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Abstract

The importance of tourism lifestyle entrepreneurs (TLEs) for the sustainability and
competitiveness of tourism destinations has gained much attention from academic
researchers and policy makers. A key characteristic of TLEs is their social ties and
attachment to the physical and social environment, this in turn drives motivations to
support and protect the destination that enables entrepreneurs to achieve their lifestyle
goals. Thus, the interdependencies between TLEs and destination is a catalyst for value
co-creation and social innovation (i.e., generating and implementing new solutions to
social problems and needs). While the extant research has focused on business’ financial
performance outcomes, our understanding of the drivers of TLE social innovation and the
implications for the sustainability of tourism-based communities remains a major gap.
This study analyzes survey data through PLS-SEM and fsQCA to identify the factors
influencing TLEs social innovation activities. Findings suggest that 1) value co-creation,
and 2) TLE proactiveness directly influence social innovation, and support a mediation
effect on the relationship between the businesses’ market orientation and social
innovation practices. These finding introduce new knowledge on the drivers of TLE social
innovation, with practical implications for local governments and destination authorities

in supporting the sustainability of destinations.
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1. Introduction

Tourism enterprises provide the essential products and services for tourism activity
including accommodations, transport, attractions, experiences, food and beverages. They
are especially pivotal in supporting regional and rural destinations, acting as ‘economic
engines’ and creating a multiplier effect that stimulates local economies and boosts
growth and prosperity (Getz et al. 2004; Hallak & Lee 2023). However, tourism
enterprises are often initiated and operated by individuals with ‘lifestyle objectives’, in
contrast to profitability or growth oriented objectives (Dias & Patuleia, 2021; Hallak &
Lee 2023). This has led to many owners/operators of tourism firms to be classified as
‘tourism lifestyle entrepreneurs’ (TLEs), motivated to create and operate tourism
enterprises for the purposes of achieving ‘lifestyle’ related goals. Lifestyle goals include
establishing and making a living in a specific (and often desirable) destination (place),
and developing social, economic and environmental attachments to the place and its
community. In addition, a large number of small and medium tourism enterprises
(SMTEs) are family owned establishments, with family dynamics influencing
entrepreneurial and lifestyle oriented goals throughout the entrepreneurship process (Getz
& Carlsen 2000; Hallak, Assaker & O’Connor 2014; Kallmuenzer 2018). The lead
entrepreneur in an SMTE (including family owned SMTEs) often shapes the strategies
and business activities (Hallak et al 2014), as well as being an important actor in driving
firm innovation (Kallmuenzer 2018). Thus, the tourism entrepreneur and the business
become intertwined as “the small business firm is simply an extension of the individual
who is in charge” (Lumpkin & Dess, 1996, p. 138), with implications for how the tourism

firm operates within the destination.

Recent studies have examined the interconnectedness between tourism entrepreneurship,
tourism entrepreneurs’ lifestyle motivations, and the local community where the business
operates (Dias et al. 2023). TLEs, in pursuit of lifestyle objectives, develop strong bonds
with local community stakeholders that foster trust and build social capital (McKeever et
al., 2015). Tourism enterprises, especially those in regional rural destinations, buy local

products and services and employ locals (Carlsen et al., 2008). These entrepreneurs have



vested interests and are committed to preserving the way of life of the local destination
(Wang et al. 2019a). Consequently, these entrepreneurs adopt more socially responsible
behaviours when compared to larger organisations (Marchant & Mottiar, 2011) and show
a strong commitment to sustainable tourism - tourism activity that, fosters the protection
and integrity of the local community, its natural environment and cultural (Angelkova et

al., 2012; Dahles et al., 2020).

Entrepreneurial individuals are key players in the entrepreneurial ecosystem of a
destination through their leadership, facilitation of networks and sharing business
knowledge (Bachinger, Kofler and Pechlaner 2022). Collaborations between the
entrepreneur and internal actors (entrepreneurial family, employees), and external actors
(tourists/guests, competitors and other businesses in the regions) facilitates the knowledge
transfer and builds capacity for new innovation (Kallmuenzer 2018). TLEs who develop
strong social ties and connections with key stakeholders are at the forefront of innovation
at the destination (Ateljevic & Doorne, 2000; Yachin, 2019). Innovation takes form in
new products and services, with collaborations between TLEs and stakeholders
facilitating co-creation of authentic and innovative experiences, as well as supporting
social innovations (Dias et al., 2023; Dias et al., 2022). Social innovations are key to
sustainable development where the focus is on overcoming social exclusion, improving
the quality-of-service provision and quality of human life (Moulaert et al. 2013). In a
tourism context, social innovations are those that focus on benefiting the local people,

employees, environment, and heritage of the destination (Font et al., 2016).

