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alertness (EA), risk-taking and profitability of micro-sized
firms. The direct effects of entreprencurial alertness on
profitability, risk-taking on entrepreneurial alertness and
the moderating mechanism of risk-taking are assessed.
This research uses surveys completed by micro-sized
firms in Ghana. Hypotheses were developed based on the
literature review and were validated using data from 150
firms. It was observed that entreprenecurial alertness has
significant influence on the profitability of microfirms.
Similarly, risk-taking has a predictive impact on
entreprencurial alertness. The connection between
entrepreneurial alertness and profitability is not enhanced
when risk-taking is added as a moderator. Theoretically,
our paper adds to the entrepreneurship literature by using
the contingency theory to explain the moderating impact
of risk-taking on the entrepreneurial alertness-

profitability relationship. Further, the study informs
entrepreneurs in developing countries who operate in
challenging and volatile business environments of the
importance of alertness and risk-taking to profitability.
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Introduction

Nowadays, entrepreneurial alertness has emerged as a crucial factor for firms' success,
especially microfirms. Entrepreneurship creates jobs, wealth, and economic growth
(Nwachukwu et al., 2017). In this context, entrepreneurial alertness enables firms to create
value from opportunities. These value-creating activities could be in terms of creating new
products or establishing a new venture. Roundy et al. (2017) posit that alertness focuses on
entrepreneurial opportunities that others cannot see but that is obvious to those who are alert.
Most of the studies on entrepreneurial alertness focused on organizational outcomes in
developed economies (e.g.Amato et al., 2016; Uy et al., 2015). Empirically, the literature
relating entrepreneurial alertness to performance (especially profitability) in developing
economy contexts is lacking (Adomako et al., 2018).
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Following Zahra (2007), “context is important in entrepreneurship theory
development’. Thus, it is crucial to investigate the subject from a developing market
perspective to enhance the understanding of the entrepreneurial alertness-profitability
relationship. Risk-taking entails the uncertainty that emerges from behaving entrepreneurially
(Donkoh & Nwachukwu, 2018). Research on the risk-taking-performance relationship is
mixed. For instance, (Karacaogl et al., 2013; Jalali et al., 2014; Anlesinya et al., 2015) reported
positive relationship, whereas (Glirbiiz & Aykol, 2009; Hughes & Morgan, 2007) suggest
otherwise. Additionally, the survey of previous literature suggests that the direct impact of risk-
taking on entrepreneurial alertness is relatively unknown. Likewise, the moderating mechanism
of risk-taking on entrepreneurial alertness and profitability is unclear. Besides, authors respond
to other researchers‘call (e.g. Montiel-Campos, 2018; Lee et al., 2011) that passion and
alertness should be examined with other variables within the entrepreneurial process. Indeed,
risk-averse firms may not be willing to take advantage of opportunities in their environment.
Arguably, risk-taking may constrain or enhance entrepreneurial alertness to opportunities. It is
proposed that the ability to take risks (risk-taking) may strengthen the relationship between
entrepreneurial alertness and profitability in microfirms located in developing markets. Given
that the direct impact of entrepreneurial alertness and the moderating effect of risk-taking on
profitability in developing countries, especially Ghana is relatively unknown. Moreover,
profitability is important for microfirms‘ sustainability. Thus, this study is timely and relevant.
It is important therefore to address this gap. Thus, this paper fills the gap in entrepreneurship
research by proposing that risk-taking dimension of entrepreneurial orientation could help
explain the connection between entrepreneurial alertness and profitability. Therefore,
examining the impact of entrepreneurial alertness on profitability, risk-taking on
entrepreneurial alertness and the moderating role of risk-taking in the relationship between
entrepreneurial alertness and profitability can provide useful insights on this important research
issue in firms. The positive impact of microfirms on developed and developing economies is
well documented in the literature. Thus, examining this research issue in microfirms will
provide insights into entrepreneurial alertness, risk-taking, profitability relationship and the
implication it holds for developing economies and Ghana in particular. The paper is structured
as follows. The theoretical foundation and overview of the literature on entrepreneurial
alertness and risk-taking, and the research hypotheses are presented. Next section reveals the
methodology used. The section following presents the research results. The research findings
and relevant contributions to theoretical knowledge, managerial practice, limitations and
suggestions for future research are presented in the final section.

