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Abstract. The present study examined two kinds of capital, human and social, on entrepreneurial activities in Hossein Abad Kalpoush
Village, Golestan Province, Iran, using primary and secondary data. We used communicative, structural, and cognitive dimensions to
evaluate social capital, while we focused on knowledge, skills, and self-efficacy to investigate human capital. Entrepreneurship
development is a complex, long-term, and comprehensive procedure with a major role in the economic development of countries. It has
turned into the most strategic and major tool for economic promotion in developed countries. Studies on entrepreneurship have proved that
there is a correlation between the rate of entrepreneurship activities and national gross product in some countries. Consequently, it is
always accompanied by an enhancement of national income and welfare. Entrepreneurship reveals the opportunities, threats, and weak and
strong points of environments, including agriculture, by means of a novel methodology and policymaking in order to revolutionize them.
This evolution is accompanied by the presentation of new ideas and methods to solve existing and future problems, thereby improving
farmers’ economic conditions. The results of this study showed the significant effect of dimensions of human and social capital on
entrepreneurial activities.
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1. Introduction
Rural development is one of the main priorities of different countries, especially developing ones, and requires a

systematic and efficient plan rather than a simple strategy (Tipple, 2006). Many researchers believe that
developing various types of entrepreneurship activities in rural areas creates more jobs, produces capital, assists

1393


http://jssidoi.org/jesi/
http://doi.org/10.9770/jesi.2019.6.3(24)
http://jssidoi.org/esc/home
mailto:chitsaz@ut.ac.ir
mailto:tajpour@ut.ac.ir
mailto:3elahe.hosseini@stu.yazd.ac.ir
mailto:hengamehkhorram@ut.ac.ir
mailto:5zorriehs@yahoo.com
http://doi.org/10.9770/jesi.2019.6.3(24)

ENTREPRENEURSHIP AND SUSTAINABILITY ISSUES
ISSN 2345-0282 (online) http://jssidoi.org/jesi/

2019 Volume 6 Number 3 (March)
http://doi.org/10.9770/jesi.2019.6.3(24)

fair income distribution, and decreases poverty, thereby playing a key role in rural and national development
(Najafi & Safa, 2015).

Entrepreneurship is one of the factors affecting rural job creation and development as it creates new jobs to
rebuild the economic condition in villages (Tousi et al, 2014). Almost all societies agree that they must strengthen
the creation and development of entrepreneurship. Accordingly, they propose various views and methods which
can be adopted based on social conditions (Sobel & King, 2008).

Tousi et al. (2014) believe that entrepreneurship in rural areas is not an easy task because of certain restrictions
since the concept of entrepreneurship has not been defined in villages despite the presence of many hardworking,
innovative, and creative people. This is because of the unfamiliarity with or rejection of entrepreneurship, lack of
financial support, lack of access to accurate information, absence of a supportive culture, and a long distance
between villages and markets and services. One of the best ways to develop entrepreneurship in rural young
generations is focusing on their entrepreneurial features and changing their attitudes towards the creation of new
businesses and new jobs based on innovativeness (the tendency to present new ideas), risk-taking (acceptance of
unpredictable hazards), inclination to autonomy (concept of self-employment), initiation (being the market
leader), and taking an offensive approach (the power of dealing with difficult challenges), thereby developing
entrepreneurship (Dess & Lumpkin, 1996, as cited in Talebi et al, 2015).

Opportunities exists in the environment and wait to be discovered, and those with a superior human capital can
discover these opportunities (Bhagavatula et al, 2010, Chitsaz, Liang, & Khoshsoroor, 2017). In other words,
those who enjoy a high level of human capital will identify more businesses in a given period of time. Human
capital is defined as a series of knowledge and skills acting as input which leads to outputs such as decisions for
self-employment and developing entrepreneurial activities (Ucbasaran et al, 2008). On the other hand, social
capital largely depends on social and cultural factors, and if people identify it as a form of capital (either in
macro-management or in the management of organizations), they will attain a new understanding of socio-
economic systems which will help managers towards a better leadership. Such a capital plays a pivotal role in
developing entrepreneurial activities as it is a social and economic process which depends on social conditions
and context in two ways: a) Entrepreneurs are affected by their own social environment; and b) entrepreneurship
is a social activity that is intertwined with social links which affect the nature of businesses (Adler & Kwon,
2002).