There is the reality that TLEs face conflicting goals between supporting the local
community (e.g., buying from local suppliers, engaging in CSR), or doing what is
necessary for business efficiency, profitability and survival. TLEs operate with limited
access to resources such as financial or human capital which restricts their capacity to
innovate, especially in regard to social innovations which are often an unattainable cost
for many businesses (Cooper, 2015; Marchant & Mottiar, 2011). Research focusing on
TLE’s capacity to support the sustainability of the local destination through social
innovation remains largely unexplored in the literature. As such, this study will address
the research gaps through an empirical examination of the processes by which TLEs
generate social innovation. The research will address two key questions: 1) What are the
key factors that enable TLEs to develop social innovations in a destination?; 2) How can

TLEs’ social innovations emerge from different processes?.
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The processes leading to social innovation are not uniform and there are various patterns
that constitute different approaches and outcomes. Based on the literature, the
interdependencies between TLEs and local stakeholders facilitates ‘co-creation’; enabling
these entrepreneurs to leverage their link to place and, simultaneously, deliver immersive

and authentic experiences.

Drawing on the resource-based view (RBV) of the firm (Barney, 1991), the study
examines a diverse set of factors influencing (directly and indirectly) TLEs’ social
innovation practices. Specifically, RBV posits that an organization’s business strategies
are largely associated with the evaluation of its available resources (Spanos & Lioukas,
2001). Evidence also suggests that firm idiosyncrasies are a function of the relationships
between the firm’s unique internal characteristics, resources and performance (Barney,
1991). Adopting an entrepreneurship based theoretical framework, this study examines a
network of relationships among TLE’s proactiveness, opportunity recognition, market
orientation, value co-creation (Liu & Huang, 2020) and the outcomes for social
innovation activities. Data was collected from 221 TLEs in Portugal and analyzed
through 1) Partial Least Squares Structural Equation Modeling (PLS-SEM) to test the
hypothesized model and the drivers of social innovation; 2) Fuzzy-set Qualitative
Comparative Analysis (fSQCA) for identifying combinations of variables that explain

social innovation.

Understanding the drivers of social innovation presents implications for destination
managers and Governments in supporting sustainable tourism development, also aligning
with UN Sustainable Development Goals of ‘Industry, Innovation and Infrastructure’,
and ‘Sustainable Cities and Communities’ (UN Department of Economic and Social

Affairs, 2023)

2. Theoretical Framework and Hypotheses

Social innovation is a complex process that requires a variety of entrepreneurial skills and
abilities (Dwivedi & Weerawardena, 2018). The RBV framework can be used to identify
the resources and capabilities of TLEs that enable them to create and deliver innovative
solutions (Spanos & Lioukas, 2001) that address social problems or needs. By combining
the analysis of social innovation from an entrepreneurial perspective, the conceptual
model integrates well-established antecedents of entrepreneurship in general. Research
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has shown that proactive entrepreneurs are more likely to identify and pursue new
opportunities (Anwar, et al., 2022), and that entrepreneurs who are market-oriented and
able to co-create value with their customers are more likely to be successful (Mohammadi
& Heshmati, 2021). Furthermore, integrating co-creation into the model reveals how
entrepreneurs tap into the knowledge and expertise of a diverse range of stakeholders to
develop and deliver innovative solutions to social problems (Yan et al., 2019).
Accordingly, the theoretically derived integrated model hypothesizes that TLE
entrepreneurial activities (proactiveness, opportunity recognition, market orientation) are
positively related to both value co-creation and social innovation, with value co-creation

also presenting a mediating effect on social innovation (Figure 1).