1. Literature review

From the resource-based theory RBT perspective, entrepreneurial alertness can drive
the profitability of micro firms. The RBT suggests that resources are assets owned or controlled
by entrepreneurs to sense and seize market opportunities (Wade & Hulland, 2004). Firms can
create economic value using a bundle of well-managed resources (Nwachukwu et al. 2018).
These resources are unique and are not the same among entrepreneurs (Helfat & Peteraf, 2015).
The difference in performance is explained by entrepreneurs’ ability to create, improve and
change resources (Teece, 2012; Zahra et al., 2006). In light of this, authors align with the
submission of (Helfat & Peteraf, 2015; Messersmith & Wales, 2013) that alertness is a cognitive
resource that enables entrepreneurs to identify opportunities before others. Superior
performance is likely to depend on an entrepreneur's ability to leverage opportunity before
others (Teece, 2012) and not by just possessing cognitive resource (Adomako et al., 2018).
Arguably, increased alertness may lead to better profits on the assumption that alert
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entrepreneurs can optimize business opportunities before others (Shane & Venkataraman,
2000). By taking advantage of a new market opportunity, an alert entrepreneur can create value
and enhance micro-sized firm profitability. Contingency theory CT suggests that contextual
factors are important in understanding the effect of independent on dependent variables (e.g.
Chandler, 1962). Empirically, the CT has been used to explain the moderation mechanism of
risk propensity (Cui et al., 2016), organizational structure (Nwachukwu & Chladkova, 2019),
networking capabilities (Adomako et al., 2018), policy (Nwachukwu et al., 2020);
environmental munificence (Canan & Dursun, 2015); and employee satisfaction (e.g. Fadeyi et
al., 2018). Authors reason that entrepreneurial alertness in profitability context may differ due
to risk-taking. The CT is an appropriate theory to explain the interaction effects of risk-taking
in the relationship between entrepreneurial alertness and profitability of micro firms. Arguably,
the link between entrepreneurial alertness and profitability may be enhanced by the risk-taking
behaviour of an entrepreneur.

Entrepreneurial alertness

Entrepreneurial alertness enables an entrepreneur to identify and exploit opportunities
ahead of others and exploiting opportunities will lead to entrepreneurial profit (Alvarez &
Barney, 2007). Alertness denotes a “state of mind* that is always open to spotting opportunities
(Valliere, 2013). Gaglio and Katz, (2001) contend that alert entrepreneurs are able to look for
changes in the business environment, identify and optimise opportunities. Kirzner (1979)
asserts that alertness is the ability of an entrepreneur to exploit entrepreneurial opportunities
and offer new products or services to the market. Kirzner (1999) submitted that alertness can
add value to a business because it assists entrepreneurs to recognise trends and opportunities
that others overlooked. Arguably, entrepreneurs may recognize an opportunity in their business
environment, but profitability can only be achieved when they act to leverage the opportunity
before competitors (Shane and Venkataraman, 2000). Roundy et al. (2017) opined that alert
entrepreneur decision making process can influence performance. Entrepreneurs in Ghana may
hardly spot and leverage opportunities because of a low level of entrepreneurial alertness
(Adomako et al., 2018). In Ghana, Adomako et al., (2018) found that alertness and networking
capabilities explain the performance of new ventures in Ghana. Arguably, entrepreneurial
alertness through sensing and exploiting entrepreneurial opportunities can influence micro firm
profitability. Authors hypothesize;

H1. Entrepreneurial alertness will lead to higher profitability for micro-sized firms.

Risk-taking and entrepreneurial alertness

Empirically, studies on risk-taking are mixed and inconsistent. Researchers like
Anlesinya et al. (2015), Karacaogl et al. (2013), Jalali et al. (2014) and Neneh (2011),
demonstrated that risk-taking is linked to performance in different contexts. Whereas, Giirbiiz
and Aykol (2009), Hughes and Morgan (2007) found a negative relationship. Risk-averse firms
avoid market opportunities which make them underperform (Hughes and Morgan (2007). Risk-
taking involves identifying and managing risks (Ogunsiji & Kayode, 2010). Cui et al. (2016)
observed that entrepreneurial alertness to ideas significantly influences risk-taking, a measure
of entrepreneurial capabilities. To our knowledge, no study has uncovered the impact of risk-
taking behaviour on entrepreneurial alertness, this informs the reason for scare literature on the
subject. Arguably microfirms that are not risk-averse are able to spot and take advantage of
opportunities ahead of others. On the other hand, risk-averse firms may not be able to exploit
opportunities in their business environment. We hypothesize that;
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H2. Risk-taking has a positive and significant influence on alertness.

