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Abstract

This study focuses on entrepreneurs in the small island state of Malta and investigates
whether starting up and running an enterprise is facilitated or hindered by being in a small
island environment. Specifically it asks (1) whether being on a small island, on the
periphery of a major market, facilitates or hinders entrepreneurship and start-up success;
(2) whether Malta’s cultural context and enterprise environment affect entrepreneurship
and start-up success; (3) what the key success factors among Maltese start-ups are; and (4)
how creativity and innovation are reflected in Maltese start-ups. Qualitative research
among 13 start-ups is supported by telephone-based research among a sample of 90
respondents. Findings contribute to the pool of business expertise and context-specific
information from small island states that is often missing from the international literature.
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Introduction

Small island states have been the subject of a great deal of research over the past few years.
Some authors have emphasised their limitations and vulnerabilities (e.g. Baldacchino,
2002; Briguglio & Kisanga, 2004) while others have focused on the impressive economic
growth of various small island states which have outperformed many of the larger
countries (e.g. Mehmet & Tahiroglu, 2002). What most authors agree upon is that small
island states are intrinsically different from larger states, not only in terms of their physical
features, but also in terms of their social, economic and cultural context which together
make up a particular micro environment (Baldacchino, 1995; Sultana, 2006).
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Starting up an enterprise is said to be the “hallmark of entrepreneurship” (Sternberg &
Wennekers, 2005: 193), yet it is reported to be highly susceptible to contextual factors
(Dana, 2006). Consequently, successful new venture creation has been the focus of
numerous studies in recent years that have sought to identify the various key success
factors (e.g., Gilmore et al., 2004; Helms & Renfrow, 1994; Lussier & Pfeifer, 2001; Moy
& Luk, 2003; Pena, 2002; Schutjens & Wever, 2000; Watson et al., 1998). However most
of these studies have been carried out in larger countries and markets with the possibility
that their findings may not be applicable to the particular circumstances of small island
states. The micro environment of small island states is said to give rise to distinct business
conditions that may influence entrepreneurship and start-up success.

This study focuses on entrepreneurs in Malta and investigates whether, in their opinion,
starting up and running an enterprise is facilitated or hindered by being in a small island
environment. Specifically it asks (1) whether being on a small island, on the periphery of a
major market, facilitates or hinders entrepreneurship and start-up success; (2) whether
Malta’s cultural context and enterprise environment affect entrepreneurship and start-up
success; (3) what the key success factors among Maltese start-ups are; and (4) how
creativity and innovation are reflected in Maltese start-ups. Qualitative research among 13
start-ups is first conducted and subsequently supported by quantitative telephone research
among a sample of 90 respondents. Results are reported and conclusions are provided.
Findings contribute to the pool of business expertise and context-specific information from
small island states that is often missing from the international literature. Limitations are
noted and directions for future research are indicated.

Malta: A Small Island State on the Periphery of the European Market

Malta gained its political independence from Britain in 1964. It is a small island state with
a total land area of 316 km” and a population of just over 400,000. It is located 93 km
south of Sicily in the heart of the Mediterranean. The sea acts as a natural barrier that
delineates Malta from the rest of the world. Not surprisingly these characteristics give rise
to its peripheral nature. Despite European Union (EU) membership in May 2004, travel
and transportation costs are higher, making integration that much more challenging. Malta
has no exportable natural resources and the manufacturing industry needs to import the
bulk of its raw material requirements. A small domestic market makes Malta’s economy
dependent on exports for growth. It has been argued that small states can find ways to
overcome or compensate for such difficulties (Baldacchino, 1999). Proof of this is the
exceptionally high per capita income levels of microstates such as Luxembourg, Bermuda,
Singapore, Hong Kong and Brunei. These can be attributed to certain unique
characteristics - such as location and climate - that can provide small states with an
economic advantage in sectors such as tourism and financial services (Mehmet &
Tahiroglu, 2002). Despite the fact that its location and climate are indeed favourable for at
least two of its main economic pillars - financial services and tourism - Malta does not
rank with the top countries in terms of European and global competitiveness (World
Economic Forum, 2006a; 2006b). Moreover, start-ups in small island states like Malta
often face a double dose of vulnerability. They are exposed to both the start up challenges
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of their local environment and in addition they are highly susceptible to shocks arising
from the global economy. On the basis of the above, we ask:

RQ [Research Question] 1: Does being on a small island, on the periphery of a
major market, facilitate or hinder entrepreneurship and start-up success?

The Socio Cultural and Enterprise Environment

Malta, as a small island state on the periphery of the European market, has its own
particular identity and socio-cultural context that influences how business is undertaken
and how entrepreneurship and start-ups are facilitated or hindered. This section looks at a
number of socio-cultural variables and the enterprise environment that characterise Malta.

Openness to New Ideas

It has been argued that “countries without natural resources are much more likely, through
human evolution, to develop the habits of openness to new ideas, because it is the only
way they can survive and advance” (Friedman, 2005: 328). In this view, citizens of small
island states would be expected to generate and accept new ideas to compensate for a lack
of natural resources and to overcome the other drawbacks of living and operating on a
small island. Maltese entrepreneurs report a broad continuum of views concerning Malta’s
openness to new ideas which range from concurrence that locals have a “creativity spirit”
which comes from the need “... to survive on a rock without any natural resources” to
outright disagreement where locals are said to be “sceptical to investing in new ideas”
(Mercieca & Cassar, 2006: 9). Malta’s receptivity to new ideas remains an open question
that requires further investigation.

Reputation and Fear of Failure

Malta’s small size and high population density makes it seem as though everyone knows
everybody else with limitations on anonymity and privacy. Failure, like success, is easily
visible and becomes widely known. Unlike larger states, citizens cannot achieve
anonymity from any type of failure simply by relocating to another part of their home
country. In addition, an individual’s reputation is closely linked to a strong sense of family
honour, pride and shame. Despite many changes since the 1960s, Malta in 1992 was
reported to exhibit very much the same characteristics of “... loyalty to family, faction and
community” (Boissevain, 1993: 160-161). There is no reason to argue that these have
changed since either. Such values have important implications for new entrepreneurial
undertakings and start-up success: generating and implementing innovative ideas involves
inherent risks and a high possibility of failure (Gilmore ef al., 2004; Kuczmarski, 1996). It
is proposed that such a prevalence of fear of failure undermines entrepreneurial activity.