Market Orientation
(MO)

Value Co-Creation

Proactiveness
(Proact)

Social Innovation

Opportunity Recognition
(OR)

Figure 1: Integrated Model of TLE Social Innovation

2.1 Drivers of TLE Social Innovation

Social innovation refers to “finding acceptable progressive solutions for a whole range of
problems of exclusion, deprivation, alienation, lack of wellbeing, and also to those actions
that contribute positively to significant human progress and development” (Moulaert et
al. 2013, p.16). TLEs through their embeddedness and social ties develop the knowledge

base and capacity to innovate their products, services, as well as social innovations



(Dias et al. 2020, 2023). For example, interactions with external actors (visitors) (see
Kallmuenzer 2018) enables TLEs to understand visitor needs and gain key market
insights on tourism demand and behaviors (Bredvold & Skélén, 2016; Marchant &
Mottiar, 2011;) enabling them to anticipate changes in the market environment (Eikhof
& Haunschild 2006; Peters & Kallmuenzer, 2018). Thus, the interactions between TLEs
and visitors, and TLEs and the local community, creates the foundation for developing a
unique value proposition through co-creation processes (Yachin, 2019; Dias et al., 2021).
In this study, we posit that key entrepreneurial skills (opportunity recognition,
entrepreneurial orientation, proactiveness) facilitate both co-creation of experiences and

value, as well as driving TLEs’ social innovation practices.

2.1. The role of value co-creation on social innovation

Value creation is an essential and core aspect of economic exchange and is achieved
through collaboration between the business and its stakeholders (customers, suppliers,
employees, etc.) (Pee, 2016). The concept of ‘co-creation’ was developed within the
service-dominant logic (Vargo & Lusch 2008) and is associated with the sharing of
knowledge and resources when a service is exchanged between two or more parties
(Mathis et al. 2016). The collaborative effort between an organization and its stakeholders
for creation of value is therefore conceptualized as ‘co-creation’, and distinguished from
creation (Killa, 2014; Taghizadeh, Jayaraman, Ismail & Rahman, 2016). Co-creative
activity incorporates the input of at least two parties: the organisation and its counterpart
(customer, supplier, employee, etc.) (Saarijarvi, Kannan, and Kuusela (2013), and the co-
created value must be beneficial for all actors involved (Lusch & Vargo, 2018; Killa,
2014; Pee, 2016). Therefore, the ability to exchange and create experiences with the input
of stakeholders plays an essential role in TLEs innovation outcomes (Bredvold & Skélen,

2016; Dias et al., 2020). This forms the basis for the following hypothesis.

H1. Value co-creation of tourism experiences positively relates to social innovation

outcomes generated by the TLEs

2.2. Market orientation, value co-creation and social innovation



A businesses’ capacity to innovate - introduce new products, new services, or new
processes - is of vital importance for its survival (Bulut, Eren & Halac, 2013). Social
innovation refers specifically to innovative activities that generate and implement
solutions to social problems and needs (Gasparin et al., 2021). However, the benefits of
social innovation also extend to the organization implementing these innovations through
business growth and market value (Kreiser, Marino, Kuratko & Weaver, 2013; Van Wijk
et al., 2019). Furthermore, evidence suggest that businesses with a strategic focus on their
consumers (market orientation) also develop a greater capacity to innovate (see,

Grinstein, 2008; Zhang and Zhu, 2016).

TLEs are limited in their marketing resources as compared to larger organizations,
however, they are distinguished by both their proximity to customers and the
entrepreneurs’ local attachments and social networks (Bredvold & Skalén, 2016). They
have greater levels of engagement and personal interactions with their customers (Eikhof
and Haunschild 2006) gaining access to valuable local knowledge and market
developments (Bredvold & Skélén, 2016). The combination of market monitoring and
increased responsiveness to change is consistent with the building blocks of market
orientation (c.f.,, Chuang 2018). This proximity also facilitates collaborative activities
with local stakeholders contributing to delivering authentic tourism experiences
(Valtonen, 2009; Schilar & Keskitalo, 2018), and promoting tourist involvement in the
design and realization of immersive experiences (Andersson et al., 2010; Shaw &
Williams, 2009) and creative (Richards, 2011). Based on this evidence the following
hypotheses are proposed:

H2. TLE’s Market orientation positively relates to value co-creation in tourism
experiences.

H3. TLE’s Market orientation positively relates to the generation of social innovations.