Moderating Effect of Risk-taking on Entrepreneurial Alertness and Profitability

The effectiveness of EA and profitability may be contingent on the risk-taking
behaviour of a firm. Cui et al. (2016) affirm that risk propensity moderates the impact of
alertness on business ideas and entrepreneurial capabilities. Arguably, firms that encourage
risk-taking behaviour are better positioned to exploit opportunities, whereas firms that do not
encourage risk-taking may fail to take advantage of business opportunities (Neck &
Manz,1996). Additionally, recognising and exploiting opportunities requires risk-taking
(Kohtamaéki, et al., 2019). Arguably, benefiting from entrepreneurial alertness, micro-sized
firms need moderate to high level of risk-taking. In this context, risk-taking may strengthen or
restrict the effect of EA on the profitability of micro firms. Authors reason that the higher the
risk-taking capacity, the stronger the impact of EA on profitability. The interaction effect of
risk-taking on entrepreneurial alertness and profitability of micro-sized firms in developing
countries such as Ghana will be significant. Authors hypothesized that;

H3. Risk-taking moderate the effect of entrepreneurial alertness on the profitability of
micro-sized firms

Risk-taking

H3

Profitability

H2

Y

Entrepreneurial
Alertness

Figure 1. Research model
Source: Authors, 2020

2. Methodological approach

2.1. Sample data and demographics

This study used data collected from micro-sized firms in the handicraft manufacturing
sector in Ghana. The sector provides a large number of jobs to rural dwellers during “’off-
farming seasons’’ (Essabra-Mensah, 2017). Ghana is a leading country in Africa in terms of
GDP growth rate (8.14%) (The World Bank, 2017). Data collection took place from December
2019 to February 2020 at the Art centre and Oxford street, Osu in the Greater Accra region.
The locations are popular with tourists who are often the target market. The list of the firms
was retrieved from the Ghana export promotion authority and Ghana chamber of commerce
databases. 200 micro-firms were randomly selected. 150 completed surveys from business
owners were used in the analysis. This represents 75% response rate which is sufficient
(Bryman & Bell, 2015). A sample of at least 30 per group is sufficient for correlational studies
(Bryman, 2004). Hence 150 responses are above the recommended sampling frame. A single
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industry was investigated to avoid the potential noise that may arise from multiple industries
(Kohtamaiki et al., 2019; Parida & Ortqvist, 2015; Patel et al., 2015).

2.2. Measures and analytical approach

Tang et al. (2012) EA scale was adapted and modified to suit our study. Five items were
used to assess entrepreneurial alertness. To measure risk-taking, authors adapted Covin and
Slevin's (1989), which was also used in the work of Donkoh & Nwachukwu, (2018). Three
items were used to evaluate risk-taking. one question was used to measure profitability. Single-
item measures have high predictive validity as multiple question scales (Bergkvist & Rossiter,
2009). Entrepreneurial alertness and risk-taking were evaluated based on respondents'
perceptions. A 5-point Likert scale; ’1 = strongly agree to 5 = strongly disagree’’ was used.
Profitability was assessed using a 5-point Likert scale ranging from °’1 (below average) to 5
(above average)’’. Micro firms in developing countries are characterised by lack of objective
performance data. Thus, the reason for using a subjective measure based on owner's perception.
Computed Cronbach’s alpha (0.74) show that the instrument is consistent and reliable
(Zikmund et al., 2013). The opinion of experts was sought on face validity, comprehensiveness
and coherency of the measurement scale. Correlation analysis was used to evaluate the direction
and strength of the relationship between the variables. Authors used regression to determine the
level of significance and predictability of EA on profitability and risk-taking on entrepreneurial
alertness. Hierarchical regression was used to test the interaction of risk-taking on
entrepreneurial alertness and profitability. (SPSS 25) was employed for data analyses.

