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Abstract of Dissertation 

The Entrepreneurial Esquire:  
Entrepreneurial Climate as a Mediator Between Transformational Leadership and 

Performance in Law Firms  
 

The profession of law, a perennial linchpin of global commerce, currently faces a 

profound crisis in terms of both its economic model and its professional identity. This 

study proposes that contrary to their staid, conservative traditions, law firms that possess 

a firm-wide entrepreneurial climate will be more likely to thrive amid this crisis. 

Specifically, this study examines the hypothesis that entrepreneurial climate (conceived 

here as an amalgam of entrepreneurial orientation, corporate entrepreneurship, and open-

systems organizational climate) mediates the relationship between transformational 

leadership and performance in law firms.  The analysis of data collected from the 

reclusive legal industry provides support for this central hypothesis, and several academic 

and practical implications are discussed. 
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CHAPTER 1: 
 
 

INTRODUCTION 
 

 When I graduated from law school I chose to work at a particular 
large law firm because of the leadership of a single partner. Through 
previous internships I had worked with several partners who focused 
exclusively upon accumulating billable hours, yet one partner took 
the time to lead and instill vision in even the most junior associates.   
As a mere summer intern, he invited me to join a new team that he 
established in response to a recently passed body of financial 
legislation. He assembled a group of mid- and junior-level associates 
and explained to us that we were to develop a focused expertise and 
then use that expertise to innovate a new set of services in response to 
the legislation.  He intended to produce new deliverables and 
marketing pieces to demonstrate our cutting-edge expertise, and 
expressed his intent to leverage that expertise into new clients.  At the 
time I was merely a summer intern, yet he committed time to my 
development and laid forth a vision for the development of new and 
innovative services.  

 
 
 The above vignette begs the question, how does innovation and entrepreneurial 

initiative manifest itself in professional service firms? Perhaps even more importantly, 

how do professionals such as attorneys foster an entrepreneurial firm climate and how 

does this climate impact performance? These questions have yet to be explored, and the 

answers to them grow increasingly important to a professional services industry that is 

both economically vibrant and organizationally unique. 

 The professional services industry consistently ranks as one of the world’s 

strongest and fastest growing sectors.  Over the past two decades professions such as law, 

accounting, and management consulting, have grown by over 10 percent worldwide, 
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while traditional sectors such as manufacturing and agriculture have declined (Suddaby, 

Greenwood and Wilderom, 2008).  Nowhere is this more pronounced than in the US, 

which in recent years has been transformed from a manufacturing-based economy into a 

service-based nation.   

 Professional services firms (PSFs) not only play a vital role in the US and global 

economy, but also possess distinctive managerial organizational characteristics that set 

them apart from traditional forms of business. The services provided by PSFs are highly 

specialized and knowledge specific, a fact that makes the individual professionals 

employed by the firm its most valuable asset.  In addition, most professions operate 

within firmly established frameworks of professional regulation that impose the dual 

burden of achieving commercial success while promoting their client’s non-commercial 

interests.   On balance PSFs require far less physical plant, capital and equipment than 

traditional firms, largely freeing professional firms from the need for outside investors 

and managers.  This freedom from outside managers results in an industry in which firm 

owners not only direct firm strategy, but also continue to practice their profession and 

directly mentor new employees and lead practice groups.  These and other aspects 

combine to form a distinct business industry facing a set of challenges and opportunities 

that is altogether different from non-professional firms. 

 This dynamic may suggest that professional service firms function within a staid 

industry.  The very nature of prototypical PSFs, such as law and accounting firms, require 

them to abide precedents, self-regulate their conduct, and adhere to professional 

obligations of their clientele that deviate from their pursuit of profit.  In addition, the 

unique regulatory schemes imposed upon some professions limit their ability to obtain 
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outside investors and advertise freely.  On its face, these limitations paint a picture of a 

sector with relatively little room for innovation and creativity. 

However, rather than stymie innovation, these unique aspects may actually 

necessitate entrepreneurial behavior.  PSFs must continually adapt to both the changing 

marketplace, as well as a constantly evolving regulatory framework.  In addition, 

professional employees, who are the most prized asset of such firms, possess transferable 

skill-sets and devoted clientele, which serve to increase career mobility and increase the 

risk of organizational turnover.  These industry constraints require an agile and adaptive 

organizational structure and leadership.  In essence, these characteristics suggest that an 

industry traditionally viewed as resistant to innovation may actually depend upon 

entrepreneurial initiative for its survival.   

 Leadership and innovation may take on heightened importance given recent 

economic turbulence.  While professions such as law have been long been considered 

recession-proof, the recent economic downturn has placed clients in a stronger bargaining 

position and forced law firms to re-examine their business models (Burk & McGowan, 

2010). The ability to optimize professional performance through effective leadership and 

entrepreneurial initiative may prove critical given the crisis in which professions now 

find themselves (Richard, 2011). 

 A key unanswered question, then, is how this entrepreneurial climate manifests 

itself within the professional service firm context.   An organization’s climate is 

behaviorally oriented, and has been defined as employees’ shared perceptions of 

organizational events, practices and procedures (Patterson, et al., 2005).  As such, an 
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organizational climate for creativity and innovation may represent employee perceptions 

of firm practices and procedures that support creativity and innovation (Patterson, et al.).  

In this study, entrepreneurial climate (EC) may be defined as employee’s shared 

perceptions of firm practices and procedures that support entrepreneurial behavior within 

an organization.  In accordance with this definition, EC may be viewed as a highly 

innovative and flexible climate consisting of high levels of key entrepreneurship 

indicators, such as entrepreneurial orientation, corporate entrepreneurship and open 

systems climate.  Entrepreneurial orientation refers to a firm-level orientation that 

permeates the decision-making styles and practices of firm employees (Dess & Lumpkin, 

2005).  A significant stream of research suggests that EO encourages a broad range of 

positive organizational outcomes, including firm performance, product innovation and 

new market entry (Rauch, Wiklund, Lumpkin & Frese, 2009; Dess & Lumpkin).   

 Similarly, corporate entrepreneurship may also enhance organizational outcomes.  

Defined as the process in which individuals or groups within an existing organization 

instigate revitalization or create new ventures (Sharma & Chrisman, 1999), corporate 

entrepreneurship (CE) has been shown to positively influence financial performance 

(Zahra and Covin, 1995; Zahra, Neubaum, & Huse, 2000), and corporate competitiveness 

(Lumpkin and Dess, 1996) within non-professional work environments.  

 The phenomena of entrepreneurial orientation and corporate entrepreneurship 

align closely with what Patterson, et al. refer to as an open systems climate—an 

organizational climate that embodies reflexivity, innovation and flexibility and has been 

linked to organizational productivity and innovation (Patterson, et al. 2005).  These three 
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constituent elements of entrepreneurial climate collectively define the shared perception 

of entrepreneurial behavior within organizations. 

Despite the potential uniqueness and importance of the entrepreneurial processes 

within PSFs, relatively few studies have examined entrepreneurship and innovation 

within this context (for an exception see Gardner, Anand, Morris, 2008).   Furthermore, 

no studies have yet explored the manner in which such entrepreneurial climate is 

promoted within the professional context. One line of research that has shown promise in 

the non-professional context focuses upon the role that transformational leadership plays 

in enhancing not only firm performance, but innovation and corporate entrepreneurship 

as well (Ling, Simsek, Lubatkin & Viega, 2008).  

 Transformational leadership, exemplified by the lawyer depicted in the opening 

vignette, refers to a charismatic leadership approach that inspires employees and provides 

them with intellectual stimulation and individualized consideration (Bass, 1985).   This 

leadership approach focuses upon instilling organizational adaptability to change as well 

as promoting an attractive, challenging and achievable vision of the future (Eisenbeiss, 

Knippenberg & Boerner, 2008).   

 There is reason to believe that transformational leadership may play an important 

role in encouraging entrepreneurial climate and enhancing performance in the 

professional services industry.  Professional service firms must adapt not only to 

dramatically changing market trends and the shifting demands of their clientele, but also 

to the regulations and ethical considerations of the professions in which they work.  In 

short, amidst the host of uncertain variables faced by professional firms, transformational 
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leadership and the entrepreneurial climate that such leadership inspires may prove vital to 

the sustained performance of PSFs. 

 This study examines the relationship between transformational leadership and 

entrepreneurial climate within the professional service firm context.  In doing so, it also 

examines the impact of each of these phenomena upon performance, and proposes that 

entrepreneurial climate mediates the relationship between transformational leadership and 

performance in a manner depicted in Figure 1.  

 
 
 
Figure 1: Model of Transformational Leadership’s Influence upon Performance and the    
      Mediating Role of Entrepreneurial Climate Professional Service Firms 
 
 
 
 

 

 
 

Transformational 
Leadership 
 
 

 

Performance 
 
 

Entrepreneurial Climate (EC) 
• Entrepreneurial Orientation  
• Corporate Entrepreneurship  
• Open Systems Climate 

 
 

Transformational 
Leadership 
 
 

Figure 1:  Model depicting the relationship between transformational leadership, 
Entrepreneurial Climate and performance within the professional service firm context. 
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Research Questions 
 
 In exploring the above model this study investigates two distinct research 

questions through quantitative methodology.  The research questions this study addresses 

are:  

 
1. Does transformational leadership affect entrepreneurial climate and 

performance in PSFs? 
 

2. Does entrepreneurial climate mediate the relationship between 
transformational leadership and performance in the PSFs? 

