams in the United States, Netherlands and United Kingdom designed 
water effi ciency programmes targeting households, but the programme could also extend 
to church groups, civic organisations and workplaces. The desired behaviours targeted 
included turning off faucets when not in use, washing full loads of dishes, installing water-
effi cient showerheads, fi xing leaks and reducing lawn watering. 

The authors also examine an ‘impressive work plan for audiences downstream 
(consumers), midstream (purveyors such as restaurants, food service companies, grocery 
stores and fi sh markets) and upstream (wholesalers and the fi shing/aquaculture industry)’ 
(p. 120) in a case relating to Seafood Watch in Monterey, California. The authors argue that 
had behavioural change been concentrated in one sector of society the outcome would not 
have been as successful. The authors ascertain that the integration of efforts by consumers, 
restaurants, fi sh markets and the fi shing/aquaculture industry resulted in the concreti-
sation of the programme’s success in assisting conservation efforts through sustainable 
seafood choices. Each of the residential cases selected by the authors critically analyses the 
benefi ts, barriers and success factors to sustainable behaviour, acting as guiding mecha-
nisms to residential environmental practitioners. 

INFLUENCING BEHAVIOURS IN THE COMMERCIAL SECTOR
McKenzie-Mohr et al. again respectively tackle the sustainability issues of reducing waste, 
protecting water quality, reducing emissions, reducing water use and reducing energy 
use, but this time the cases are applied to the commercial sector. The authors, through the 
depiction of eleven compelling cases, outline the triple win strategy. The authors present 
a win-win-win situation, where there is a win for the change agent, the corporation and 
the environment. Refl ectively, the authors are not constricted to successful cases; they 
pinpoint the shortcomings of some cases and review what was effective and what could be 
more effective, elucidating to practitioners how programmes after evaluation may require 
refi nement and improvement for future applications.

THE ‘SUSTAINABLE’ FEATURES OF THE BOOK
In keeping with the theme of the book, the sustainable features of Social Marketing to Protect 
the Environment are numerous. First, McKenzie-Mohr et al. have superbly compiled an 
extensive action-oriented book for environmental practitioners and enthusiasts. Second, 
the authors have certainly achieved their objective of defying the ‘missings’ of environ-
mental issues and credible evidence-based cases from previous literary books and articles 
in social marketing. Third, the authors have not only overcome the research caveats, but 
they have produced an excellent resource for upstream stakeholders at policy, regula-
tory and agency levels in society. The application of the fi ve-step model of CBSM to each 
chapter makes the read captivating and informative. In addition to the value of the cases to 
sustainability programme developers, the fi nal section dedicated to upstream stakeholder 
levels, which embraces the public, practitioners, social advocates and policy makers, simul-
taneously ‘enables social marketing to fi nally live up to its fullest potential with regard to 
promoting more sustainable communities’ (p. xi).
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LIMITATIONS TO THE ‘SUSTAINABILITY’ OF THE BOOK
McKenzie-Mohr et al. provide a comprehensive examination of 24 environmental cases; 
however, the authors assume a reader’s prior knowledge of social marketing and CBSM. 
It is advisable that all readers use this action-oriented book in conjunction with a theo-
retically immersed social marketing book in order for practitioners and academics alike to 
understand and grapple with the theoretical underpinnings of Social Marketing to Protect 
the Environment. In continuance with this limitation, graduates studying social marketing 
would also need to study a theoretical social marketing book to fully appreciate and value 
the cases examined by McKenzie-Mohr et al. Another limitation is the brief discussion in the 
fi nal section relating to upstream stakeholders at policy and regulatory levels. McKenzie-
Mohr et al. suggest that federal/state/provincial agencies have an important role to serve 
as a clearinghouse for effective programmes but this section lacks depth and specifi city, 
and the authors do not necessarily reveal any new solutions or recommendations on how 
to incorporate the upstream macro-environmental level more effectively in environmental 
protection programmes. This aspect of the book could be more meaningfully developed.

CONCLUSIONS
Overall, this book offers invaluable advice to ‘current and future practitioners charged 
with infl uencing behaviours to protect the environment’ (p. xii). In addition to practi-
tioners, the book is also an insightful and explorative read for policy makers, regulators 
and academics. The fruitful blending of social marketing with CBSM has paved the way for 
continued theoretical and conceptual advances in social marketing. McKenzie-Mohr et al., 
as dedicated social marketers, have integrated and intertwined academic-oriented knowl-
edge with practical action-oriented cases, illustrating how complex ‘wicked’ problems can 
be deconstructed, achieving sustainable behavioural change for individuals, communities, 
societies, economies and nations worldwide.
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