Strong Family Values

The presence of strong family values in Maltese culture could explain why the family
“remains influential in shaping educational and occupational aspirations and paths”
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(Sultana, 2006: 40). Indeed it has been pointed out that “... small business is family
business. Family and enterprise are intimately related” (Boissevain, 1991: 2). Mercieca and
Cassar (2006) present evidence that family support, assistance and encouragement were
deemed to be very important by Maltese entrepreneurs, and were sorely missed when
absent. It is argued that a family’s attitude toward starting up an enterprise, and the degree
of support it offers, are likely to be determining factors of entrepreneurial activity and its
success.

Friends of Friends

The importance of one’s personal contacts and social networks, or one’s “friends of
friends” (Boissevain, 1974), is recognized as a key factor for success. “It’s who you know,
not what you know” (Sultana, 2006: 42) that opens up opportunities and helps you get
ahead in a place like Malta. When studying innovation and networking in small
manufacturing firms in Cyprus, Dickson and Hadjimanolis (1998) found that the owner-
managers’ personal and social relationships positively influence their organizational
relationships with new and existing customers, partners and suppliers. Overseas links were
also found to be of critical importance for Cypriot firms that depend on foreign suppliers
for raw materials, machinery, equipment, technical information, technology and expertise.
Most business deals and opportunities rely on personal contacts to bring in new clients and
reliable suppliers. In such a perspective, successful entrepreneurship depends to a large
extent on the scale and quality of social networks.

Familiarity may lead to Contempt

In spite of the high level of familiarity in small states, local cooperation and collaboration
is not necessarily easier. Familiarity may lead to disrespect and contempt (Sultana, 2006).
Indeed, in Cypriot firms, relationships between local firms and their suppliers, customers
and subcontractors are characterised by low trust, lack of commitment, unreliability and
dissatisfaction (Dickson & Hadjimanolis, 1998).

The Enterprise Environment

The open systems perspective holds that start-ups rely heavily on their environment for
resources (Cummings, 2005a; 2005b). Opportunity, motivation and skill are three key
ingredients for entrepreneurial success. Opportunity refers to the support environment in
terms of available resources, regulatory environment and state administrative support.
Enterprises started by skilled and/or motivated individuals in unsupportive, low
opportunity environments are likely to experience more difficulties and barriers to entry
than those started in supportive, high opportunity environments (Lundstrom & Stevenson,
2005).

With the generous provision of European Union (EU) funds for seminars, conferences,
training programmes, incentive schemes and other enterprise support, the Government of
Malta has sought to promote entrepreneurship and innovation in recent years. Political
declarations and the allocation of public funds point towards a top-down effort to create a
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positive environment for fostering innovation and enterprise. Yet the 2006 Lisbon Review
reports that Malta is still lagging behind its European counterparts in terms of overall
competitiveness, enterprise and innovation levels. Malta ranked 19™ out of the 25 EU
member states, with an average final index score of 4.38 out of a maximum possible score
of 7.00, compared to Denmark’s top ranking score of 5.76 and an EU average of 4.84
(World Economic Forum, 2006a). One of the dimensions measured in the Lisbon progress
study was the enterprise environment with regards to start-ups and regulatory frameworks.
This subscale measured factors such as the time required and red tape involved to start up
an enterprise, the quality of legislation, taxation, and the level of capital available for new
enterprises. Malta ranked 22™ and scored a low 3.83 out of a maximum possible score of
7.00 on this index, compared to Denmark’s top ranking of 5.63 and an EU average of
4.59.

On a global scale, Malta’s competitiveness and economic performance is equally
disappointing. The 2006 Global Competitiveness Report placed Malta in 39" place, with a
final score of 4.54 out of a maximum possible score of 7.00, compared to Switzerland’s
top rank with a score of 5.81. Among the states that outperformed Malta are three other
island states: Barbados, Singapore and Iceland (World Economic Forum, 2006b).

In summary, the context for start-ups in Malta may be described as rather challenging. The
small size of the island, limited domestic market, peripheral location and other socio
cultural variables are difficult hurdles that need to be overcome. Moreover, in spite of a
declared government policy and various support measures aimed at boosting enterprise,
Malta’s low European and global rankings on competitiveness, enterprise and innovation
levels suggest that Malta has not yet found a way to compensate for the handicaps
imposed by its smallness and islandness. Our consideration of Malta’s socio-cultural
variables and enterprise environment lead us to ask:

RQ2: How does Malta’s socio-cultural context and enterprise environment affect
entrepreneurship and start-up success?

Success Factors among Start-up Firms

There is broad agreement that success and growth of small enterprises is determined by a
web of factors (Lee & Osteryoung, 2001; Simpson et al., 2004; Watson et al., 1999).
Education, experience, preparation, hard work, motivation and commitment have been
identified as desirable attributes of owner-managers of start-ups (Gilmore et al., 2004;
Lussier & Pfeifer, 2001; Penia, 2002; Schutjens & Wever, 2000; Watson et al., 1998).
Other factors such as size, structure, and economic activities have been associated with the
start-up itself (Schutjens & Wever, 2000). Most start-ups are generally small with only a
few employees and an organic structure. Although this structure may denote vulnerability,
it allows start-ups to be more flexible and agile. Flexibility is undoubtedly a key success
factor for small enterprises, as their simplified management structure enables them to
concentrate on short runs and switch procedures rapidly (Boissevain, 1991; Pefia, 2002). In
addition a number of other success factors have been noted in the literature. These include
employing the right staff (Lussier & Pfeifer, 2001), effective marketing strategies and
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location (Hill et al., 2002), the use of mentors or professional advice (Helms & Renfrow,
1994; Lussier & Pfeifer, 2001; Waters et al., 2002), and the use of advanced technology
(Smallbone et al., 1995; McGrath & Gilmore, 1995). There are also factors in the
environment in which start-ups will be operating that may influence their success. A
positive industry environment - which includes a stable and supportive political climate,
fiscal regulation, infrastructure and labour markets - would favourably affect the evolution
of successful start-ups (Pefia, 2002). Dodge and Robbins (1992) found that financial
challenges including undercapitalization and locating financial sources are predominant
during an enterprise’s earlier years. Capital is often the major problem that entrepreneurs
must overcome during this period (Moy & Luk, 2003; Pefia, 2002). On the basis of the
above, we ask:

RQ3: What are the key success factors among Maltese start-ups?
Creativity and Innovation

It has become widely accepted that no enterprise can flourish without a healthy dose of
creativity and innovation. Creativity and innovation are considered to be overlapping
constructs between two stages of the creative process; both are necessary for successful
enterprise (Martins & Terblanche, 2003). Creativity can be defined as “the production of
novel and useful ideas” (Amabile et al., 1996: 1155), while innovation refers to the
implementation or “transformation of a new idea into a new product or service, or an
improvement in organization or process” (Heye, 2006: 253). By definition, creativity and
innovation involve the creation of something new that “... is central to the entrepreneurial
process” (Barringer & Ireland, 2006: 15). Creativity and innovation are in fact considered
by many to be inseparable from entrepreneurship, which is in turn manifested in the act of
starting up and running an enterprise.

In organizational settings, creative ideas can be implemented to introduce innovative
products or services, or to deliver products or services in a new, more efficient, and hence
innovative way. There is broad agreement that innovation should be present in all aspects
of an organization and that it should be a mindset or a way of life (Abraham & Knight,
2001; Kuczmarski, 1996). Innovation should permeate through the various elements of the
organization’s business model in order to make it harder to be copied by competitors
(Loewe & Dominiquini, 2006). Therefore, innovation is not only measured by the new
products or services offered by an enterprise but also by new and more efficient ways of
developing, producing or delivering products or services.

It is argued that creativity is not required solely in the domain of certain sectors or
departments, or only in the development of new products or services, but is needed at
every level of every type of organization. Creativity is seen as going beyond new
products, new services and new and improved processes (Cook, 1998; Heye, 20006).
Therefore if one can “better organize [one’s] day or write a report in a new or more
effective way, then this is every bit a creative act” (Gurteen, 1998: 7). On the basis of the
above, we ask:
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RQ4: How are creativity and innovation reflected in Maltese start-ups?
Methodology

This study makes use of mixed methods, with data collection taking place in two phases.
Phase One utilises a qualitative method of data collection to address the first three
research questions. Phase Two makes use of a quantitative method to substantiate the third
research question and to answer the fourth. The data collected in Phase One is fully
analysed before Phase Two is conducted, as the preliminary findings from the qualitative
research are fed into the quantitative part of the study for further investigation.

For enterprises to be included in this study they needed to meet the “new” and “active”
criteria as described by Luger and Koo (2005). Enterprises which were set up in Malta in
the last five years were considered to satisfy the “new” criterion. There is likely to be no
controversy with including young enterprises in the start-up category, but it may be argued
that enterprises in their fifth year may be said to have grown out of their “new” start-up
stage. However start up firms that have survived beyond the treacherous early years, and
are in their fourth or fifth year, are able to offer valuable hindsight concerning factors
leading to start-up success. This is in line with the suggestion by Bosma and Harding
(2007) concerning the importance of studying both nascent entrepreneurs and those with
more experience to gain insight into start-up success. A five-year time span was therefore
deemed appropriate for this research. The “active” criterion was satisfied if the enterprise
employed at least one full-time employee (excluding the owner-manager) and was
engaged in some form of commercial activity.

Phase One: Personal Interviews

In Phase One, in-depth personal interviews were carried out with 13 owner-managers of
new and active start-ups. Respondents were identified through the principal business
incubation centre in Malta and through personal contacts. This first phase sought to
provide insight into the phenomenon of starting up and running a successful enterprise in a
small island state. In these circumstances, a qualitative approach was considered to be the
most appropriate as it allowed in-depth exploration of the issues under investigation.

A tailor-made, semi-structured interview schedule that included the main questions,
prompts and probes, was used to ensure coverage of key issues and to guide the interview
process (Creswell, 1998). The interview schedule, which was also translated into Maltese,
was rigorous enough to enable the identification of patterns and trends, but was
sufficiently flexible to allow the interviewer to follow emergent leads (Frankfort-
Nachmias & Nachmias, 1996). Questions were open-ended and as non-leading and as
unambiguous as possible. All interviews began with the respondents being asked to
provide some details about themselves and their start-up. These opening questions were
non-threatening ice-breakers to help put the respondents at ease, build rapport between the
interviewer and the interviewee and at the same time provide a wealth of information
about the owner-manager’s background. Respondents were then asked an open, general
question about what they felt were the major factors that contributed to the success of their
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start-ups. Probing questions, using the respondents’ own words where possible, were used
to invite the owner-managers to expand upon the points they had raised.

One objective of this research phase was to determine how Malta’s small island state
context, and its socio-cultural and enterprise environment influence start-up development
and success. Respondents who did not spontaneously volunteer context-specific
information were directly questioned on whether there was anything about Malta’s small
size, island nature and peripheral characteristics that they felt undermined or enhanced
start-up success. Along similar lines, respondents were asked about the Maltese
environment for enterprise in terms of state support and legislation for starting up an
enterprise. The interview was concluded with a broad question that asked if respondents
would like to add any further comments.