 

These research questions are examined through the theoretical establishment of 

hypotheses and the statistical analysis of survey-based data.  By exploring the 

aforementioned research questions, this study provides several academic and practical 

contributions.  First, this study combines important aspects of disparate literature streams.  

Prior research has developed strong theoretical and empirical foundations for the 

constructs of transformational leadership, entrepreneurial orientation and corporate 

entrepreneurship, and this research suggests that these phenomena possess similar 

antecedents and consequences.  This study extends each body of literature by empirically 

connecting these constructs and providing a platform for research involving leadership, 

entrepreneurship and organizational climate. 

 Secondly, this research responds to prior calls for research within the 

entrepreneurship literature.  In particular, this research responds to calls for research 

investigating CE within new and comparative contexts (Dess, Ireland, Zahra, Floyd, 

Janney and Lane, 2003; Phan, Wright, Ucbascaran, & Tan, 2009).  In addition, while 

Patterson’s organizational climate measure has been examined in a hospital setting 
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(Ancarani, Di Mauro and Giammanco, 2011), it has not been examined in other 

professional settings such as law firms.  This study extends the empirical analysis of 

these important constructs into a new and economically important context. 

 Third, this study will provide side-by-side analysis of the similar and competing 

constructs of EO and CE, a comparison that is vital to the further development of these 

constructs.  The literature supporting these two constructs has possessed some overlap 

and on some occasions the two terms and measures have been conflated (Rutherford & 

Holt, 2007).  This study will examine both of these closely-related constructs 

concurrently, and in doing so add to their further refinement and differentiation. 

  The following two chapters will establish the theoretical and methodological 

framework for this study.  Chapter 2 will provide the theoretical foundation for the 

research questions that have been introduced, and will develop a series of hypotheses 

through which to explore the proposed model.  Thereafter, chapter 3 will provide a 

detailed explanation of the methodology utilized in this study.  The description will 

include and explanation of quantitative elements of the study, as well as the samples, 

measures and analytic strategy.  Chapter 4 will provide the results of the data collection 

and analysis.  Finally, Chapter 5 will provide a discussion of the results and propose 

directions for future research.
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CHAPTER 2: 
 

THEORETICAL FRAMEWORK 
 
 

The unique context presented by PSFs suggests that leaders may influence 

performance in a distinct manner, namely via the creation of an entrepreneurial climate.  

The following chapter establishes the theoretical and empirical support for the model 

introduced in Chapter 1.  This chapter opens with an examination of the defining features 

and managerial characteristics of professional service firms. It will then provide the 

theoretical foundations for transformational leadership and its relationship to 

performance.  Thereafter, a thorough discussion of entrepreneurial climate will provide a 

review of the underlying constructs of open systems climate, entrepreneurial orientation 

and corporate entrepreneurship.  Throughout the discussion, a series of four hypotheses 

will be developed to support the connections established in Figure 2.  

 
Figure 2:   Model of Hypotheses supporting the relationship between Transformational    
       Leadership, EC and Performance in the PSF Context 
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Entrepreneurial Climate (EC) 
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Figure 2:  Enumeration of Hypotheses that will be theoretically supported in Chapter 2. 
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Professional Service Firms 
 

 Despite a significant level of research devoted to exploring professional service 

firms, the literature is marked by the glaring lack of generally accepted definition of 

professional service firm.  Academics studying PSFs appear to have little trouble 

extolling long lists of examples of PSFs, but the manner in which they arrive at such a list 

remains an open question.  One prominent researcher on the topic, Von Nordenflycht 

observes that many of the long lists of PSFs listed in academic journals typically end with 

“etc.”, yet no real guidance is provided as to the number or types of firms which would 

extend such lists (von Nordenflycht, 2010).  While there appears to be almost universal 

agreement that the fields of law, accounting and medicine constitute professions, the 

literature purporting to cover PSFs has also intermixed a number of other businesses, 

such as management consulting, architecture, advertising, engineering and research and 

development firms (Greenwood & Suddaby, 2008).   

 In response to this lack of definitional consensus, several authors have taken on 

the issue directly.   As a result, recent strides have been made in crystallizing the defining 

features of PSFs in a manner that may help differentiate professional from non-

professional firms.  In their introductory article to a special issue devoted to professional 

services firms, Greenwood, Suddaby & McDougal (2006) synthesize a number of 

widely-used, prior definitions and distill what they believed to be the central features of 

PSFs.  Specifically, Greenwood, et al., posits that the defining feature of PSFs is that 

professionals working within those firms generate unique output that is intangible, 

encoded with expert knowledge, and customized to the client (2006).   
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 This definition is patently attractive due its broadness and apparent simplicity, but 

ultimately it creates several definitional issues of its own.  For instance, what constitutes 

expert knowledge, and what degree of customization is necessary to qualify as 

professional output?  The answers to these questions vary.  In addition, while this 

definition clearly covers the characteristics of the most widely-accepted professional 

services firms (e.g. law and accounting), it provides little help with those firms on the 

fringe of the professional spectrum.  For instance, Apple utilizes expert knowledge and 

produces some intangible software, but its output targets the masses—does possessing 

two of the three output characteristics qualify Apple as a PSF?  Indeed, one is left 

wondering which of the three output characteristics (or how much of each) is necessary to 

constitute a PSF. 

 While this definition possesses significant shortcomings, it does highlight one key 

feature inherent to PSFs.  Although firm output alone cannot fully define PSFs, the nature 

of a firm’s output is clearly a salient feature must be considered when constructing a 

definition.  Subsequent work builds upon this definition by providing not only a broad 

description of several other defining features of PSFs, but also an answer to some of the 

questions raised above by proposing a meaningful typology for differentiating amongst 

professional firms.  

 In one recent article, von Nordenflycht (2010) synthesized a broad sampling of 

the PSF literature in order to produce a typology of PSFs that clarifies much of the 

aforementioned definitional ambiguity. According to von Nordenflycht, rather than 

creating a dichotomous PSF standard, firms are instead broken down along a continuum 

according to their professional service intensity (von Nordenflycht, 2010).  Professional 



	
  

 12 

service intensity is the degree to which a firm possesses the essential features of PSFs, 

which may be measured by three distinct domains:  knowledge intensity, low-capital 

intensity, and professionalization of workforce (von Nordenflycht, 2010).   In support of 

this typology, von Nordenflycht provides great detail in describing each domain. 

 Knowledge intensity refers the degree to which the firm’s output relies upon a 

substantial body of complex knowledge (von Nordenflycht, 2010, drawing from 

Starbuck, 1992).  This dimension touches on the description of PSF output proffered by 

Suddaby, et al, above, but focuses upon a “person-centric” definition of knowledge 

intensity that may be more aptly thought of as human capital intensity (von 

Nordenflycht).  Essentially knowledge intensity refers to a workforce that possesses and 

utilizes a high level of intellectual knowledge and skill. 

 Capital intensity referees to a firm’s relative reliance upon capital investment and 

support in the execution of its business.  Professional service firms generally possess a 

low level of capital intensity because their reliance upon intellectual capital and 

knowledge-based work typically requires less physical assets such as inventory, 

machinery, and mechanical equipment (von Nordenflycht, 2010; Teece, 2003).   

 A professionalized workforce describes a set of employees who subscribe to a 

professional code of ethics and share a common ideology or set of norms (von 

Nordenflycht, 2010).   Many professions, such as law and medicine, self-regulate the 

professionals within their industry through the implementation of state and national rules 

and licensing requirements (Torres, 1991).  In addition, professional industries commonly 

share an inherited ethos and set of norms that may govern the actions of the professionals 
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within them (von Nordenflycht citing Nanda, 2002).   These factors combine to 

distinguish a uniquely professionalized workforce. 

 With these three dimensions in mind, von Nordenflycht suggests that the presence 

of these factors and their relative intensity may be used to create a spectrum of firms that 

range in their professional service intensity.  For instance, the classical forms of PSF such 

as law and accounting firms possess high levels of each of the above three characteristics, 

while medical practices, consulting firms and R&D firms possess a limited combination 

of the requisite dimensions.     

 While his typology may not provide an exact science for distinguishing between 

PSFs and non-PSFs it does provide a useful framework for the forgoing analysis.  

Importantly, it enables us to isolate prototypical forms of professional service firms for 

data collection; namely law firms.  Law firms are focused upon in this study not only 

because they possess all of the requisite defining characteristics of professions, but also 

because of the literature’s nearly universal acceptance of law firms as an exemplar of 

PSFs.  In short, law firms are among the most definitionally-sound and widely-accepted 

examples of professional service firms in the literature. 

Management of Prototypical PSFs 
 
 While the legal structures and management profiles of PSFs vary widely, there are 

some dominant themes in the legal industry that are instructive for the analysis at hand.  

Law firms most commonly take the legal form of partnerships (Suddaby & Greenwood, 

2001).  As such, a set of partners both own and manage all aspects of firm operation 

while simultaneously sharing the profits and the liabilities of the business.  Importantly, 

in addition to being owner-managers, partners also typically continue to practice and 
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hone their professional craft.  Indeed, partners of law firms typically are expected to 

maintain their current clientele and sustain the expertise and reputation upon which the 

firm bases its competitive advantage.   

 These myriad duties and responsibilities present a challenging environment in 

which to effectively lead fellow professionals, and an even more challenging context in 

which to inculcate innovative and entrepreneurial strategies.  Yet, much like their clients, 

professional law firms must develop such strategies in order to adapt to the constantly 

evolving needs of their clients as well as the complex and changing regulatory 

environments in which they work (Gardner, et al. 2008).  Within this unique 

environment, the leadership and tone set by managing partners must inspire both 

adaptability and performance among professional employees.   