2.3. The role of opportunity recognition on value co-creation and social innovation

Opportunity recognition — the process of identifying market needs through the
creative combination of resources (Richards, 2011) — is a principle concept of
entrepreneurship. Opportunity recognition involves two processes: (i) Categorization - a

systematic process of environmental scanning; (ii) Alertness - which results from less
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structured practices associated with the entrepreneur's perceptions (Honing and
Samuelsson 2012). Evidence suggests that TLEs - by their nature as small independent
enterprises run by generalists (rather than specialists) — tend to recognize market
opportunities through an ad hoc, less structured process that is often serendipitous. Their
access to local knowledge facilitates identification of opportunities for new product and
service differentiation, as well as the involvement of internal and external stakeholders
for the co-creation of experiences (Schilar & Keskitalo, 2018). In this study we posit that
the ability to identify opportunities also affects ‘social’ innovation, as entrepreneurs

perceive and pursue actions to improve their place and community.

H4. Opportunity recognition positively relates to value co-creation of tourism
experiences.

HS5. Opportunity recognition positively relates to social innovation generated by TLEs.

2.4. The role of proactiveness on value co-creation and social innovation

Proactiveness involves the implementation of activities aimed at identifying, tracking and
monitoring changes in the business environment, consumer tastes, and technological
processes (Lumpkin & Dess, 2001). Proactiveness is also related to anticipating
opportunities vis-a-vis competitors and anticipating responses to possible future problems
or foreseeable changes in demand (Venkatram, 1989). Previous research also highlighted
the importance of the entrepreneur's ability to act proactively as a basis for generating
value for customers (Liu & Huang, 2020; Ratten et al. 2021).

The level of proactiveness also affects the entrepreneur’s level of engagement in
the community and the capacity to transform local knowledge into innovation (Dias et al.
2020; Marchant & Mottiar, 2011). However, the transfer and sharing of knowledge
between the entrepreneur and the community requires a symbiotic relationship, working
together to strengthen ties and communication that facilitates context-based knowledge
that fosters such innovation (Hoarau, 2014; Wang et al., 2019a). This forms the basis for
the following hypotheses.

H6. Proactiveness of TLEs is positively associated with the value co-creation of tourism

experiences



H7. Proactiveness of TLEs is positively associated with the level of social innovations

generated.

2.5. Mediating effects of value co-creation in tourism experiences

According to the RBV theory, developing sustainable competitive advantage
depends on the firm’s ability to orchestrate resources in a unique, inimitable, and effective
way (Spanos & Lioukas, 2001). In this sense, the level of customer involvement in co-
creation of products and experiences has a leveraging effect on innovation (O'Cass &
Ngo, 2012). Previous research on the relationships between market orientation and
innovation have presented mixed results; while some support a direct positive effect (see
Grinstein 2008; Newman et al. 2016), others have failed to support a linear and positive
relationship (Gelhard et al. 2014). TLEs are integrated in local communities which
provides opportunities to access local knowledge and engage stakeholders for delivering
innovative experiences through co-creation processes (Binkhorst & Dekker 2009; Yachin
2019). As such, co-creation functions as an important enabler to convert market-oriented
activities into product and experience innovations (Dias et al., 2023; Ioannides &
Petersen, 2003).

The ability to transform opportunities into innovation is not linear as it depends on
how TLEs are able to act on the opportunities and adapt business processes (Dias et al;
Yachin, 2019). Dias et al. (2023) identified two groups of TLEs associated with higher
levels of innovation. The first group is characterized by by smaller businesses that are
able to capitalize on a limited number of opportunities, while the second includes larger
and more structured businesses that are endowed with formal processes to capture market
opportunities.

Tourism entrepreneurs experience several barriers to implementing innovations
including staff resistance to change, as well as the risk of customer non-acceptance (Lee,
Sardeshmuk & Hallak 2019). Furthermore, the service-dominant logic posits that firms
engage customers in value co-creation when the interactions with the customers are more
enduring (rather than transactional) (Mathis et al. 2016). Through social ties and strong
connections to the place where their business operates, entrepreneurs benefit from
relational proximity with stakeholders expanding the base of possibilities to provide

exclusive experiences to tourists (Schilar & Keskitalo, 2018). The process of co-creation



facilitated through stakeholder engagement also creates opportunities for social

innovations. This forms the basis for the following hypotheses:

HS. Value co-creation in tourism experiences mediates the relationship between market
orientation and the social innovations generated by TLEs.