Interviews were conducted in the English or Maltese language, depending on respondent
preference, and lasted around 45 minutes each. Gilmore et al. (2004) suggest that the
understanding of entrepreneurial phenomena is enhanced when they are examined in their
own natural context. Consequently, all interviews were carried out on the respondent’s
business site. Interviews were audio-recorded and transcribed in full to ensure accuracy
and objectivity in data collection and to facilitate analysis. Notes on the respondents’ non-
verbal behaviour were also recorded in the space provided on the interview schedules, in
order to take advantage of the richness of information provided by the personal nature of
this method of data collection (Frankfort-Nachmias & Nachmias, 1996). Prior to analysis,
each transcript was e-mailed to the respective respondent for a process of member-
validation, whereby they were asked to read through the document and verify that the
information was reported truthfully and accurately, and to make amendments if necessary.

Phase Two: Survey Data

In Phase Two, respondents were still required to meet Luger and Koo’s (2005) “new” and
“active” criteria. Selection of suitable research participants was carried out using
purposive sampling (Shaughnessy & Zechmeister, 1997) to ensure that all the research
participants met the research criteria. This led to the creation of a theoretically relevant
sample which is deemed most appropriate in entrepreneurial research (Davidsson, 2004).
Since the second phase of this study was quantitative in nature, it required a larger
research sample than the qualitative first phase. A sampling frame of “active” enterprises
was compiled from the Made in Malta Business Directory and ICT Business Directory
published by Malta Enterprise, and from the Trade Directory published by the Malta
Chamber of Commerce. Since enterprises appearing on these directories were publicly
advertising their products or services, it could be safely deduced that they were involved
in commercial activity. This eliminated the selection of companies that may have been
dormant or existed only as ‘paper companies’. Each entry in these directories was looked
up on the online Malta Registry of Companies to determine their registration number and
their year of incorporation. Those companies registered during the last five years were
considered to fit the “new” criterion and therefore included in this research sample, which
also included the participants from the first phase of the research, other enterprises based
at the local business incubation centre, and further personal contacts. The lengthy
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selection process yielded a sampling frame of 152 “new” and “active” enterprises. The
entire sampling frame was contacted, out of which 90 owner-managers agreed to
participate in the study. This response rate of 59.2% is attributed to the hectic schedule
that is typical of many owner-managers of successful start-ups, which leaves them with
little time to participate in research.

This second phase of data collection sought to investigate how creativity and innovation
are reflected in Maltese start-ups and to further assess their key success factors. Since
contextual differences needed to be taken into account in this study, and since research on
creativity is typically carried out in large organizations, a tailor-made structured interview
schedule was constructed for the purpose of this second phase of the study. The
construction of this interview schedule was based on the main findings of Phase One and
on a number of standardized instruments dealing with organizational creativity. These
include Goodman’s Organizational Creativity Audit (1995), Ekvall’s Creative Climate
Questionnaire (1987), the Harvard Business Essentials’ Workplace Assessment Checklist
and Psychological Environment Checklist (2003), and the Advanced Practical Thinking
Training Inc.’s Innovation Index (2001).

The final interview schedule was divided into three parts. Part one gathered general
information about the respondents and their start-ups, including the industry sector they
form part of, the year when their enterprise was set up, the number of employees, and the
owner-manager’s previous managerial and start-up experience. The data gathered from
this first part of the interview was later used to classify and profile respondents. Part two
of the interview schedule addressed the fourth research question, which is concerned with
how creativity and innovation are reflected in Maltese start-ups. Items in this section
represent indicators of organizational creativity and innovation (product, service and
process innovation), together with indicators of the psychological and physical
environment of the start-ups under investigation. All the items in this part of the interview
schedule were selected entirely on the basis of the literature reviewed and the instruments
mentioned above. Replies required simple ‘yes’ or ‘no’ answers. The final part of the
interview schedule substantiated the third research question, which was concerned with
identifying what are perceived to be the key success factors behind start-ups in Malta.
Since this study argues that creativity and innovation are central to Maltese start-up
success, respondents were requested to weigh creativity and innovation against twelve
other factors. All factors had been identified as key success factors in the literature and in
Phase One of this research. Respondents were instructed to refer to their own start-up
experience and to report which of the twelve factors had been of greater importance,
which had been of lesser importance, and which had been of equal importance to
creativity and innovation. An open-ended general question at the end of the interview
allowed respondents to add any further comments and to suggest additional critical
success factors.

The survey interviews in Phase Two were all administered over the telephone. This survey
method was selected because of its non-intrusive nature, and because it was permitted by
the relative simplicity of the research instrument (Frankfort-Nachmias & Nachmias,
1996). Interviews were conducted in English or Maltese during office hours or at such
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times as requested by respondents, and lasted approximately six minutes each. Answers
were recorded on the interview schedule sheets which were then used by the author for
analysis.

Results

Out of the thirteen owner-managers who participated in the first phase of this study, four
had started up their enterprise in 2002, two in 2003, five in 2005, and two in 2006. Ten
respondents were male and three were female while two were foreign and eleven were of
Maltese nationality. One respondent was aged 25 or under, five were aged between 26 and
35, five were aged between 36 and 45, and two were aged 46 or over. All respondents in
Phase One had completed tertiary level of education. Nine respondents had no previous
start-up experience but eleven had formerly been employed in managerial positions.

In Phase Two, telephone interviews were conducted with 90 owner-managers whose
enterprise had been registered with the relevant authorities in the last five years. All start-
ups in this research sample fell into the SME category as defined by the EU. Micro and
small enterprises together made up 96.7% (n = 87) of the sample. This is comparable to the
population of enterprises in Malta, where micro and small enterprises together account for
99.3% of all Maltese businesses (National Statistics Office, 2006a & b). Out of the 90
respondents, 83.3% (n = 75) were male and 16.7% (n = 15) were female. When compared
to the gender distribution of the population of self-employed with employees, females were
over-represented in this sample. No data is publicly available on the gender distribution of
new enterprise owners. Respondents with managerial experience constituted 81.1% (n =
73) of the sample, while those with experience starting up and running their own enterprise
made up 38.9% (n = 35) of the sample. In addition, enterprises forming part of the ICT
sector were highly represented in this phase of the research, constituting 25.6% (n = 23) of
the sample. The start-ups with the second highest frequency in the sector variable were
those which offer some kind of consultancy services, making up 8.9% (n = 8) of the
sample. This was followed by those in the financial services sector, of which there were
6.7% (n = 6). Other sectors, including manufacturing, retail, import/export, hospitality,
education and culture, media and entertainment, biotech, health, environment and energy
were all represented by between one and four start-ups, making this a highly heterogeneous
sample in terms of industry sector representation.