 While some work has attempted to isolate the leadership dynamics that underlie 

the manner in which partners collectively lead such performance (Greenwood & 

Suddaby, 2006), the exact nature of this leadership dynamic remains unclear.  This study 

suggests that one particular leadership approach—transformational leadership—may play 

a vital role in inspiring professional employees to not only perform better, but also 

embrace innovation and entrepreneurship.  The following section provides a definition 

and review of transformational leadership, and explains how such leadership may 

manifest itself in the prototypical PSF. 

 

Transformational Leadership 
 
  

Transformational leaders seek to transform their employees beyond the status quo 

(Bass, 1985).  Through their leadership they promote a firm environment that both 
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anticipates and responds to change and innovation (Ling, et al., 2008).  Transformational 

leaders create this environment by focusing heavily on the development of their 

employees and coworkers and by devoting the necessary time, support and 

encouragement to their development (Bass, 1999).   

Transformational leadership consists of four distinct attributes.  First and 

foremost, transformational leaders possess strong charisma that enables them to create 

and clearly articulate a vision of the future direction of the firm (Bass, Jung, Avolio & 

Berson, 2003).   In addition to exuding charisma, transformational leaders provide 

inspirational motivation that instills their followers with optimism regarding future events 

(Bass, Jung, Avolio & Berson, 2003; Bass, 1999).  This motivation is enhanced further 

by the third salient feature of transformational leadership; intellectual stimulation.  

Transformational leaders encourage individuals to approach problems from a new 

perspective and provide them with the latitude to explore new solutions (Bass).   Finally, 

transformational leaders provide individualized consideration for their followers by 

paying attention to their needs for growth and achievement (Bass, Avolio, Jung & 

Berson, 2003).  This entails mentoring and coaching individuals while paying close 

attention to their progress and capacity for growth.   

The nature of transformational leadership may be illustrated by contrasting it with 

the more traditional mode of transactional leadership.  Transactional leadership relies 

strictly upon the exchange relationship between leaders and followers and focuses 

primarily upon developing ways in which to self-interests rather than the broader interests 

of the firm (Bass, 1999).  As such, transactional leadership assumes a lower level of 
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maturity possessed by employees and entails the leader continually clarifying what is 

required by the employee in order to receive rewards (Bass).   

Transactional leadership typically manifests itself in either an active or passive 

form of management-by-exception (Bass, Jung, Avolio & Berson, 2003).  Active 

Management-by-exception denotes an active observation and intervention on the part of 

the manager whereby frequent intervention is required to keep employees on task.  

Alternatively, leaders may engage in passive management-by-exception wherein they 

wait for problems or mistakes to materialize before intervening.  Whether active or 

passive, the central theme to transactional leadership is that followers accept leaders’ 

dictates in exchange for rewards or avoidance of punishment (Bass, Jung, Avolio & 

Berson, 2003). 

Transactional leadership has been conceptualized as a more formative level of 

workplace leadership, one that may exist as a foundation for or precursor to transactional 

leadership.  Yet from follower’s point of view, the presence of transformational 

leadership often greatly overshadows the transactional relationship.  Therefore the 

perception of one type of leadership may correspond to the absence of the other. 

 

Transformational Leadership and Performance 
 

	
  
A wealth of prior research has examined the impact that strong transformational 

leaders have upon their organizations.  One significant stream of research suggests that 

transformational leadership may lead to positive organizational outcomes.  For example, 

transformational leadership has been shown to enhance organizational commitment, 

performance and organizational citizenship behavior (Bass, 1999; Wang &Howell, 2010).    
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This study postulates that high levels of transformational leadership exhibited by 

leaders of PSFs will positively correspond to higher levels of firm.  This postulation 

culminates in the foundational hypothesis below as illustrated in Figure 3: 

 

Hypothesis 1:  Transformational leadership is positively associated with firm 
performance in professional service firms. 
 
 

 

 

 

 

 

In addition to performance, transformational leadership may lead to an 

entrepreneurial climate within PSFs as well.  The following section will introduce the 

concept of entrepreneurial climate and provide a detailed discussion of its underlying 

constructs, including open systems climate, entrepreneurial orientation and corporate 

entrepreneurship.  After highlighting the salient aspects of EC, theoretical support will be 

provided for EC’s mediating role between transformational leadership and performance. 

Figure 3:  Diagram of Hypothesis 1 relating transformational leadership and organizational 
performance within PSFs. 
 

Figure 3:  Hypothesis 1 Depicting relationship between Transformational         
Leadership and Performance 
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Entrepreneurial Climate 
 

 Practitioners and academics alike have recognized the value of entrepreneurship 

to successful and high performing firms (Lumpkin & Dess, 1996).  A variety of studies 

suggest that entrepreneurship may account for a significant level of economic growth 

including job creation and new business development (Lumpkin & Dess).  Given the 

perceived importance of entrepreneurship, a large body of research has been devoted to 

producing a precise definition of what constitutes an entrepreneurial firm. 

 This study attempts to capture the salient characteristics of such firms through 

with the lens of entrepreneurial climate.  In general, an organization’s climate is 

behaviorally oriented, and has been defined as employees’ shared perceptions of 

organizational events, practices and procedures (Patterson, et al., 2005; Schneider, 2000).  

Climate may be differentiated from the closely related concept of culture in that culture 

refers to the set of values and assumptions that employees within an organization share 

(Patterson, et al.).  As such, an organizational climate for creativity and innovation may 

represent employee perceptions of firm practices and procedures that support creativity 

and innovation, whereas the organization’s culture may explain why the employees share 

those perceptions (Patterson, et al.).  

In this study, entrepreneurial climate has been defined as employee’s shared 

perceptions of firm practices and procedures that support entrepreneurial behavior within 

an organization.  In accordance with this definition, EC may be viewed as a highly 

innovative and flexible climate consisting of high levels of three entrepreneurial 

constructs, namely entrepreneurial orientation, corporate entrepreneurship, and a strong 

open systems climate. The following discussion will provide a review of these three 
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underlying components of EC and then theoretically connect them to transformational 

leadership and performance. 

 

Entrepreneurial Orientation 
 

 Practitioners and academics alike recognized the value of entrepreneurship to 

successful and high performing firms (Lumpkin & Dess, 1996).  Various studies suggest 

that entrepreneurship may account for a significant level of economic growth including 

job creation and new business development (Lumpkin & Dess).  Given the perceived 

importance of entrepreneurship, the business and academic community have endeavored 

to produce a precise definition of what constitutes an entrepreneurial firm. 

 In this vein, researchers have amassed a rich body of literature developing the 

construct of Entrepreneurial Orientation (EO).  The EO construct captures the salient 

features present in entrepreneurial firms, and may be defined as the processes and 

strategy-making practices that businesses use to identify and launch corporate ventures 

and entering new markets (Dess & Lumpkin, 2005; Lumpkin & Dess, 1996).  It 

represents a firm-level orientation that permeates the decision-making styles and 

practices of firm employees (Dess & Lumpkin).  Importantly, a large body of literature 

has suggested that EO encourages a broad range of positive organizational outcomes, 

such a firm performance, new market entry and new product innovation (Rauch, 

Wiklund, Lumpkin & Frese, 2009; Lumpkin & Dess). 
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The Domains of Entrepreneurial Orientation 
 
 The literature devoted to the EO construct has produced a set of widely accepted 

domains.   Miller (1983) introduced a three-domain conceptualization that included new 

product-market innovation, the acceptance and engagement of risk-laden endeavors, and 

the penchant for proactive competitive action.  These three domains were utilized and 

built upon by subsequent empirical and theoretical research (Covin & Slevin, 1989; 

Rauch, et al., 2009; Kreiser, Marino & Weaver, 2002). The following section will briefly 

introduce each domain in greater detail.  

 Innovativeness.  The domain of innovativeness refers to an organizations’ general 

support for the creation of and experimentation with new ideas (Covin & Slevin, 1989; 

Lumpkin & Dess, 1996).   Innovativeness has been interpreted as existing along a 

continuum of a firm’s willingness to depart from current practices and enter the 

unknown.  Innovations may take many forms but generally manifests in the form of new 

products or technological innovations that lead to new products, services or competitive 

capabilities.    

 Risk Taking.  Drawing upon the classic notion of a lone entrepreneur embarking 

on his own, the risk-taking dimension of EO captures a firm’s willingness to undertake 

actions that are strategically and financially uncertain (Lyon, Lumpkin & Dess, 2000).    

In the context of entrepreneurial firms, risk taking may involve the devotion of a 

significant level of firm capital or resources (including time) to an endeavor that stands a 

significant chance of failure, or alternatively, exceptional potential returns (Lumpkin & 

Dess, 1996). 
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 Proactiveness.  The capacity to act in anticipation of future problems and market 

changes is at the heart of the proactiveness dimension (Covin & Slevin; Lumpkin & 

Dess, 1996).  Generally, proactive firms lead their markets by seizing opportunities, 

developing products, entering new markets before their competitors.  The key aspect to 

the proactiveness dimension is the firm’s orientation toward the market in which it 

competes—it must be at the forefront of its market and must also maintain the 

willingness and drive to remain at there (Lumpkin & Dess, 1996).  