With regard to the issues discussed in theoretical research on entrepreneurship development for rural youth, the
examination of effective factors can accelerate the entrepreneurship process in villages and reduce employment
problems. Previous studies have separately investigated the effect of human capital and social capital on
entrepreneurship development, and no comprehensive study is available on the simultaneous effect of these two
factors. The present study, therefore, examined both dimensions to see whether human and social capital affect
the entrepreneurial activities among young people in Hossein Abad Kalpoush village, Golestan Province, Iran. To
this end, we used the descriptive-analytical research method along with structural equation modeling. The rest of
this paper is organized as follows: First, we review the literature to enumerate the valuable components related to
the research topic. Then, we examine the details of method and results. Finally, we present discussions and
conclusions and offer suggestions for future studies to policymakers in the domain of science and industry.
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2. Literature review

Generally speaking, there is no difference between rural entrepreneurship and the notion of entrepreneurship in
general. The only difference lies in the special conditions of rural areas, including the high risk, lack of facilities,
and weak management. Rural entrepreneurship seeks to identify new opportunities, innovation, creativity in
agricultural and non-agricultural activities, and the optimal, diverse, and innovative land use in line with rural
development.

A method of rural development is entrepreneurship because it significantly affects rural economy and welfare by
creating numerous job opportunities. That is why the evaluation of rural entrepreneurship level and its promotion
are of special importance for rural development. Although entrepreneurship may have different positive outcomes
in rural communities, as a socio-economic and cultural phenomenon, it is itself affected by other contexts, factors,
and skills. In other words, the emergence of entrepreneurship in a society depends on different contexts and
factors.

Goldin and Katz state that the 20th century was the era of human capital (Acemoglu & Autor, 2012). In this
century, human capital became known as the most important asset and resource for creativity and innovation
Human capital affects the growth of societies more than any other factor and is a major motivation for people to
choose careers (Estrin et al, 2016). Human capital includes different skills and capabilities such as professional
knowledge (Lin, 2011). It can be claimed that human capital shows one’s acquired knowledge, created through
competency, attitudes, mental agility, and problem-solving skills, and is an important resource for firms’
innovation and regeneration (Unger et al., 2011). Human capital is nor a physical, neither a financial capital but
the knowledge, skill, and self-efficacy of individuals (Hossein Pour and Abdollahi, 2015). Those who have higher
knowledge, skills, and self-efficacy, act with more innovation and solve problems more quickly (Alpkan et al,
2010).

Thus, the first hypothesis is formed as follows:

Hypothesis 1: An increase in Human capital leads to a development of entrepreneurship activities.

Social capital includes concepts such as networks, trust, cooperation, participation, equity, responsibility and
responsiveness, and commitment and cooperation among community members, estimated as a structure which
influences the development of entrepreneurial activities (Cao et al, 2015). It is more than a group of social
organizations or social values and often promotes output by increasing the productivity of other sources, including
physical and human capital. Social capital is a set of institutions, relationships, and regulations which shape the
guality and quantity of social interactions in the society (Ali Abadi et al, 2016). It is alternatively defined as an
essential and valuable resource that extends the work environment and investment on which is the key to
development (Sainaghi & Baggio, 2014).

Nahapiiet and Ghoshal (1998) consider social capital as a series of sources which come into existence through
relationships among people. They assume three dimensions for social capital using an organizational view:
communicative (relationships among people because of their history of interactions), cognitive (goals, visions,
and common values between users in a social system), and structural (the combination of relationships between
people and units that means how and to whom someone has access). When people belong to a community with a
high level of social capital, they tend to cooperate with one another more and undertake riskier affairs. This rich
social capital expands creative and innovative activities and leads to a better performance (Farsi et al, 2013).
Hence, the following hypothesis is formed:
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Hypothesis 2: An increase in Social capital leads to a development of entrepreneurship activities.
Entrepreneurship exists in various environments, leading to economical growth through a variety of innovations
created by people in response to economic situations (Shepherd et al, 2008). It happens in rural areas based on the
facilities and environment of villages. According to Pato and Teixeira (2014), rural entrepreneurship means the
creation of new businesses, which introduce new products or services, markets, and use of new technologies in
villages.

Kai and Jao (2016) concluded that social capital and its dimensions such as communicative, structural, and
cognitive capital, impact the entrepreneurship of individuals in China. Moreover, Saleh et al. (2016) examined the
relationship between social capital and entrepreneurship for empowerment and concluded that it stimulates
entrepreneurship in people and consequently empowers them. Also, in their descriptive studies, Zhang et al.
(2015) and Saleem et al. (2018) showed that social norms, control behavior, interpersonal social capital, and
social welfare, affecting the development of entrepreneurial intentions in people.

Engelen et al. (2015) noted that, as a social feature, social capital can lead to creativity and innovation and
facilitates entrepreneurial behavior in people. In addition, Barnier (2012) examined some influential elements
affecting individuals’ decisions regarding businesses and identified human capital as a major factor for the
establishment of entrepreneurial businesses. In a study exploring entrepreneurship in China, Tang (2010)
concluded that individuals who have a high human and social capital and social skills discover more
entrepreneurship opportunities Furthermore, Alpekan and et al. (2010) found that human capital has a significant
impact on innovative behaviors among Turkish companies.