RQ1: Does being on a small island, on the periphery of a major market,
facilitate or hinder entrepreneurship and start-up success?

The general consensus among the owner-managers who participated in the personal
interviews was that local start-ups are affected to some extent by the conditions brought
about by Malta’s small island state context. Six of the thirteen respondents spontaneously
made reference to these conditions and another six referred to them upon direct
questioning. They disagreed, however, on whether such conditions are beneficial or
detrimental to start-up success. Only one respondent felt that there was nothing about the
small island state context of Malta that particularly affected him in his enterprising
activities:
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No problem ... if you are in the knowledge industry you could be based anywhere:
in Gozo, on a yacht...

Among the respondents who felt that Malta’s small island state context facilitates matters
for start-ups were the two foreigners. They sang praise for the ease with which they were
able to make direct contact with the relevant Authorities during their start-up process. They
consider this to be a facilitating factor for start-ups and believe it is only possible due to
Malta’s small size. This feature was also reported by a Maltese owner-manager in the
financial services sector whose start-up involved attracting new investors from overseas to
the island. He states:

Another thing which has really helped to sell Malta is that being a small island you’re
only literally a phone call away from the regulator ... whereas if you live [elsewhere]
that’s impossible to do because you have to talk to about eight people before you get
to the regulator, and it takes a long time.

One of the foreigners claimed that due to its small size and receptiveness to new ideas,
Malta is an ideal testing ground for new products and services which, if successful, could
be launched on the larger international market.

Despite the above, the dominant view among respondents in the first phase of this study
concerning Malta’s small island context was somewhat negative. Two respondents referred
to the sea as being a natural geographical barrier which held them back from expanding
their business. Malta’s small size was explicitly mentioned as being detrimental to start-up
success by three respondents, as they felt it creates a limited domestic market and fierce
competition.

RQ2: How does Malta’s socio-cultural context and enterprise environment
affect entrepreneurship and start-up success?

The first major socio-cultural theme that emerged in the personal interviews as being
central to start-up success in Malta is family influence and support. Most of the owner-
managers who participated in Phase One of this study attribute a great deal of importance
to their family or to their partners, both as influencers in their decision to start up and as
sources of support during the start-up process. One respondent explained how both his
father and his grandfather were entrepreneurs, and felt that this influenced his decision to
start up his own enterprise, stating that “the family influence I think helps a lot in forming
a person into business”. In his case, he felt it was “something ... in the line, in the family”.
Another respondent claimed that starting up an enterprise was in his blood as he also came
from a family of entrepreneurs.

The role of the owner-managers’ spouses is also reportedly instrumental in the success of
start-ups. A respondent explained how his fiancée encouraged him to start up on his own
and constantly encourages him and supports him through the tough times. Another
respondent believes that “if it weren’t for them [wife and children] ... I wouldn’t be here in
the first place”. This respondent explained that family support is so important because “in a
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start-up, a company like ours, you don’t say you work 40 hours a week”. Another
respondent reported he relied on his wife for financial support when his start-up was going
through some very rough patches.

The second major socio-cultural issue raised was the importance of personal contacts,
networking and word of mouth, as “everyone knows someone in Malta, and everyone
knows someone who knows someone”. Closely related to this is the issue of reputation,
which also emerged as being of utmost importance for start-up success in Malta. Seven
owner-managers made reference to these interrelated concepts, and attributed their central
role in start-up success to Malta’s small size and high population density. Contacts,
networking and word-of-mouth were considered to be important in replacing or
complementing conventional forms of marketing or advertising:

I feel that, especially in a place like Malta, you can reach your customers in so many
better ways besides advertising. We’re only 350,000 people on this island, so if you
have 10% of the market you can actually probably meet these 10% in the street. So
you can do a lot of marketing which is one to one, personal and more targeted ... the
best is always mouth to mouth. Word of mouth is the best, strongest thing.

These factors were also reportedly important in being awarded jobs and in attracting and
retaining clients. Building and maintaining a good reputation was also a major issue in
these cases as seen from the three quotes below from three different respondents:

I think it all boils down out here to who you know in most cases, in making big
money out here ... There are people who wouldn’t deal with anyone, but they deal
with us ... they know we provide a proper service or whatever ... You have to build
the right reputation ... but we have to be sure not to make mistakes, because you only
make a mistake once with these people and they’ll never come back. That’s the way it
works out here. So you’ve got to work hard to build a good reputation, and you have
to work hard again to protect it.

Word of mouth is paramount on this island. I think the minute an organization has a
reputation ... a reputation for what it does best, I think that is critical ... Already I
find myself being awarded jobs ... merely on reputation.

The most important thing is reputation for us. It takes a long time to create it and it is
very easy to lose it, even in - especially in - a small country like Malta. For example,
if we provide a bad service, everybody will know because word will really go round
very, very quickly. And unlike, say, if we were providing a service in Italy and you
have a bad reputation in say, Milan, you can move to Torino. In Malta that is not
possible. So reputation is fundamental for us to grow in a small island like Malta.

That familiarity could breed contempt was not far from the surface. A respondent
highlighted the lack of cooperation between the Maltese as follows:

We have a ‘dog eat dog’ attitude here in Malta. I say this to everyone, it is our
culture. Knocking on someone’s door to ask for help is unheard of here.
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From Phase One of the research, only two respondents claimed that the legislative and
procedural issues involved in starting up an enterprise in Malta are easy. The rest
complained about the enterprise environment particularly about excessive bureaucracy and
mandatory paperwork. These problems seem to be even more pronounced once the
enterprise had been established and was up and running. One respondent explained that he
would have liked to relocate to larger premises to enable him to expand, but he wasted
seven months dealing with red tape and bureaucracy.