 Entrepreneurial orientation captures employees’ shared perceptions of behavior 

that reflect a firm-wide commitment to entrepreneurial behavior, and as such it fits well 

within this study’s conception of entrepreneurial climate.  It bears noting that at least one 

other set of scholars has discussed EO in reference a firm’s culture rather than climate, 

focusing upon the shared beliefs and values that underlie the link between entrepreneurial 

leadership and performance (El Tarabishy & Sashkin, under review).  While the 

underlying values that generate behavior within organizations is undeniably important, 

this study focuses instead upon EO’s reflection of shared perceptions of workplace 

behavior, and as such is situated within the rubric of organizational climate. 

The above sub-section has highlighted the domains of entrepreneurial orientation.  

The following section will provide a clear definition of corporate entrepreneurship and 

describe its salient domains as well. 

Corporate Entrepreneurship 
 

 
 Corporate entrepreneurship has been defined in numerous ways, but one 

frequently cited definition posed by Sharma and Chrisman (1999) provides a useful point 

of departure for delineating the core elements of the construct.  Sharma and Chrisman 
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define CE as “the process whereby an individual or a group of individuals, in association 

with an existing organization, create a new organization, or instigate renewal or 

innovation within that organization” (1999, p. 18).  This definition focuses upon two 

central tenets of CE; namely, the focus upon innovation, and sustained pursuit of firm 

rejuvenation (Covin & Miles, 1999).   Despite a multitude of alternative iterations of the 

construct (e.g., Jennings & Lumpkin, 1989; Miller, 1983; Rutherford & Holt, 2007), the 

focus upon these at least one or both of these two elements has formed the central line 

upon which CE research has been pursued.   

 These two central tenets were perhaps first hinted at by Guth and Ginsberg 

(1990), who noted that CE encompasses the topics of innovation and venturing on one 

hand, and the transformation of organizations through renewal on the other.  Covin and 

Miles (1999) expanded upon this interpretation by noting that, despite some ambiguity 

regarding the construct, the common denominator to entrepreneurial firms is not only the 

presence of innovation, but also the sustained objective of achieving competitive 

advantage through rejuvenation and firm redefinition.  This dichotomous interpretation 

continues to strongly influence the current literature, recognized most recently as the 

framework for a special issue on CE in the Journal of Business Venturing (Phan, Wright, 

Ucbasaran &Tan, 2009).   

Domains of Corporate Entrepreneurship 
 
 Innovation and renewal are distinct phenomena, yet they are clearly related to one 

another (Guth and Ginsberg, 1990), and the processes underlying CE have been 

conceptualized into well-established domains:  Innovation, new venture creation, and 
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strategic renewal (Zahra, 1996)  While by no means mutually exclusive, each of these 

processes contributes to the enhancement of firm-wide innovation and competition.   

 Innovation.  Innovation refers to a company’s commitment to the creation of new 

products and services (Zahra, 1996).  It also includes a firm’s investment in research and 

development, and its commitment to protecting new projects through patents or other 

means.   

 New Venture Creation.  A firm’s propensity toward the creation of new ventures 

is captured by this domain.  In addition, efforts to enter new business fields and markets, 

as well as new business units are captured by this domain (Zahra, 1996). 

 Strategic Renewal.  Strategic renew refers to a firm’s renewal efforts aimed at 

revitalizing its competitive capacity (Zahra, 1996; Covin & Miles, 2003).  Strategic 

renewal entails the adoption of a new strategic direction, one that enables a firm to better 

exploit its current strategic advantages and/or exploit new product/market opportunities 

(Ireland, Hitt & Vaidyanath, 2002).  Acts of strategic renewal may take the form of 

altering a growth strategy from acquisition-based to strategic partnering or joint-ventures. 

 Together these domains encapsulate key processes and strategies through which 

firms pursue innovation and organizational rejuvenation.  The following section describes 

another important constituent element of entrepreneurial climate, namely the open-

systems dimension of organizational climate. 

 

Open Systems Model 

 Prior research has long suffered from a lack of clarity with respect to the 

definition and dimensionalization of organizational climate, but recent work by Patterson, 
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et al. (2005) greatly enhances organizational climate analysis.  Patterson and colleagues 

utilize the Competing Values model to organize dimensions of organization climate 

according to broad managerial ideologies and values (Patterson, et al., citing Quinn & 

Rohrbaugh, 1981; Quinn & McGrath, 1985).  In Patterson, et al.’s work, several 

dimensions of climate were organized into four distinct climate models, one of which 

provides potential value to the conception of entrepreneurial climate. 

 The open systems model focuses upon the dimensions of climate that most closely 

approach the conception of entrepreneurial climate.  The open systems model focuses 

upon several elements of climate that are related to creativity and adaptation (Patterson, 

et al.).  The first dimension, flexibility, refers to an orientation toward change.  The 

dimension of innovation captures the extent to which the creation of new ideas is 

supported within the organization.  The dimension of outward focus refers to a firm’s 

responsiveness to external marketplace.  Finally, the dimension of reflexivity pertains to 

an organization’s review of strategies to adapt to the external environment (Patterson, et 

al., 2005).    These dimensions reflect a firm’s climate towards creativity and innovation, 

and in conjunction with entrepreneurial orientation and corporate entrepreneurship, they 

capture a broad array of entrepreneurial behavior within an organization. 

 That above sections have highlighted the salient aspect of three key constituent 

elements of entrepreneurial climate; namely that of entrepreneurial orientation, corporate 

entrepreneurship and the open systems climate model.  The sections below discuss these 

three constructs’ relationships with one another, as well as the rationale for combining 

them under the rubric of entrepreneurial climate. 
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Entrepreneurial Climate:  
Rationale for Combining EO, CE and the Open Systems Model 

 

 As the above discussion suggests, EO, CE and the open systems model have been 

construed as firm level constructs (for support, see Covin & Miles, 1999; Dess, et al., 

2003; Patterson, et al. 2005). However, in order to clearly understand these conceptions, 

they must be properly understood and situated with respect to each other.   

 In distinguishing between OE and CE, Lumpkin and Dess note the importance of 

the action of new entry, stressing that such action lay at the very heart of 

entrepreneurship (Lumpkin & Dess).   While EO describes the firm-wide orientation 

which engenders entrepreneurship, CE refers to the processes and strategy-making 

activities that lead to entrepreneurial acts themselves (Lumpkin & Dess).  The firm-wide 

orientation that consistently generates entrepreneurial action consists of several domains; 

namely, autonomy, innovativeness, proactiveness, competitive aggressiveness and risk 

taking (Lumpkin & Dess).  Firms possessing all of these domains (or some permutation 

of them) are more likely to consistently promote innovation and firm rejuvenation for the 

purpose of sustaining competitive advantage.    Covin and Miles (1999) discuss the 

importance of EO to encouraging CE, stating that each of the five domains of EO may be 

antecedents, consequences or correlates of innovation, and therefore ultimately help 

define CE.  More recently, Dess and Lumpkin provided a more in-depth discussion of 

this relationship by providing clear descriptive examples of how EO specifically 

stimulates CE (Dess & Lumpkin, 2002).   
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 Further distinguishing the two constructs is CE’s focus upon the firm-level 

entrepreneurial action that occurs within established, mature firms.  Inherent to the very 

definition of CE is the notion that the entrepreneurial approaches undertaken are in the 

furtherance of sustained competitive advantage by relatively large, established firms.  In 

essence, the very uniqueness of CE is that it occurs within firms that, due to their stage of 

development, such entrepreneurial activities may occur less frequently than in start-ups or 

small businesses.  Entrepreneurial orientation, on the other hand, may be emoted by firms 

regardless of their relative size or maturity. 

 Importantly, the open systems climate model captures important aspects of 

entrepreneurship that may not be fully captured by EO or CE.  In particular, the 

dimension of reflexivity appears to reviewing policies of adaptation, a feature that is 

arguably not present in the other constructs.  As such, the open systems climate model 

adds value the concept of Entrepreneurial climate by capture aspects of entrepreneurial 

behavior that may otherwise be left out.   

 While these constructs are clearly distinct, taken together they serve as a 

meaningful proxy of what defines an entrepreneurial firm.  To be clear, this study does 

not mean to discredit or supplant any of the individual constructs.  This study merely 

combines them theoretically as the constituent elements of a firm’s overall 

entrepreneurial posture.  They all remain important in their own right, but together they 

are more fully emblematic of an entrepreneurial firm than either one could signify 

independently.  

 The preceding section has provided a rich description of the underlying elements 

of entrepreneurial climate and provided a rational for combining them.  With this 
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understanding in mind, the following sections will build hypotheses that postulate 

entrepreneurial climate as a mediator between transformational leadership and 

performance.   

 

Entrepreneurial Climate as Mediator 

The previous sections have established a theoretical connection between 

transformational leadership and performance in PSFs and defined entrepreneurial climate.  

The following section will provide theoretical support for the contention that 

entrepreneurial climate mediates the relationship between transformational leadership and 

performance.  This discussion will begin by postulating transformational leadership’s 

influence upon the organization-level outcomes (as opposed to merely individual and 

group level outcomes discussed in relation to Hypothesis 1).  The discussion will go on to 

propose a relationship between transformational leadership and the specific group-level 

outcome of EC, and then go on to propose a relationship between EC and  performance in 

PSFs.  The discussion will conclude by proposing that entrepreneurial climate acts as a 

mediating pathway that helps explain transformational leadership’s relationship with 

performance PSFs. 