2.3. Handling common method bias (CMB)

The owner-managers can give reliable information on the subject. Respondents
anonymity was assured to reduced fear and lack of interest (Conway & Lance, 2010; Podsakoff
et al., 2003). Additionally, ‘’correlations between the variables that is higher than 0.9 indicate
common method bias’’ (Bagozzi et al., 1991). Entrepreneurial alertness and risk-taking have
the highest correlation (0.535), which show that there is no CMB problem (see table 2).

3. Conducting research and results

80 (53.3%) of the firms have between 1 to 10 employees, 46 (30.7%) have between 11-
20 employees, 21 (14%) between 21-30 employees and 3 (2%) have between 31- 40. 96(64%)
respondents have been operating their firms between 0 and Syears, 45 (30%) respondents have
been running their firm between 6 to 10 years, 9 (6%) participants have firms that are between
11- 40-year-old.

Table 1 shows that the respondents agreed with questions concerning entrepreneurial
alertness: “’I am able to identify opportunities for value creation (mean score, 4.05)’’, “’I
develop creative and purposeful ideas (mean score, 3.91)’, ’I develop a vision to turn
opportunities into action (mean score, 4.39)’’,”” I make most of opportunities in my business
climate (mean score, 4.38)’’, “’I assess the consequences and impact of opportunities and
actions (mean score, 4.07)’. In terms of risk-taking, the respondents agreed with the questions
asked: “’I have a strong proclivity for high-return high-risk project (mean score, 4.00)”*, “’1
adopt a bold, aggressive posture in order to maximize the probability of exploiting potential
opportunities (mean score, 4.06)’’, “’I encourage risk-taking behaviours (mean score, 4.06)"’.
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Table 1. Items and their mean and standard deviations

Questionnaire items Mean Std. dev

EAL 4.05 0.915

EA2 3.91 0.983

EA3 4.39 0.969

EA4 4.38 0.967

EA5 4.07 1.041

RT1 4.00 1.129

RT2 4.06 0.899

RT3 4.06 0.899
N = 150, Cronbach alpha = 0.74
Source: Authors, 2020
Table 2. Correlation results
Profitability Entrepreneurial Alertness Risk-taking
Profitabililty
r 1 0.267™ 0.162"
Sig. (2-tailed). 0.001 0.047
Entrepreneurial alertness
r 0.267" 1 0.535™
Sig. (2-tailed). 0.001 0.000
Risk-taking
r 0.162" 0.535™ 1
Sig. (2-tailed). 0.047 0.000
N= 150

Source: Authors, 2020

Table 3. Regression results

Ent. Alertness/profitabilityRisk-taking/Entrepreneurial alertnessEntAlertnessXrisk-taking

R? 0.071 0.286

B 0.267 0.535

F 11.341 59.349

t 3.368 7.704

P-value 0.001 0.000

AR? 0.000
A Sig. 0.999
Durbin Watson 1.900 1.350

VIF 3.579
N= 150

Source: Authors, 2020
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The results presented in Table 3, indicate that () for entrepreneurial alertness on micro-
sized profitability (H1) (B = 0.267, p-value = 0.001), suggest that a greater level of
entrepreneurial alertness leads to higher profitability for micro-sized firms. Entrepreneurial
alertness with (R2 = 0.071) explains only 7% variation in profitability of micro-sized firms.
This implies that other factors not included account for 93% variations in the profitability of
micro-sized firms. Consistent with our expectation, the coefficient value () for risk-taking on
entrepreneurial alertness (Hypothesis 2) is (0.535) with a p-value of 0.000. This result is
significant. Risk-taking has a positive and significant influence on entrepreneurial alertness.
Risk-taking (R2 = 0.286) accounts for 28.6% of variation in entrepreneurial alertness. Other
variables excluded from this study account for 71.4% variations in entrepreneurial alertness.
The interaction effect of risk-taking on entrepreneurial alertness and profitability has a zero
effect and is not statistically significant (A R2 = 0.000, A Sig. = 0.999). This implies that H3,
risk-taking moderate the effect of EA on the profitability of micro-sized firms is not supported.
The effect of EA on profitability is not stronger when levels of risk-taking are higher. The
variance inflation factor (3.579) is less than 5 (Ringle et al., 2015), suggest the absence of
multicollinearity. Also, the Durbin-Watson test range between 1.350 -1.900 indicates the
absence of autocorrelation in our mode.