H9. Value co-creation in tourism experiences mediates the relationship between
opportunity recognition and social innovation generated by TLEs.

H10. Value co-creation in tourism experiences mediates the relationship between

proactiveness and social innovation generated by TLEs.

3. METHODOLOGY

3.1. Data collection and sample

Data collection for this research took place in Portugal where approximately 10% of the
country’s GDP is directly linked to tourism activity and has experienced an average
annual growth of 7.2% in visitor numbers over the past 10 years (prior to the pandemic)
(Turismo de Portugal, 2022). Portugal’s tourism sector is heavily dependent on small and
medium enterprises, with evidence suggesting 43% of these firms are categorized as
‘lifestyle-oriented’ businesses (Dias & Patuleia, 2021). The sample for this study included
the owners of independently owned, tourism related businesses, whose priority goal is the
‘pursuit of a certain lifestyle’. This method for categorizing ‘tourism lifestyle
entrepreneurs’ (as distinct from other business owners) follows the procedures undertaken
by Bosworth and Farrell (2011) and Dias et al. (2023). As such, the following inclusion
criteria was applied for determining TLESs for the study: (i) Owner of a tourism enterprise;
(i1) Operating independently (not part of a larger organizations or franchise); (iii) The
business is driven partially or totally by lifestyle objectives. This approach requires a
convenience (non-probabilistic) sampling approach as no database or public
categorization of TLEs, specifically, is available.

A research questionnaire, initially drafted in English, was designed based on the extant

literature and was tested on three tourism academics for its face validity evaluation of the
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constructs. The final version of the questionnaire was translated into Portuguese, and then
back translated into English to ascertain is accuracy and content integrity. The Portuguese
instrument was piloted through semi-structured face-to-face interviews with eight TLEs
from different businesses and cultural backgrounds to gain feedback on content, structure
and applicability. Tourism entrepreneurs for this study were recruited from five tourism
conferences and workshops and were personally invited by the research team to
participate in the study. Participants were then sent a link to an online questionnaire with
specific instructions that is to be completed by the lead entrepreneur/ business owner of
the tourism enterprise. The final version of the questionnaire was distributed between
April and June 2022, achieving 221 completed responses. Of the respondents, 53% were
male, and 28% were born in the place where they currently operate their tourism business.
Furthermore, 18% had returned to their home community to start the tourism business.
The majority of respondents (64%) were between 40 and 60 years old, while those under
40, or over 60 accounted for 20% and 16% of responses, respectively.

As expected and consistent with the structure of the tourism industry, the majority of
our sample operated small enterprises with 10 or less employees (82%), of which 12%
employed 1-2 staff, and 23% employed 3-4 staff. Over 30% of the businesses were
accommodations (hostels, B&B), 21% were tour operators, 17% were restaurants and
other related businesses. 43% of the businesses reported being established for six to 10
years, while 36% had been in operation for five years. Finally, 27% of the tourism firms
from our sample self-identified as family-owned businesses. This is consistent with the
general population of tourism enterprises in Portugal, and is also reflective of family

business structures in the tourism and hospitality sectors (Kallmuenzer, 2018).

3.2. Variables

Market orientation was measured using seven items from Pelham and Wilson
(1996), adapted to a tourism context as per Liu and Huang (2020). Sample items were
‘We are responsive to, and integrated in, serving target markets’ and ‘Our strategies are
driven by our understanding of possibilities for creating value for customers’.
Proactiveness was measured using a three-item scale adapted from Hughes and Morgan
(2007): “We engage in market analysis to prepare for the future’; ‘We actively monitor
external forces affecting us’. Social innovation is a dimension of the broader construct of

social entrepreneurship and was drawn from Dwivedi and Weerawardena (2018). Items
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included ‘We look for new ways of delivering social outcomes’. Value co-creation was
adapted from a four-item scale from O'Cass and Ngo (2012) and Liu and Huang (2020).
Value co-creation is a process involving the creative integration of internal resources to
communicate with customers and explore market opportunities (Saarijérvi et al., 2013).
As such, the adopted measures reflect not only the generation of creative ideas, but also
the responsive behaviors and actions of the firm. Items include ‘We interact with
customers to design offerings that meet their needs’. Opportunity recognition was
measured through a two-item scale adapted from Edelman and Yli—-Renko (2010) and
capture the firm’s ability to attract customers and compete with other firms. All constructs
were measured on a seven-point Likert-type (1 = strongly disagree, 7= strongly agree),
except for Opportunity recognition which asks the degree of certainty on a five-point

Likert-type scale (1 = very low certainty to 5 = very high certainty).