 

Transformational Leadership and Entrepreneurial Climate 

 
 There is reason to believe that the leadership approach embraced by firm 

managers may influence the innovation and entrepreneurial initiative. Prior studies have 

identified several organizational antecedents that engender both entrepreneurial 

orientation and corporate entrepreneurship.  Noteworthy among the competing 
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influences, management support for entrepreneurial initiative has been identified as a 

prominent determinant of entrepreneurial orientation and corporate entrepreneurship 

(Ireland, Kuratko & Covin, 2003; Hornsby, Kuratko, Shepherd & Bott, 2009; Rutherford 

& Holt, 2007; Marvel, Griffen, Hebda & Vojak, 2007; Hisrich & Peters, 1986).  

Management support may come in various forms, but perhaps most important is the 

leadership approach undertaken by firm managers that encourage the development of 

innovative initiatives (Marvel, et al.).  In short, the leadership approach that permeates 

the management of an organization may encourage or discourage entrepreneurial 

orientation, corporate entrepreneurship and an open systems climate. 

 Recent research has established promising links between transformational 

leadership and corporate entrepreneurship.   Ling, et al. (2008) found a positive 

relationship between transformational leadership and corporate entrepreneurship.  This 

study further suggested that the risk-taking propensity and decentralization of 

responsibilities among top-management-teams was positively associated with corporate 

entrepreneurship (Ling, et al., 2008).   Additional studies support the impact of 

transformational leadership upon innovation.  Garcia-Morales found support for 

transformational leaderships effect upon firm performance via the creation of new 

knowledge and innovation (Garcia-Morales, et al., 2008), while other studies support 

transformational leadership’s impact upon innovation, organizational learning, and 

organizational climate of excellence (Eisenbeiss, Knippenberg & Boerner, 2008; Garcia-

Morales, Lloren-Montes, 2006).     

 Given that the domain of innovation are central to both EO and an open systems 

climate, the above line of research suggests that transformational leadership may also 
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positively impact these constructs as well as corporate entrepreneurship.  With this 

foundation in mind, it appears plausible to suggest that transformational leadership may 

likewise engender the remaining domains of EO and open systems climate such as 

competitive aggressiveness, proactivity, reflexivity and flexibility.  Drawing upon this 

support, the following hypothesis below may be set forth as diagramed in Figure 4: 

 

 Hypothesis 2:  Transformational leadership will be positively associated with  
  entrepreneurial climate in PSFs 
 

 

 

 

 

 

  

 

Figure 4:  Illustration highlighting the relationship depicted in Hypothesis 2. 
 

Figure 4:  Diagram depicting Transformational Leadership’s Relationship with  
     Entrepreneurial Climate 
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With this hypothesis in mind, the following section will develop the model further 

by projecting the relationship between entrepreneurial climate and organizational 

performance.   The discussion will then conclude by proposing a mediating effect of EC 

upon transformational leadership and performance.   

 

Entrepreneurial Climate and Performance 
 
 
 The discussion below will provide support for hypotheses connecting 

entrepreneurial climate and performance.  It will draw upon previous work that connects 

entrepreneurial orientation, corporate entrepreneurship and organizational climate with 

performance, and then propose hypotheses based upon these established relationships 

within the professional service context. 

 
Entrepreneurial Orientation’s Impact upon Performance 

 
 Entrepreneurial orientation has been established as a clear determinant of 

enhancing performance (Rauch, Wiklund, Lumpkin & Frese, 2009; Zhao, Li, Lee & 

Chen, 2011).   A host of studies suggest the existence of a strong and positive relationship 

between high levels of EO and firm performance, but a recent meta-analysis has provided 

perhaps the clearest and most valid picture of the relationship between EO and 

performance (Rauch, Wiklund, Lumpkin & Frese, 2009).  In their analysis of over 53 

samples (N=14,259), Rauch, et al. found the relationship between EO and performance to 

be not only statistically significant, but also quite meaningful (Rauch, et al.).  In 

particular, they described the relationship as “moderately large” (corrected correlation of 

.242) and suggested that businesses would clearly benefit from EO (Rauch, et al.)  
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 This finding takes on even greater weight given Rauch and colleagues treatment 

of the varied performance measures.  Their study found the impact of EO upon 

performance to be strongly positive when performance was measured by either self-

perception data or archival data (Rauch, Wiklund, Lumpkin & Frese, 2009).  The 

consistency of the relationship among a variety of performance measures over a vast 

number of studies contribute significantly to the statistical conclusion validity of EO.   

 This relationship has been validated across a wide spectrum of firms and 

industries.  With respect to generalizing across firms of different size and industries, one 

very recent study targeted EO in a content-analysis based construct validity analysis 

which utilized broad sampling from the S&P 500 and Russell 2000 (Short, Broberg, 

Crogliser & Bingham, 2010).  Through computer aided content analysis procedures 

(CATA), Short and colleagues were able to analyze the shareholder letters of over 750 

firms over a five-year period (2001-2005).  Their sample included exceptionally large 

firms representing over 98% of the total US equity market (S&P 500) as well as smaller 

to medium sized firms representing only 10% equity.  In their study, they performed 

multiple analyses in order to account for differences in sample size between the indices as 

well as the disparity in the numbers and lengths of firm publications (Short, Broberg, 

Crogliser & Bingham).  The results of their study indicated strong generalizability of the 

EO construct across firms of different size and industries (Short, Broberg, Crogliser & 

Bingham).  These results were also supported by the meta-analysis of Rauch, et al., 

wherein EO was found to generalize across firms ranging widely in size and industry 

(2009). 



	
  

 32 

 In recognition of these meta-analyses, there appears to be a wealth of support for 

EO’s far-reaching impact upon performance.  The following section discusses previous 

work supporting a connection between corporate entrepreneurship and performance as 

well. 

 
 
Corporate Entrepreneurship’s Impact upon Performance 

 
 The entrepreneurship literature is replete with support for the impact that both 

entrepreneurial orientation and corporate entrepreneurship have upon various 

performance metrics. Corporate entrepreneurship in particular has been shown to 

positively influence many measures of firm performance.  In particular, CE has been 

shown to enhance firm-wide financial performance (Zahra and Covin, 1995; Zahra, 

Neubaum & Huse, 2000), as well as organizational growth and profitability (Covin & 

Slevin 1986; Zahra 1991; Zahra & Covin, 1995).  This relationship has proven robust 

regardless of geographic region (Goosen, Coning & Smit, 2002 (South Africa); Antoncic 

& Hisrich, 2001 (Slovenia); Hornsby, Kuratko & Montagno, 1999 (Canada); Kaya, 2006 

(Turkey); Zhang, Wan & Jiao, 2008 (China)) or firm size (Antoncic & Hisrich, 2003). 

 In addition, CE has been shown to influence innovation and new product 

development.  Bruce (1994) noted a positive relationship between the innovative 

behavior inherent to CE and the volume of new inventions.  Hornsby suggests that 

entrepreneurial efforts on the part of various levels of management may result in an 

increase in new idea generation, as well as the speed of new idea generation (Hornsby, et 

al., 2009).   The generation of new ideas and new product development is likely to lead to 
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a firm’s product differentiation, which Covin and Miles perceive to be a critical aspect of 

sustained competitive advantage (Covin & Miles, 1999).   

 Corporate entrepreneurship has also been shown to encourage other desirable firm 

outcomes.  In particular, CE has been shown to result in higher levels of job satisfaction 

and affective commitment, as well as lower levels of turnover intentions (Rutherford & 

Holt, 2007).  Entrepreneurial firms rely heavily upon their human capital in developing a 

competitive advantage, and the development of strong organizational commitment and 

satisfaction of that workforce helps such firms sustain that advantage. 

 

Organizational Climate and Performance 

 Prior research has demonstrated a relationship between organizational climate and 

organizational outcomes.  In one cross-lagged study, Voorde, Veldhoven and Paauwe 

found a significant relationship between certain aspects of organizational climate and 

firm performance (2010).   Other work had demonstrated associations between 

organizational climate and organizational performance (Patterson, 2004) as well as 

productivity and innovation (Patterson, et al., 2005).  This study will attempt to isolate 

one particular model of organizational climate, and analyze its relationship with 

organizational performance.   

 With these prior relationships in mind, the following hypothesis as illustrated in 

Figure 5 my be set forth in support of the model: 

 

Hypothesis 3:  Entrepreneurial Climate is positively associated with firm performance in 
professional service firms 
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Given the direct relationships hypothesized above, the mediating relationship of 

EC warrants investigation in this study.  Drawing upon the work of Ling, et al. (2008), 

this study postulates that the relationship between transformational leadership and 

performance may be more accurately explained by considering the mediating effects of 

entrepreneurial climate.  In short, entrepreneurial orientation and corporate 

entrepreneurship help explain the relationship between transformational leadership and 

performance in professional service firms.  With this assertion in mind, the following 

hypotheses may be set forth in support of the model: 

 
Hypothesis 4:  Entrepreneurial Climate mediates the relationship between 
transformational leadership and performance   
  
 

 

Figure 5:  Illustration of Hypotheses 3 and Hypothesis 4. 
 

Figure 5: Diagram Illustrating Relationship between EC and Performance  
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Concluding Comment to Chapter 2 

  The goal of the preceding chapter was to establish the theoretical framework for 

the study at hand.  The chapter began by discussing the unique elements of the 

professional service firm environment and provided support for its relevance as a context 

for this study.  It then provided a description of transformational leadership and its 

relationship with workplace performance.  Once the foundational hypothesis was 

established, it provided the theoretical underpinnings of concept of entrepreneurial 

climate, which included a discussion of entrepreneurial orientation, corporate 

entrepreneurship and the open systems model.   