It is believed that entrepreneurship development is a process formed by human and social capital (Hindle et al.,
2010). Human capital enhances entrepreneurs’ ability to take advantage of new opportunities and helps them
access physical and financial resources much easier and acquire new knowledge and skills. Ucbasaran et al.
(2008) examined entrepreneurial opportunities and concluded that the different dimensions of human capital are
related to the identification and incorporation of entrepreneurship opportunities.

Aliabadi et al. (2017) concluded that social capital and its dimensions such as cooperation, coherence, safety,
social trust, social and cultural values, valuing life, and communications impact the entrepreneurship of rural
youth in Kangaver, Iran. Moreover, Kheirandish and Jamshidi (2017) stated that social capital in organizations
and strengthening trust-based communications can enhance entrepreneurial activities. Hosseinpour and
Mohammadi (2016) also concluded that human capital is known as a potential resource for encouraging
entrepreneurial behaviors in organizations. Finally, according to Yadollahi Farsi et al. (2013), human capital and
social capital are among the most important elements in the development of entrepreneurship among rural youths
in Korbal, Iran. Based on the literature review, the conceptual model of the present study is presented as follows
(Figure 1):
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Figure 1. The conceptual model of the study

3. Research Method

The present research is applied in terms of objective and descriptive-analytic with structural equation modeling in
terms of data collection. In this study, the effect of variables was analyzed based on coefficients determined in
structural equations. Data were collected through the field study method using questionnaires. Finally, we utilized
Smart PLS to evaluate and model the relationships among variables.

The data collecting instrument was a standard 36-item questionnaire scored on a five-point Likert scale (Table 1).

Table 1. Data Collection Instrument

Variables Authors Number of ltems
Human Capital Hosseinpour and Abdollahi (2015) | 9

Social Capital Nahapiiet and Ghoshal (1998) 12
Entrepreneurial activities Dess and Lumpkin (1996) 15

Experts reviewed the first edition of the questionnaire in order to confirm its content and face validity and
corrections were applied based on their comments.

In order to fit and test the hypotheses using structural models, we used the partial least squares (PLS) method
using Smart PLS software (Chitsaz & Dapeng, khishsoroor, 2016). This method seems to be the best tool for
analyzing studies with a small sample size and complex variables. To analyze the models in this method, we had
to examine the fit of the model first and then test the research hypotheses. The fit of the model is examined in two
parts: measurement model and structural model (Davari & Rezazadeh, 2013). We employed three indexes of
reliability, convergent validity, and divergent validity to assess the fit of the measurement model, and examined
combined reliability and Cronbach’s alpha to assess model reliability. Results are presented in Table 2.
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Table 2. The reliability of research constructs

Research variables

Cronbach’s alpha coefficient

Combined reliability

Human Capital

091

0.83

Social Capital

0.93

0.79

Entrepreneurial activities

0.86

0.74

Based on Table 2, it is clear that all variables have a high reliability and the combined reliability and Cronbach’s
alpha in all cases are above 0.7, proving that research instruments have an appropriate fit.

The validity of the questionnaire was explored using convergent and divergent validity which are specific to
structural equation modeling. The criterion of AVE (average variance extracted) shows the correlation of a
construct with its own indices. The higher this correlation, the higher the fit. The value of AVE for research
constructs is presented in Table 3. In divergent validity, the correlation of a construct with its indices is compared
with its correlation with other constructs. The results of divergent validity are depicted in Table 3.

Table 3. The convergent and divergent validity of research constructs

58.0 61.0 73.0 59.0 64.0 71.0 58.0 59.0 70.0
76.0

46.0 78.0

58.0 41.0 85.0

47.0 52.0 42.0 76.0

44.0 38.0 51.0 59.0 80.0

32.0 38.0 34.0 47.0 63.0 84.0

27.0 34.0 29.0 33.0 58.0 56.0 76.0

43.0 36.0 46.0 27.0 47.0 57.0 63.0 76.0

29.0 22.0 37.0 41.0 46.0 38.0 59.0 39.0 83.0

The results in Table 3 prove that the AVE of all constructs is higher than 0.5, confirming the model’s convergent
validity and the fit of measurement models. Also, results of divergent validity (in the main diagonal matrix) show
that research constructs have a higher degree of interaction with their own indices compared with other constructs,
and thus the divergent validity of the model is acceptable.