3.3. Testing for common method bias

Common method bias was addressed through both ex-ante and post ante
approaches. Ex ante procedures were threefold and based on the recommendations of
Podsakoff et al., (2003) and Chang, Witteloostuijn and Eden (2010). First, the
questionnaire measures were derived from multiple sources. Second, common method
variance was minimised as respondents were unlikely to be guided by a cognitive map
due to the complexity of the conceptual model (see Chang et al. 2010). Third,
demographic questions were positioned at the end of the questionnaire. Post ante
procedures included Harman’s single factor test using SPSS. Our results show that
common method bias is not present in our dataset, as the variance of a single factor

(44.44%) 1s below the threshold value of 50% (Podsakoff & Organ, 1986).

3.4. Method of Analysis

Our theoretically derived model (Figure 1) was examined through Partial Least Squares
Structural Equation Modeling (PLS-SEM) as the study focused on theory development
to examine the drivers of social innovation. SmartPLS (v.4) was used (Ringle et al., 2018)
and followed estimation and reporting guidelines of Hair et al. (2017). First, an analysis

of the measurement (outer) models evaluated the reliability and validity of all latent
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constructs. Second, an analysis of the structural (inner) paths was conducted to determine

the relationships among the latent constructs and the predictive power of the path model.

As a follow-up procedure to the PLS-SEM, fsQCA was used to identify combinations of
variables that explain social innovation. This approach extends the analysis to determine
the optimal combinations of variables and extract additional causal complexity insights

by analyzing the partial influence of each variable on the other variables.

4. PLS-SEM RESULTS
4.1 Outer model evaluation

Analysis of measurement (outer) model was conducted through 1) validating the
reliability of the individual indicators, 2) testing for internal consistency of the latent
variables, and 3) assessing discriminant and convergent validity of the constructs (Hair et
al 2017). Results showed that all the factor loadings were > 0.7 (with minimum value of
0.767) and were all significant at p < 0.001. Internal consistency of the constructs is
supported as Cronbach a and composite reliability (CR) values > 0.7. (See Table 1). The
three constructs also achieved convergent and discriminant validity, with AVE values >
0.5 and all HTMT values within their 95% confidence intervals (CI) (Bagozzi & Yi, 1988;
Hair et al., 2017; Henseler et al., 2015).

gz:}r};olsite reliability, average variance extracted, correlations, and discriminant validity checks.
Latent Variables (V] CR AVE 1 2 3 4 5
(1) Market orientation 0926 0914 0.731 0.856 0.308 0.603 0.595 0.840
(2) Opportunity recognition 0.825 0918 0.850 0.252 0.921 0.425 0.306 0.168
(3) Proactiveness 0.903 0906 0.850 0368 0.368 0.874 0.474 0.511
(4) Social innovation 0.713 0.860 0.825 0474 0.208 0.378 0.869 0.593
(5) Value co-creation 0.858 0.877 0.705 0.754 0.152 0461 0.457 0.857

Note: o -Cronbach Alpha; CR -Composite reliability; AVE -Average variance extracted. Bolded numbers
are the square roots of AVE. Below the diagonal elements are the correlations between the constructs.
Above the diagonal elements are the HTMT ratios.

4.2 Inner model evaluation
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The structural model was assessed using the sign, magnitude, and significance of the
structural path coefficients; the magnitude of R? value for each endogenous variable as a
measure of the model’s predictive accuracy; and the Stone Stone-Geisser’s Q? values as
a measure of the model’s predictive relevance (Hair et al., 2017). Potential collinearity
between the latent constructs was assessed prior to examining path estimates. There were
no issues as the VIF values ranged from 1.068 to 1.27, below the indicative critical value
of 5 (Hair et al., 2017). The coefficient of the determination R? for the three endogenous
variables of proactiveness, social innovation, and co-creation were 35.6%, 24.4%, and
57.0%, respectively. These values surpassed the threshold value of 10% (Falk and Miller,
1992). The Q? values for all endogenous variables (0.341, 0.217, and 0.566 respectively)
were above zero and support the predictive relevance of the model. Bootstrapping with
5,000 subsamples was used to evaluate the significance of the parameter estimates (Hair
etal., 2017).