Finally, entrepreneurial climate was set forth as a mediator that explained the 

relationship between transformational leadership and performance.    Hypotheses were set 

forth that predicted a relationship between transformational leadership and 

entrepreneurial climate, as well as entrepreneurial climate and performance.  The 

building of this theoretical model was illustrated through the development of a 

meditational model as depicted in Figures 2-5.  

Having established the theoretical framework for investigation, the following 

chapter will provide the exact methodology, measures and procedures through which this 

study was under taken.  
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CHAPTER 3: 

METHODOLOGY 
 
 

 This chapter sets forth the methodology used to examine the proposed model. 

This chapter will begin with a discussion of sample set and participants in the study, as 

well as the procedure used to obtain participation from subjects.  Thereafter the chapter 

will detail the measures and methodology that were used to answer the research questions 

and test the hypotheses set forth in Chapter 2.   

 

Sample and Participants 

 
 This study relied upon the collection of primary data from professional attorneys 

in law firms.  The legal profession was chosen for several reasons, the first of which is its 

almost universal recognition as a prototypical example of a professional services firm.  Its 

symbolic importance is reinforced by von Nordenflycht’s designation of this profession 

as one of the “classic professions” that embodies the key, defining characteristics of 

professionalism (2010).  In addition, law firms possess a uniform measure for assessing 

employee production; namely, the use of the billable hour.  For the purposes of both 

client billing and measuring the firm-wide production of professionals, the billable hour 

serves as an accurate representation of professional output that will be relied upon 

heavily in the study at hand. 

 Importantly, this study focuses upon established law firms that have passed their 

nascent stages of growth.  Targeting firms at this growth stage reflects the definitional 

implications of the corporate entrepreneurship construct.  Given that the phenomena of 
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corporate entrepreneurship is hypothesized to manifest itself within established firms, this 

study focuses upon professional contexts in which such entrepreneurial strategies and 

postures would reflect a true enactment of corporate entrepreneurship rather than merely 

the growth stage of a fledgling or growing professional organization.  

  

Sampling Procedure and Sample Size 

 Letters of interest were sent via email to approximately 200 law firms in the 

DC/Metropolitan area.   The firms were selected from a list of US law firms with 

branches in the DC/Metro area compiled from the American Bar Association and The 

American Lawyer.  At each firm, initial contact was made with Human Resources 

Managers as well as managing partners.  Individual firm contacts were obtained from 

web-based resources as well as professional registries (such as Bar Associations), and 

cooperating educational institutions (such as George Washington School of Law).   The 

letters of interest were followed by telephone calls to firm representatives.  Once 

permission from a firm was granted, an electronic survey was sent to every attorney 

within the firm.  The attorneys were given an approximately three-week  time period to 

complete the survey, and up to three email reminders were sent during that three week 

time span.  The surveys were completed on a completely anonymous and confidential 

basis, and  no individual identifying data of the participants was collected.  Participants 

were offered a small monetary remuneration in return for their time in completing each 

survey. 

Of the 200 firms contacted, twelve firms agreed to participate in the study.  The 

firms ranged in size from 12 to 98 attorneys.  From these twelve firms, 222 attorneys 
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completed surveys (participation rate of 39%).    The sample population was 79% male, 

85% caucasian, and had an average age of 33.  The population worked in predominantly 

commercial law (74%) as opposed to litigation (26%), and had worked for their firm an 

average of 4 years.  The respondents described themselves as predominantly mid-level 

and junior associates (36% and 35%, respectively), and only 8% of respondents had 

worked in an industry prior to entering the field of law.  

Survey 
 
 The surveys utilized in this study contained well-established measures of 

entrepreneurial orientation and corporate entrepreneurship, organizational climate, and 

transformational leadership.  Each of the measures for these constructs consist of Likert 

scale items, ranging from five to seven points, which yielded ordinal data.   In addition, 

respondents were prompted to self-report performance data regarding their billable hour 

production.  The sections below will discuss the specific measures utilized for each of the 

constructs utilized in this study and provide examples of the items included in the survey. 

 

Transformational Leadership 
 
 Transformational leadership was measured using the scale developed by 

Podsakoff, et al. (1990)1.  The Podsakoff instrument measures perceptions of 

organization-wide transformational leadership.   As such, the referent for all of the items 

within this measure is the managerial leadership at the law firm. The measure consists of 

16 items that focus upon emphasizing group identity, communicating group vision and 

team building.   Examples of items from the group level transformational leadership scale 

                                                
1 The items for this measure, as well as all subsequent measures are provided in the Appendix. 
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include:  “Says positive things about the team,” and talks optimistically about the future 

of our team.”  The survey results of each participating attorney were aggregated together 

to comprise a firm-level assessment of transformational leadership.  

  

Entrepreneurial Orientation 
 
 Entrepreneurial orientation was measured by the EO scale developed by Covin & 

Slevin (1989).  This scale measures three domains that constitute a firm’s entrepreneurial 

orientation; namely, innovativeness, proactiveness, and risk taking.  The scale consists of 

nine items which are measured on a 7-point Likert scale.  The referent for all items within 

EO scale is the firm’s management, and as such it measures a firm’s organization-wide 

orientation towards entrepreneurship .  Examples of items included in the instrument 

include:  “in general, the top managers of my company believe that bold, wide ranging 

acts are necessary to achieve the firm’s objectives;” and “changes in services and 

products introduced over the past three years have been quite dramatic.”  EO scores were 

gathered from each individual attorney and then aggregated to the firm level. 

 Some of the questions were modified slightly to better reflect the professional 

service firm environment.  For instance, in questions where “product and service lines” 

are referenced, the language was altered to state “practice areas and service lines.”  This 

change reflects the fact that PSFs typically do not produce “products” in the traditional 

sense conceived within the entrepreneurship literature.  The intent behind such changes is 

to allow the instrument to more accurately assess the entrepreneurial orientation that 

exists within PSFs. 
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Corporate Entrepreneurship 
 
 Corporate Entrepreneurship was measured using Zahra’s (1996) 16 item scale 

which measures three primary dimensions of entrepreneurial activities; namely, 

innovation ( 5 items), new venture creation (5 items) and strategic renewal (6 items). The 

referent for all items within CE scale is the firm’s management.  These items are 

measured on a five-point Likert scale and consists of such statements as “Over the past 

three years your company has ‘pioneered the development of breakthroughs in the 

industry’.”  CE scores were gathered from each individual attorney and then aggregated 

to the firm level. 

 In a similar vein to the EO measure, some items were altered slightly in order to 

more accurately assess the PSF environment.  For instance, one item on the instrument 

reads “ Over the past three years, this firm has introduced a large number of products to 

the market.”  In this item, the word “products” was changed to “services” in order to 

reflect the fact that professionals are unlikely to view their output as a product, per se.  

The changes made to the items in the CE scale were minimal, and were implemented 

with an eye toward maintaining the integrity and validity of the instrument.   

 Zahra’s measure was chosen over a widely-used competing measure, the 

Corporate Entrepreneurship Assessment Instrument (CEAI) developed by Hornsby, 

Kuratko and Zahra (2002), primarily for reasons of expediency and maximum 

participation.  At 16 items, Zahra’s scale is one-third the length of the 48 item CEAI 

scale.  Given that the senior professionals would be asked to complete one survey 

(containing this and other items) for each of their direct reports, the utilization of a more 

economical instrument appeared sound.  In addition, Zahra’s scale has been utilized 



	
  

 41 

frequently and recently in top journals (e.g., Ling, Simsek, Lubatkin, Lyon& Viega, 

2008). 

Open Systems Model of Climate 
 
 The above measures of EO and CE were augmented through the application of an 

organizational climate instrument that measure measures the innovativeness of a firm’s 

climate.  Patterson and colleagues developed an organizational climate measure that 

measures several distinct facets of organizational climate (Patterson, et al., 2005).  

Among the 17 scales included in this measure are autonomy, innovation and flexibility, 

which theoretically align with the EO and CE measures included above.  In line with 

previous studies that use an abbreviated version of the Patterson measure to suit the 

context of their study, this study uses the Open Systems Model of climate with some 

slight modifications as prescribed by Ancarani, Di Mauro and Giammanco (2010).  This 

measure contains 18 items, assessed on a 4 point likert scale.  The referent for each of the 

items within this measure is the firm.  Examples of items include:  “This firm is quick to 

respond when changes need to be made;” and “assistance in developing new ideas is 

readily available.” Individual scores for open systems climate were gathered from each 

individual attorney and then aggregated to the firm level. 

 

Performance 
 
 Performance was assessed through multiple measures.  Each firm’s level of 

profits per equity partner (PPEP) was obtained either from firm representative or from 

secondary published data.   In addition, each participant will be asked to provide their 

annual billable hours as well as their firm’s annual target of billable hours.  Their annual 
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billable hour production will be assessed as a percentage of target (annual billings/annual 

target).  In addition, this data will be used to develop a billable hour ranking (1-5).  This 

billable hour ranking is conceived such at the a ranking of “3” indicates performance 

within 2% of billings target, the rankings of “2” and “4” indicate performance within 2-

5% below or above target (respectively), and rankings of “1” and “5” indicate 

performance 5% or more below or above target (respectively).   

 In the legal industry the billable hour is vital to assessing firm productivity.  

Importantly, such numbers may be used to assess firm-wide productivity as well as 

individual productivity, and in this study the numbers will be aggregated as a measure of 

firm billable hour output.  As such, both the billable hours-as-a-percentage-of-target and 

billable rank will be aggregrated to the firm level to estimate overall firm performance in 

terms of billable output. 