4. Results

The young people in Hossein Abad Kalpoush village, Golestan Province, made up the statistical population of this
study. Ninety people were selected through simple random sampling due to restricted access to young people in
rural areas. Next, we examined the relations between the variables using the PLS and results were recorded in two
modes of T-values and standardized estimation. First, we utilized the Bootstrapping command in Smart PLS to
confirm the research hypotheses. The output shows the sum of T-coefficients (Figure 2). When the value of T is
more than +1.96 or less than -1.96, the parameter is significant and research hypotheses are confirmed. We can
clearly understand from Figure 2 that all T-coefficients among variables (numbers in parentheses) are higher than
1.96, confirming the research hypotheses. Then, we assessed the cause-and-effect relation between research
constructs using Smart PLS (standardized estimation). Based on Figure 2, there is a significant positive
relationship between variables. Thus, human and social capital have positive and significant effects on the
development of entrepreneurial activities. A brief summary is provided in Table 4.
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Figure 2. Execution of the model in two models of t-values and standardized estimation

The results of model execution in two modes of T-values and standardized estimation are presented in Table 4.

Table 4. Results of testing the research hypotheses

T-value | Standardized f
e statistic | Coefficients WEEE
Human Capital =»Development of entrepreneurial activities 10.36 0.67 hypothesis approved
Social Capital = Development of entrepreneurial activities 7.47 0.83 hypothesis approved
Knowledge =» Development of entrepreneurial activities 6.58 0.37 hypothesis approved
Skills =» Development of entrepreneurial activities 9.47 0.41 hypothesis approved
Self-efficiency ™ Development of entrepreneurial activities 13.24 0.63 hypothesis approved
Communicative dimension = Development of entrepreneurial activities 2.97 0.68 hypothesis approved
Structural dimension =» Development of entrepreneurial activities 13.19 0.56 hypothesis approved
Cognitive dimension =»Development of entrepreneurial activities 9.62 0.34 hypothesis approved

5. Discussion and Conclusion

The main objective of the present research was examining the effect of human and social capital on the
development of entrepreneurial activities in an applied study. The sample comprised 90 residents of Hossein
Abad Kalpoush village in Golestan Province who filled out a questionnaire scored on a five-point Likert scale.
Results were analyzed using a structural equation modeling software.

As mentioned before, modern societies changed dramatically compared to the past. Therefore, it is necessary to
look for elements which may contribute to the development of entrepreneurial activities. Results of the first
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hypothesis (i.e. the impact of human capital on the development of entrepreneurial activities) and sub-hypotheses
of human capital dimensions indicated that human capital and its dimensions such as knowledge, skills, and self-
efficiency influence the development of rural youths’ entrepreneurial activities. Consequently, one of the factors
affecting the development of entrepreneurial activities is human capital which not only prepares the conditions for
identification, evaluation, and exploitation of diverse entrepreneurship opportunities, but also affects people’s
entrepreneurial intention and behaviors. In line with this hypothesis, Hindle et al. (2009) assert that the process of
entrepreneurship development is formed by human capital. Also, Atger et al. (2011) contend that human capital
increases competencies for discovering and utilizing opportunities and helps people access other useful physical
and financial resources easier and acquire new skills and knowledge. Consistent with the present study, results of
Barnier’s (2012) and Hosseinpour and Mohammadi’s (2015) studies showed that human capital with knowledge,
skills, and self-efficiency can lead to entrepreneurial behaviors. Therefore, we conclude that human capital as an
input leads to outputs such as decision for self-employment and development of entrepreneurial activities among
the rural youth.

Results of the second hypothesis (i.e. the impact of social capital on the development of entrepreneurial activities)
and its sub-hypotheses related to social capital dimensions indicated that dimensions of social capital (cognitive,
structural, and communicative) can affect the development of rural youth’ entrepreneurial activities. Social capital
refers to the connections and communications among members in a community. It helps members realize their
goals by creating norms and mutual trust. Societies which enjoy a good social capital affect the information
exchange and knowledge distribution among society members and thus lead to novel opinions and creativity,
thereby resulting in the development of entrepreneurial activities. Results of this hypothesis were consistent with
studies by Zhang et al. (2015), Engelen et al. (2015), Cai et al. (2016) who concluded that attention to social
norms, restricted behaviors, and social capital promotes entrepreneurial behaviors. Moreover, results of the
present study were confirmed by Abdollahi et al. (2016) and Kheirandish and Jamshidi (2015) who concluded that
social capital is a key factor in entrepreneurship development.

Based on the results of hypotheses, the following suggestions are made: To enhance human capital, knowledge,
skills, and self-efficiency must be highlighted in youths in villages. Decision-makers can enhance these indices by
holding entrepreneurship and business planning courses. They can also distribute booklets to enhance the
knowledge of rural youth. To promote social capital, information can be shared among young people using
communication networks inside and outside villages to enhance innovativeness and new opportunities. Moreover,
encouragement for establishing social institutions is a structural solution to promote social capital. In these
institutions, people find a common identity to advance group cooperation. Such institutions can be created in
organizations and businesses at the individual and group level. Furthermore, professional and specialized groups
and associations can promote social capital.
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