Table 4. Hypotheses test decision

Hypotheses P-value Remark/decision
H1l 0.001 Accept
H2 0.000 Accept
H3 0.999 Reject

Source: Authors, 2020

Conclusion

This study uncovers the effect of EA on profitability, risk-taking on EA, and the
moderating impact of risk-taking. Findings from the study indicate that entrepreneurial
alertness influence the profitability of micro firms. The results suggest that an increase in the
level of EA can make firms take advantage of entrepreneurial opportunities, which can lead to
higher profitability. It can be argued that identifying and turning opportunities into action
facilitates value creation. As such, for micro-sized firms that want to achieve higher profits,
alertness to entrepreneurial opportunities predicts their profitability. Empirically, this result
aligns with findings of previous related studies (e.g. Roundy et al., 2017; Adomako et al., 2018).
Thus, enhancing the understanding of the importance of alertness to opportunities and
profitability relationship nexus. The results from the study further suggest that risk-taking
behaviour enable firms to spot and seize entrepreneurial opportunities ahead of others.
Furthermore, firms that adopt bold and aggressive positions can leverage entrepreneurial
opportunities. In developing countries such as Ghana, the business climate is characterized by
high level of uncertainties and risks. In such a context, firms with risk-taking capacity may be
able to see opportunities and take necessary action ahead of their peers. This result affirms the
claim of Hughes and Morgan (2007), who reported that risk-averse firms are not able to exploit
market opportunities, which lead to poor performance. Furthermore, risk-taking does not
moderate the entrepreneurial alertness-profitability nexus. Thus, the effect of EA on
profitability is not enhanced when risk-taking is added as a moderator.
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Theoretical contributions

The study has contributed to the debate on entrepreneurship as it has shown how
entrepreneurial alertness contributes to improved micro-sized firm profitability as well as how
risk-taking contributes to entrepreneurial alertness. Additionally, this study enriches
entrepreneurship literature by using the CT to investigate the moderating role of risk-taking on
the entrepreneurial alertness-profitability relationship. In light of Resource-Based Theory, EA
IS a cognitive resource that influences the profitability of micro-sized firms in Ghana. Indeed,
the study provides insight into the direct benefit of risk-taking on entrepreneurial alertness.

Study implications

This study has implications for entrepreneurs in developing countries who operate in
challenging and volatile business environments. Entrepreneurs in countries like Ghana can use
entrepreneurial alertness and risk-taking to improve their profitability. A high level of alertness
to opportunity is a predictor of micro-sized handicraft manufacturing firms profitability in
Ghana. By recognising the importance of alertness to entrepreneurial opportunities, firms can
achieve higher profitability. Additional, micro firms should give attention to hiring people who
can assess and leverage the opportunities in their environment. The idea that risk-taking is
directly related to alertness to entrepreneurial opportunities should be of interest to micro firms
in Africa especially Ghana. Micro-sized firms should encourage risk-taking behaviour that can
make them optimise opportunities that others fail to spot. On the other hand, less attention to
entrepreneurial alertness may lead to poor profitability. This result suggests that the route
between entrepreneurial alertness and firm profitability is straightforward in practice.

Limitations and future research

The limitations in the current paper provide an opportunity for more research. First, the
study was conducted in a single industry and single country (micro-sized handicraft
manufacturing firms in Ghana), which make it difficult to generalize the results across
industries and countries. Nonetheless, future studies should focus on other industries and
countries. Second, the study's relied on perceptual measures to operationalise the profitability
of micro firms. Access to reliable objective secondary data in the context of micro-sized firms
in developing countries is not available. Nevertheless, the entrepreneur's perception of
performance is considered an important measure of performance (Powell, 1992). Scholars may
use objective data to measure profitability where such data exist. Additionally, future studies
should continue to test the effects of entrepreneurial alertness on other performance variables
such as sales growth, market value etc. Researchers should continue to search for other
moderating and mediating variables that can provide insights into the entrepreneurial alertness-
performance connection. Finally, researchers should give attention to entrepreneurial alertness
and risk-taking, especially in the micro to medium-sized firms..
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