 

Control Variables 
 

 Control variables were included in the surveys in order to help sharpen the 

analysis of the independent and dependent variables of interest. Included in the analysis 

were the participants’ age, tenure (years at their current law firm), prior industry work 

experience, and seniority (rank of junior, mid-level, and senior associate were included, 

as well as the rank of partner).  These control variables were included because each of 

them may influence the dependent variable of performance.  For instance, junior 

associates may be more motivated to bill hours (in an attempt to gain promotion) than 

senior partners.  Likewise, younger attorneys may have the physical and mental stamina 

to work grueling long work days for an extended period of time.   
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Concluding Comment on Methodology 

 The goal of this chapter was to outline the proposed methodology for 

investigating the research questions posed in the first two chapters.  The chapter began 

with a discussion of the target sample and method for obtaining participation in the study.  

Thereafter the chapter detailed the nature of both qualitative and quantitative 

methodologies, as well as the procedures and analysis that would be taken along each 

track.  The measurement instruments for the independent, dependent and mediating 

variables were discussed and example items from the survey were provided.   The 

following chapter will provide an analysis of the collected data. 
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CHAPTER 4: 

RESULTS 
 
 This chapter provides the results of the data collection and analysis described the 

in previous chapter.  The hypotheses set forth in Chapter 2 will be examined using the 

methods proposed in Chapter 3 in order to attempt to answer the research questions posed 

by this study and to offer a platform for future research.  This chapter will begin with a 

brief discussion of the mediation approach espoused by Baron and Kenny (1986).  

Thereafter each of the proposed hypotheses will be analyzed in order to assess the 

relationship of the variables included in this study.  In the final chapter, the results will be 

discussed with respect to their impact upon the theoretical and statistical foundations 

upon which they were based. 

 

Mediation Analysis 

 The core model of this study is meditational in nature, which entails a direct 

relationship between two variable being mediated by a third variable.   The dominant and 

widely accepted method for determining the existence of mediation is a four step method 

of multiple regression developed by Baron and Kenny (1986).  Baron and Kenny 

recommend testing for 1) a significant relationship between the Independent and outcome 

variables, 2)  a significant relationship between the independent variable and the 

mediating variable, 3)  a significant relationship between the mediating variable and the 

outcome variable, after controlling for the independent variable, and finally 4) in order to 

determine whether the mediation is complete or partial, a test must be performed to 

determine if the effect between the independent variable and the outcome variable (after 
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controlling for the mediator) is zero (Baron & Kenny, 1986).  This final step was 

originally developed to determine whether or not the proposed mediating variable 

completely  mediates the direct relationship, however the test may also reveal the 

existence of a partial mediating effect.  Below these tests will be applied in order analyze 

the collected data in accordance with the proposed model. 

 

Data Analysis 

 

 An initial look at the correlations between the variables of interest indicates that 

some significant relationships exist.  Table 1 contains the means, standard deviations and 

intercorrelations between the variables of interest. 

 

Table 1:  Means, Standard Deviations and intercorrelations 

  Variable Mean SD 1 2 3 4 5 6 

1 Transform Lead 5.16 0.85       

2 
Entrep 
Orientation 3.31 0.80 0.85*      

3 
Corporate 
Entrep 3.25 0.34 0.87* 0.96*     

4 
Open Systems 
Climate 2.41 0.13 0.58* 0.60* 0.38*    

5 Hrs Rank 2.81 0.83 0.68* 0.19 0.53 0.69   

6 Hrs % Target 0.97 0.13 0.21 .85* 0.38 0.52 0.97*  

7 PPEP 37.32 14.05 0.34 0.35 0.24 0.12 0.28 0.42 

 *p<.05           
 

 A significant relationship exists between transformational leadership and the 

mediation variables of Entrepreneurial orientation (.85), corporate entrepreneurship (.87) 
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and open systems climate (.58*).  In addition, transformational leadership possesses a 

positive relationship with one of the performance variables, Billable Hours Ranking (.68). 

 

Hypothesis Tests 

 

 Multiple regression was used to test each of the hypotheses set forth in this study.  

In each of these analyses the variables of age, tenure, seniority, gender and department 

were controlled for.  The first hypothesis proposed a positive relationship between 

transformational leadership and performance.   The data suggest that a significant and 

positive relationship exists between transformational leadership and Associate’s hourly 

billable ranking (β=1.28, p<.05), but not with Profits per Partner (β=44.180, p=.093) or 

Hours as a percentage of Target (β=.190, p=.197).   This initial model possesses good fit 

(F=45.59, p<.001), and explains a significant portion of the variability in the dependent 

variable (R2=.857).  These data support the first hypotheses with respect to the 

performance measure of hourly billable rank.  The results of the regression tests used for  

the first hypothesis may be found in Table 2 below. 

 

Table 2:  Results of Regression Analysis of Transformational Leadership and 
Performance 
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 The second hypothesis proposes a positive relationship between transformational 

leadership and the three variables that constitute entrepreneurial climate.  The data 

suggest that a significant relationship exists between transformational leadership and each 

of the three target variables; specifically, entrepreneurial orientation (β=1.662, p<.05), 

corporate entrepreneurship (β=1.59, p<.05), and open systems climate (β=1.779, p<.05).  

The models that were utilized in obtaining this data also appear to be fairly robust 

(p<.001) and explained a significant amount of the variance of the outcome variables (R2 

range between .74 and .89).   These results indicate strong support for the second 

hypothesis.  The regression results for the analyses used to test hypotheses 2 may be 

found in Table 3 below. 

 

Table 3:  Regression Analysis of Transformational Leadership and Entrepreneurial 
Climate 
 

 
 

 
Entrepreneurial 
Orientation  

Corporate 
Entrepreneurship  Open Systems Climate 

  β Std. Error   β Std. Error   β Std. Error 

Age -0.13 0.102  0.009 0.066  -0.218 0.094 

Tenure  -0.195 0.1  0.002 0.065  -0.302 0.092 

Seniority 1.031 0.833  -0.098 0.541  1.938 0.766 

Prior Industry 0.146 0.448  0.025 0.291  0.157 0.412 

Transform Leader 1.344* 0.359   1.59* 0.33   1.779* 0.233 

N=12, *p<.05          
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 In order to examine the third and fourth hypotheses, the mediating effect of 

entrepreneurial climate was evaluated with respect to the direct relationship between 

transformational leadership and performance.   In order to do so, a separate regression 

analysis was performed for each of the three variables that constitute entrepreneurial 

climate while controlling for the effect of transformational leadership.  Specifically, a 

separate regression analysis was performed for entrepreneurial orientation, corporate 

entrepreneurship, and open systems climate.  These variables were all regressed against 

each of the three performance variables.  The results of these regression analyses may be 

found in  Table 4 below. 

 

Table 4:  Regression results for Mediation Analysis 

 

 

 When entrepreneurial orientation and transformational leadership are included as 

independent variables, transformational leadership’s effect becomes non-significant 

 
Billable Hrs % of 
Target  Billable Hrs Rank  Profits per Partner 

  β Std. Error   β Std. Error   β Std. Error 

Age -0.041 0.042  0.059 0.165  1.91 2.866 

Tenure  0.006 0.033  0.153 0.13  -2.208 2.226 

Seniority 0.177 0.338  0.135 0.851  45.199 15.57 

Prior Industry -0.045 0.207  -1.023 0.818  8.108 14.22 

Entrep Orientation 0.148 0.108  2.45* 0.428  29.48 7.8 

Corporate Entrep 0.119 0.1  0.61 0.383  22.774 8.289 
Open Systems 
Clim 0.245 0.313  1.78 1.101  77.52 29.19 

Transform Leader 0.23 0.258   1.309 0.38   38.45 8.5 

N=12, *p<.05          
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(β=1.309, p=.85) while EO maintained a significant relationship (β=2.45, p<.05) and the 

model’s overall fit increased (ΔF=33.02, ΔR2=.21).  This suggests that entrepreneurial 

orientation mediates the relationship between transformational leadership and 

performance.   

 The analysis with respect to corporate entrepreneurship and open systems climate 

revealed no mediating effect.  While the additional variables contributed the overall 

predictive value of their respective models (ΔR2=.05, .10), they did not have significant 

relationships with performance, nor did they meaningfully alter the relationship between 

transformational leadership and performance which ultimately remained significant.  

Following Baron and Kenney’s logic, this data suggests that corporate entrepreneurship 

and open-systems climate do not, in fact, mediate the direct effect as set forth in the 

hypothesis. 

This findings was verified by use of the mediation test developed by Sobel (1982) 

and later supported by MacKinnon, et al, which tests for mediation effects through an 

analysis of the coefficients and standard errors of the indirect pathways of a mediation 

model (MacKinnon, Lockwood, Hoffman, West & Sheets, 2002).  The Sobel test 

confirmed the mediating impact of entrepreneurial orientation (p=.0035), while corporate 

entrepreneurship and open systems climate were found to be insignificant (p=.06, .096).   

Thus, the data suggests partial support for hypotheses 3 and 4 in that entrepreneurial 

orientation was found to partially mediate the relationship between transformational 

leadership and performance.   The overall results of the four hypotheses are summarized 

in Table 5 below.  
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Table 5:  Generalized Results of Hypotheses tests 

Hypotheses Description Supported by Analysis 

H1 Transformational leadership positively 
associated with performance 

Yes, partially supported 

H2 Transformational leadership positively 
associated with entrepreneurial climate 

Yes, fully support 

H3 Entrepreneurial climate is positively 
associated with performance, controlling for 
Transformational leadership 

Yes, partially supported  

H4 Entrepreneurial climate completely 
mediates the direct relationship between 
transformational leadership and 
performance 

Partial support (mediation 
was supported with respect 
to EO, but not CE or Open 
Systems Climate) 

 

 

 The above section provided the results of the statistical analyses conducted in 

order to test the proposed model.  The details of the multiple regression analyses were 

provided along with the interpretation of those results as they pertain to the hypotheses. 