RQ3: What are the key success factors among Maltese start-ups?

In Phase Two of the research, telephone survey participants were asked to weigh each of
twelve key success factors against creativity and innovation, and to indicate whether they
believed that these factors were less important, equally important or more important than
creativity and innovation in starting up their business. The response category was treated
as a metric interval variable with /ess important being assigned the value of 1.00, equally
important assigned the value of 2.00, and more important assigned the value of 3.00. The
mean of each of the twelve variables was calculated to obtain an indication of their overall
relative importance. A mean between 2.00 and 3.00 indicates that the variable is more
important than creativity and innovation, while a mean between 1.00 and 2.00 indicates
that the variable is less important than creativity and innovation. This procedure used the
mean score obtained to rank the factors according to their perceived relative importance.
Table 1 presents the means and standard deviations for each variable ranked in descending
order of overall relative importance. It indicates that the top three start-up success factors
identified are ‘reputation’ (M = 2.62), ‘contacts, networking and word of mouth’ (M =
2.61), and ‘quality’ (M = 2.58). Table 1 also indicates that nine factors were rated as more
important than creativity and innovation, while three factors were rated as less important.

Table 1: Overall Relative Importance of Each Factor

Mean Std. Deviation
Reputation 2.62 0.53
Contacts, networking and word of mouth 2.61 0.59
Quality 2.58 0.58
Staff 2.44 0.69
Cash flow 2.42 0.73
Education and experience 2.30 0.74
Marketing 2.24 0.72
Family support 2.17 0.78
Capital 2.07 0.83
Technology 1.97 0.84
Location 1.47 0.75
Professional advice 1.44 0.67
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One should note that a number of factors have means which are very close to the mean of
2.00 and are therefore understood to be as important as creativity and innovation for start-
up success. Yet, the above provides no indication as to which are close enough to be
considered as equally important to creativity and innovation, and which are distant enough
to be considered as significantly more or significantly less important. One-variable chi-
square tests were therefore carried out using the frequency counts of each variable to
investigate which of the factors are significantly more / less important than creativity and
innovation. No significant differences were found on ‘family support’, ‘capital’ and
‘technology’ (N =90, df =2, p > .05). These factors may therefore be considered to be of
equal importance to creativity and innovation. Seven factors, namely ‘reputation’,
‘contacts, networking and word of mouth’, ‘quality’, ‘staff’, ‘cash flow’, ‘education and
experience’, and ‘marketing’ were found to be significantly more important than creativity
and innovation, while two factors, namely ‘/ocation’ and ‘professional advice’, were found
to be significantly less important than creativity and innovation (N =90, df = 2, p <.05).

RQ4: How are creativity and innovation reflected in Maltese start-ups?

The majority of owner-managers who participated in Phase One of this research claim that
creativity and innovation play a crucial role in the success of their start-up. When asked
what the most important factors were in the success of their start-up, nine of the thirteen
respondents made some reference to creativity and innovation. The subsequent probing by
the interviewer elicited a great deal of information on this theme. Most owner-managers
claimed that they are in some way creative and that their start-up is innovative as a
function of their creativity. Sometimes they were able to specify ways in which they were
creative and innovative; other times they were not. For example, one respondent described
his “creative approach”. He explained that he begins a new project “with a fabula rasa, a
clean slate ... just get rid of all your rules, just throw everything out of the window and
start afresh”. On the other hand, another respondent stated that he thinks he is “a bit
creative” but does not know “how or what”. He thinks it must be “something to do with
character”. Another owner-manager claimed to have so many creative ideas that, were he
to live another seven lifetimes, it would still not be enough for him to put them all into
action. This same respondent explained that, when he puts these creative ideas into action,
he often finds that his products are too advanced for the market.

This concern about products or services that were so innovative that the market was not yet
ready for them was voiced by three other respondents. Six other respondents stated that
they introduced products or services that were new to the Maltese market but which had
been available abroad. For some, this innovation gave their start-up competitive advantage:

It was innovative for Malta ... that was our competitive advantage, that we
harnessed technology ... That made us save a lot of money which was also an
advantage to our customer.

Others voiced similar concerns regarding a market that was not ready for innovation: “it

was new for Malta, but not for overseas ... and first we started to make the market aware
of our products which sort of the Maltese market was not ready yet for them”. Only one
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respondent admitted that his start-up simply offered “more of the same”. Yet even he
claimed to be “always trying to design new products ... always trying to create something

2

new .

Creativity and innovation were deemed important for initial survival and for continued
growth and success, with frequent references to initial innovative business ideas, a
subsequent flow of new ideas for products or services, creative solutions to problems and
innovative business processes. When asked about the main reason behind the success of
his start-up, a respondent answered that he had: “the idea which is unique so that helped a
lot”. He also claimed that “the only way to keep ahead [of the competition] is to add new
services, new ideas”. Having an innovative business idea was also cited by another
respondent as being an important factor in the success of her start-up. Another respondent
claimed that an innovative product helped to “penetrate the market” with a high quality
product with a considerable price tag attached. He believed this was only possible because
customers knew their product was not a “me too” product but something very different,
and it was one of the major reasons why his start-up was successful. Another respondent
believes that the only way to succeed is to stand out by being unique, different and
original. “Having new ideas is extremely important”, he explained, “if you’re going to be
like everyone else, you’re just going to fall in with the rest of the crowd”. He believes that
his “creative approach” ensures that his products are always innovative and that this is one
of the major reasons why he has been so successful.

In spite of the importance of creativity and innovation, many owner-managers cautioned
that other conditions must be present, both to enhance start-up success and to enable the
start-up to innovate. Thus, one respondent warned that when he was younger he believed
that having a good business idea is enough to guarantee success, but experience had taught
him otherwise. He learned that without “business acumen” and a steady cash flow, ideas
are useless. He spoke about business acumen as “a sort of toughness which is built up with
years of experience”, and compared the development of an entrepreneur as follows:

In business you are like a turtle. You are born without a protective shell, so each
strike 1s painful and could kill you. As time goes by, your shell begins to get harder
and tougher ... so, if you are struck you might flinch, but you would keep going...