The following section will provide a discussion that integrates these results with the 

theoretical foundations upon which this study was built.  In addition, the following 

section will discuss the weaknesses in this study and lay out directions for future 

research.   
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CHAPTER 5: 

DISCUSSION 
 
  
 
 The previous chapter provided the results of the statistical analysis and data 

interpretation.  The descriptive statistics were examined along with the multiple 

regression analyses conducted in order to test the proposed model.  This chapter will 

provide a discussion of those results and provide an analysis of the theoretical and 

practical implications of this study.  The strengths and weaknesses of this study will be 

addressed, and future avenues of research that augment this study will be provided. 

 

Answers to Original Research Questions  

 

 Before detailing the various implications of this study, it is import to return to the 

research questions that originally drove the investigation.  The first research question 

addressed whether transformation leadership relates to entrepreneurial climate and 

performance in the professional service firm context.  The analysis of hypotheses 1 and 2 

suggest that transformational leadership does play an influential role in the professional 

service firm setting.  The second research question addressed the mediating relationship 

of entrepreneurial climate.  The results of hypotheses 3 and 4 suggest some support for a 

mediating relationship, but only for one of the three core elements of entrepreneurial 

climate; namely, entrepreneurial orientation.  In answering the proposed research 

questions this study provides several valuable contributions. 
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Theoretical Implications 

 

 This study provides several significant academic implications.  Perhaps most 

importantly, this study suggests the existence of several firm-level entrepreneurial 

phenomena within the context of professional law firms; specifically law firms.  To date, 

no prior studies have yet investigated the existence of entrepreneurial orientation, 

corporate entrepreneurship or open systems climate in the legal setting.    By doing so, 

this study not only answers the calls of prior research to extend entrepreneurial research 

to new and unchartered contexts, but also investigates entrepreneurial phenomena in a 

professional setting that is currently in a stage of crisis—a crisis in which entrepreneurial 

strategies may provide valuable solutions.  

 In addition, this study suggests that transformational leadership exists within the 

professional law firm setting and may play a role in influencing an entrepreneurial 

climate, as well as performance.  This finding provides significant value to the discourse 

on the merits and applications of transformational and transactional leadership.  While 

law firm’s billable-hour and up-or-out promotion schemes may suggest that transactional 

leadership holds sway, this study provides some evidence that transformational 

leadership may play a role in influencing firm performance.   

 Furthermore, the mediating effect of entrepreneurial orientation upon the direct 

relationship between transformational leadership and performance breaks new ground in 

the fields of both entrepreneurship and leadership.  The notion that transformational 

leaders instill a capacity for innovativeness, risk-taking and proactiveness, which in turn 

promotes higher performance, suggests a new level of importance for entrepreneurial 
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phenomena in the legal setting.  Established law firms, may traditionally be perceived as 

staid, conservative institutions, however this study suggests that perhaps greater attention 

to the inculcation of an entrepreneurial mindset may ultimately benefit the firm. 

 Finally, this study provided a rare exposition of related entrepreneurial constructs 

within a single study.  Few, if any, prior studies have examined entrepreneurial 

orientation and corporate entrepreneurship side by side.  In providing such an analysis, 

this study highlighted the high correlations shared by the two phenomena, as well as their 

similar relation to transactional leadership.  However, some salient differences were also 

exposed.  Specifically, while entrepreneurial orientation mediated the relationship 

between leadership and performance, corporate entrepreneurship did not.  This distinction 

may be due to the specific wording of the items included in the corporate 

entrepreneurship construct.  Given the uniqueness of the law firm setting, the instruments 

developed to measure corporate entrepreneurship, entrepreneurial orientation and open 

systems climate may each need further development in order to capture the targeted 

phenomena within that setting.  The proposed remedy for this solution will be developed 

further in the discussion on directions for future research below. 

  

Practical Implications 

  On a practical level, this study provides some important guidance for leaders and 

practitioners in the legal setting.  This study suggests that transformational leadership and 

entrepreneurial orientation may play an important role in the performance of law firms.  

As such, firms may benefit from focusing upon identifying certain leadership 

characteristics in their recruiting process and developing those techniques in their internal 
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training programs.  Similarly, firms would benefit from devoting attention to the 

development and inculcation of elements of entrepreneurial climate throughout their firm.  

Attorneys are under constant pressure to continually hone their trade not only by 

practicing their craft but also through continuing legal education undertaken outside their 

firms.  Law firms that identify and direct their legal associates to training programs that 

focus upon the development of such leadership and orientation would likely benefit the 

firm’s long term performance.  

 Law firms have long been steeped in tradition with respect to their business model 

and training and promotion methods.  Recent economic disruption has forced many 

traditional law firms to reexamine their business model and practices, and such firms may 

now take great interest in the prospect of firm-wide entrepreneurial climate playing a role 

in law firm success.  This study firmly positions entrepreneurship and entrepreneurial 

behavior as a legitimate strategy avenue for the legal industry, as well as other 

professional services firms.  As such, law firms may be more receptive the adoption of 

and promotion of entrepreneurial initiatives within their firm.  

Challenges and Directions for Future Study 

 While this study provided several important outcomes and implications, it also 

suffered from some challenges that must be taken into account.  One key issue was 

sample size, which in this study may hinder the analysis of the results and somewhat 

mute the strength of the implications.   While only twelve firms were accessed in this 

study, it must be noted that obtaining access to law firms proved exceedingly difficult, 

especially given the delicate nature of the focus of the study. The low firm-level response 

rate may be attributable to many factors.   Lawyers are asked to fill out many surveys 
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each year for their state and local bar associations, and as a result many complained of 

“survey fatigue.”  In addition, legal professionals are extraordinarily busy, and in a 

business measured by the billable hour, the 10 minutes needed to fill out a survey (albeit 

one with financial remuneration) may seem burdensome.  Ultimately future studies would 

benefit from higher participation, both in terms of the number of firms and the individual 

participants within the firms.  

 One problem that likely affected the outcome of this study is the sharp disconnect 

between some of the items in the corporate entrepreneurship measure and the day-to-day 

practice of law.  For instance, within the context of professional law firms, it appears that 

some of the items included in the corporate entrepreneurship construct may not resonate 

with the practice of law.  For instance, participants universally scored low on the items 

related to the creation of patents, new business entities and investment in new businesses.  

From the open-ended responses at the end of the surveys, participants largely found these 

items confusing given the nature of their profession (i.e. “we don’t issue patents 

ourselves, but we issue them for clients,” “law firms are legally prohibited from starting 

up an new business entity of their own, but we start businesses for clients all the time”).  

Given this disparity, future studies would benefit from the development of a new 

entrepreneurial climate/posture measure that is uniquely suited the legal environment, or 

more broadly to the professional services industry as a whole.  

 Future studies would also benefit from the inclusion of more firm-wide 

performance measures.  This study obtained first-hand reports of billable hour production 

from each participant and set those numbers against each firm’s billings target.  In 

addition, each firm’s profits per partner was assessed as a measure of firm-wide 
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performance.   While these two primary measures were valuable, additional performance 

measures (such as total revenues, or total firm-wide billings) would enhance future 

studies. In addition, measures such as associate billable rate per hour may provide useful 

insights into not only a firm’s overall production, but also a firm’s stature and reputation.  

Again, obtaining this data proved to be difficult to access because the firms contacted in 

this study were very protective of their financial data.  Future studies that gain access to 

such information would likely produce richer outcomes. 

 In addition to additional performance metrics, future studies may also benefit 

from the consideration of additional mediating variables.  There may be theoretical 

support for the contention that the number of individual practice areas within a law firm, 

as well as firm size, may impact the relationship between leadership approach and 

performance outcomes.   These factors, as well as others may produce a richer picture of 

the exact nature of leadership’s impact upon performance in the professional legal 

setting. 

 Finally, the role of transactional as well as transformational leadership must be 

considered in the unique setting of law firms.  Given the long-standing tradition in which 

law firms rely heavily upon billable hour production for promotion decisions, the 

transactional nature of some aspects of law firm management may provide an alternative 

explanation of firm level outcomes.  As such, transactional leadership warrants 

recognition in future studies.  Specifically, future research should examine both 

transformational and transactional leadership within professional law firms, and examine 

how the prevalence of one leadership approach impacts entrepreneurial and performance 

outcomes of interest. These two leadership styles have not been examined in tandem 
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within this unique setting, and in conducting such an analysis future studies would 

provide greater clarity to the role that transformational leadership plays in influencing 

performance as well as other outcomes. 

 

 

Conclusion 

 

 The above discussion provided some of the key theoretical and practical 

implications of this study.  The weaknesses of this study were highlighted and several 

key avenues for future research were suggested.  This study examined several firmly-

established constructs within a new context that currently finds itself in a state of crisis.  

While this investigation has charted some new ground, it is hoped that this study 

represents only the opening salvo to a new series of investigations into the vitally 

important, but desperately ailing legal industry.  The principles and enactment of 

entrepreneurship have inspired success in almost every business context.  This study 

suggests, albeit modestly, that entrepreneurship may likewise inspire the field of law.   
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