There was also some scepticism about the importance of creativity and innovation in start-
up success, since there are other factors which were deemed more important. One
respondent believed that innovative but unbranded products have a very difficult time
competing with established brands, particularly those enjoying extensive marketing and
which have built a name for themselves:

All I can say is that no matter how innovative I would be, and no matter how much
money I would spend on local marketing on a product, if I had a competitor whose
product was established and advertised on Canale 5 [an Italian TV station that can be
viewed from Malta] then forget it! You can never ever compete, not even with the
most innovative washing machine which hangs out your clothes to dry and irons
them...
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This respondent believes that truly innovative products require huge amounts of financial
backing in order to become commercially viable, which was not easy for a start-up to
obtain. He spoke about an experience he had with a previous start-up, where he came up
with an idea for a radically innovative product. When he attempted to launch this product,
he found out he did not have the financial resources to follow through, and sold the
concept to a larger company. His buyer could afford to inject the required capital to launch
this product on the international market where it turned out to be a huge success.

Financial factors were mentioned as major start-up concerns by another seven respondents
during the personal interviews. The owner-managers in this phase of the study were aware
that starting up and running an enterprise requires a substantial amount of money, and that
surviving and succeeding requires adequate initial and continued funding. Two comments
from two different respondents were: “[f]irst of all, you need good financial back-up”; and
“I wouldn’t advise anyone to start a new business without having a proper budget”.
Respondents complained about the lack of financing available to start-ups in Malta, where
the banks always require collateral for a loan and where venture capitalists and business
angels are almost non-existent.

Nevertheless, being a small enterprise was often regarded as advantageous by these owner-
managers, especially in terms of added flexibility and faster reaction times. One respondent
believes that an entrepreneur has to be a “... sort of a chameleon, to be able to change
colour and change attitude, to change according to whom you are dealing with”, which
according to two other respondents is facilitated by the small size of their start-up.

A final factor from the qualitative section of the research that is seen as central to start-up
success 1s the enthusiasm and passion with which the owner-managers in Phase One of
this study spoke about their start-ups. This was evident in the respondents’ non-verbal
communication — the look in their eyes, the tone of their voice, and the eagerness with
which they spoke about their start-ups all pointed towards a source of great pride and
satisfaction. Three respondents even spoke about their start-up as if it were a baby that
required their nurturing, care and attention. For example, one respondent commented that
“the start-up period is a very fragile period, it’s a baby that’s not grown as yet”. This
intense emotional involvement may be considered to be crucial to these owner-managers.

The results from the qualitative research in Phase One were enhanced with the quantitative
research in Phase Two. This involved the computation of frequency counts and
percentages for each of the items in part two of the telephone interview. Since these
variables represent indicators of creativity and innovation, the statistics provide a general
indication of how creativity and innovation are reflected in Maltese start-ups and provide
further depth in understanding how creativity and innovation are reflected in Maltese start-
ups.

Well over half the owner-mangers in this study reported having launched products or
services that were new to the Maltese market, while just over a quarter of these products or
services were also new to the international market. This adds up to 16.7% (n = 15) of the
total sample launching products or services that were brand new at the time of start-up. The
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majority (89.5%) of these owner-managers reported that their new-to-market products or
services had been a success. Most owner-managers (71.1%, n = 64) reported that, as time
passed, they added new products or services to their range, made improvements to existing
products or services, and upgraded methods of production or delivery, all of which are
indicators of product, service or process innovation.

The majority of start-ups in this study reportedly enjoy extensive generation and
implementation of new ideas, both by the owner-managers and by employees. A
considerable 94.4% (n = 85) of owner-managers personally generate and develop ideas for
their start-ups, and 83.3% (n = 75) also encourage employees to come up with new ideas.
Only two respondents had never implemented ideas proposed by their employees.
Furthermore, only three of the owner-managers who did implement employees’ ideas had
witnessed no improvement in some aspect of their start-up.

The owner-managers commented on the effort required to be alert and be prepared to react
to changes in their surroundings, with 96.7% (n = 87) reporting that they keep abreast with
emerging trends and technologies, and 90% (n = 81) claiming that their start-up is quick to
adapt to changes in customer requirements or competition as well as to other changes in
their environment.

Discussion

The personal interviews that focused on conditions accentuated by Malta’s small island
state context support the body of literature which argues that Malta has a particular micro-
environment made up of its physical, social, cultural and economic characteristics
(Baldacchino, 1995; Sultana, 2006). The findings of this study strongly indicate that this
micro-environment is highly influential on start-up activities and their chances of success.
Respondents in this study held contrasting views on whether Malta’s size and physical
location enhance or inhibit start-up success. This study therefore reflected the dualism that
exists in the literature in this regard. Maltese culture has been found to be receptive to new
ideas supporting the link between openness to new ideas and survival in a country lacking
natural resources. Interestingly, and perhaps somewhat contradictorily, Maltese culture was
also described as being anti-entrepreneurial due to rampant piracy of ideas. This practice
could be mitigated and entrepreneurship supported by improving intellectual property
rights that protect those groups or individuals who generate ideas for innovative products,
Services Or processes.

During the personal interviews, several owner-managers reported that their family was in
some way influential in their decision to start up their enterprise. Others spoke of the
invaluable moral, practical and financial support they receive from spouses. These
respondents support the central role of the family in the Maltese start-up process. Although
it could be argued that such a practice applies internationally, the strong family values that
are still present in Maltese society, and the physical proximity that is retained to the family
of origin even after marriage, could explain their added importance in Malta. However,
despite being discussed at length during the personal interviews, family support was not
rated as highly as might be expected by respondents during the telephone interviews. This
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could be due to the reflective nature of family-related issues which are more suited to
qualitative research, where they can be discussed in depth and at length.

Respondents in both phases of this study reported that the interrelated issues of reputation,
contacts, networking and word-of-mouth are crucial to start-up success, as they replace or
complement traditional forms of marketing and help attract and retain customers. Only one
respondent lamented that cooperation was sorely lacking among the Maltese. All the other
respondents agreed that the success of their start-ups depends to a large extent on their
contacts, networking activities and word-of-mouth. This confirms that Boissevain’s (1974)
“friends of friends” phenomenon is still very much alive in Malta. The physical proximity
and familiarity that characterize Maltese society offer added opportunities for direct human
interaction, which facilitates networking activities and adds value to personal contacts in
start-up success. The equally high importance attributed to building and maintaining a
good reputation in Malta is most likely due to the same reasons. Reputation is a valuable
asset in any part of the world, but when one lives on a small, densely populated island
where much activity takes place in the public eye and where news travels fast, both
successes and failures become quickly known. Relocation to start again can only be to
another country as it becomes impossible to operate in a hostile business environment with
shattered networks and broken relationships.

The personal interviews indicate that creativity and innovation are critical to start-up
success, as the majority of owner-managers reported that one of the major factors in their
success was that they were in some way creative and innovative. Initial survival, sustained
growth and competitiveness were reportedly enhanced by creative business ideas and
innovative products, services and processes. This supports the vast body of literature which
claims that creativity and innovation are indispensable for business success (e.g.,
Kuczmarski, 1996; Parks, 2006; Pena, 2002; Witt, 2004). However, the telephone
interviews conducted during the second phase of the study identified seven other factors
that were deemed to be more important than creativity and innovation. At face value this
may suggest that creativity and innovation are not as critical as they initially appeared to
be. However one must bear in mind that all twelve factors that respondents were asked to
weigh against creativity and innovation are, according to the literature review and findings
of the first phase of this study, all fundamental to start-up success. Therefore these results
should not be interpreted as a sign that creativity and innovation are not critical to success.
On the contrary, the fact that creativity and innovation were rated to be of equal or greater
importance than five of the factors on the list implies that they are indeed among the key
success factors of Maltese start-ups, and that they therefore have a central role to play in
the growth and prosperity of local enterprises. However, these findings confirm that
creativity and innovation alone are insufficient for start-up success.

Financial and marketing issues have been identified as major concerns among respondents
with initial capital being seen as less important than a steady cash flow. Most of the start-
ups in this study are knowledge-based enterprises and therefore did not require hefty initial
investments to purchase large premises and expensive machinery. However, once these
enterprises began operating, running costs quickly increased. Unless the initial start-up
capital is large enough, a steady cash flow becomes crucial to ensure survival and success.
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Marketing issues and the provision of products or services of a high quality were also rated
as significantly more important than creativity and innovation in this study. A likely reason
for these findings is that, although offering innovative products is important, these
products must be marketed and must be of high quality to ensure customer satisfaction.

Findings from both phases of this study indicate that Maltese start-ups display high levels
of creativity and innovation. The personal interviews provided various examples of how
the owner-managers in this study employ their creative thinking skills to compensate for
shortcomings, overcome obstacles and create opportunities in their start-ups. The
telephone interviews suggest that nearly all owner-managers claim to generate, develop
and implement new ideas for their start-ups. Together, these findings offer substantial
support for the literature that argues that creativity is central to and inseparable from the
entrepreneurial process (Barringer & Ireland, 2006), and confirm that creative thinking is
an essential entrepreneurial skill (Pretorius et al., 2005).

Limitations and Directions for Future Research

Although this study was designed to address the research questions as closely and
accurately as possible, the research design and methodologies gave rise to a number of
inherent limitations which could not be eliminated. Other limitations arose at a later stage
of the study from circumstances that were beyond the researchers’ control. The fact that
the research sample was made up exclusively of owner-managers raised the possibility of
biased responses where indicators of creativity and innovation were concerned. The
respondents may have refrained from providing information which they felt would reflect
negatively on themselves or their start-up. One should bear in mind that many owner-
managers take great pride in their start-up, and some even refer to it as if it were their
child. It is likely that, just as a parent would want to mask his/her child’s shortcomings to
strangers, owner-managers would be reluctant to admit the deficiencies of their start-up to
third parties. Thus there is a possibility that they provided responses that they believed
were socially desirable. There is also a likelihood that they replied truthfully, but their
perception of the situation was somewhat distorted and biased. This would mean that they
inadvertently provided misguided views of their start-ups’ indicators of creativity and
innovation.

One way to compensate for this limitation would have been to use triangulation, obtaining
the views of employees and to personally visit the start-ups for direct observation. This
would have been too time-consuming, excessively invasive and disruptive for the start-ups
involved and was therefore avoided. One should also consider that it is unlikely that
employees would be in a position to provide information regarding start-up success
factors. The lifeblood of a start-up runs through the veins of its owner-manager: no one
else is better equipped to divulge which factors contributed to business success.
Nevertheless, it would be beneficial for future research into creativity and innovation in
start-ups to include triangulation of methods to obtain a holistic picture and reduce as
much as possible that bias resulting from perceptual data that is bound to influence results.
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On a positive note, the use of purposive sampling ensured the selection of a theoretically
relevant sample, which is highly recommended for entrepreneurial research (Davidsson,
2004). Thus although the small sample size does not allow confident generalisations to the
population of start-up owner-managers in Malta, the sampling method used ensures that
the enterprises under investigation were all perfectly suited for the purpose of this
research. This in turn increased the validity of the findings that are largely in line with the
relevant literature.

Another limitation of this study was the absence of a comparison group in the form of
owner-managers whose start-ups had not survived. This would have permitted
comparisons between survivors and non-survivors, and would have added insight into the
factors that play a critical role in the success of start-ups in Malta’s small island state
context. Future research could investigate similarities and differences between successful
and unsuccessful start-ups. It would be interesting to see whether failed start-ups were any
less creative and innovative than successful ones, and whether this has any bearing on the
outcome of their business endeavours.
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