The results in Table 2 show that value co-creation has a significant and positive
relationship with social innovation (f = 0.223, p < 0.05), supporting H1. Market
orientation has a significantly positive relationship with value co-creation (f=0.718, p
< 0.000) and social innovation (= 0.214, p < 0.05). These results support H2 and H3,
respectively. Opportunity recognition has a non-significant effect on value co-creation
(B =-0.049, p > 0.05) and social innovation (= 0.074, p > 0.05). Thus, H4 and HS are
unsupported. Proactiveness has a significant positive relationship with value co-creation
(B = 0.092, p < 0.05), supporting H6. However, there was no significant relationship
between proactiveness and social innovation (= 0.134, p > 0.05), as such H7 was not

supported (Table 2).

Table 2

Structural model assessment

Path Standard

Path coefficient erTOrS t statistics  p values
Value co-creation —Social innovation 0.223 0.095 2.353 0.019
Market orientation -— Value co-creation 0.718 0.058 12.438 0.000
Market orientation — Social innovation 0.214 0.104 2.063 0.039
Opportunity recognition — Value co-creation -0.049 0.043 1.144 0.253
Opportunity recognition — Social innovation 0.074 0.057 1.290 0.197
Proactiveness -— Value co-creation 0.092 0.047 1.963 0.048

14



Proactiveness — Social innovation 0.134 0.086 1.567 0.117

To test the mediation hypotheses, we adopted Hair et al.’s (2017) recommendations and
calculated the bootstrapping to test the significance of the indirect effects via the mediator

(Preacher and Hayes, 2008).

Table 3

Bootstrap results for indirect effects.
Indirect effect Estimate Standard t statistics  p value

errors

Market orientation — Value co-creation — Social
innovation 0.160 0.070 2.287 0.022
Opportunity recognition — Value co-creation — Social
innovation -0.011 0.011 0.958 0.338
Proactiveness — Value co-creation — Social innovation 0.020 0.014 1.414 0.157

Bootstrap results showed a positive and significant mediating effect for Market
orientation— Value co-creation — Social innovation, supporting H8. However, H9 of
our study- Value co-creation mediateing the relation between opportunity recognition and
social innovation- was not supported. Our analysis also failed to support a mediating

relationship for Proactiveness — Value co-creation — Social innovation (H10). (Table

3).

5. Discussion
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Analysis of data collected from 221 tourism lifestyle entrepreneurs supports the
importance of value co-creation and social innovation for the sustainability of both
tourism enterprises and destinations. Expanding on theories on entrepreneurship and
tourism, this study found that the level of ‘market orientation’ of TLEs has a direct and
positive effect on value co-creation, as well as social innovation initiatives of the
enterprise. These finding support and extend the extant literature including Chuang
(2018), Liu and Huang (2020), and Gasparin et al. (2021). However, our analysis found
no empirical evidence to support a direct and positive relationship between opportunity
recognition- the process of identifying market needs through the creative combination of
resources (Richards, 2011) - and value co-creation. While surprising, this may be caused
by TLEs’ lack of organisational structures and that their opportunity recognition is the
result of the businesses’ informal (as opposed to formal/structured) processes, therefor
having a minimal effect on co-creation (Dias et al., 2021). Our hypothesis that opportunity
recognition is a direct diver social innovation was also unsupported, indicating that there
mediating and contextual factors that shape this relationship, such as knowledge
assimilation (Dias et al., 2023; Hjalager et al., 2018).

H6 of our study expected a direct and positive relationship between TLE
proactiveness- the implementation of activities aimed at identifying, tracking and
monitoring changes in the business environment, consumer tastes and technological
processes (Lumpkin & Dess, 2001) — and value co-creation (H6). This was indeed the
case and in concordance previous literature (Liu & Hang, 2020; Ratten et al., 2021).
However, while proactiveness can drive co-creation, a significant direct effect on social
innovation was not supported. Results also found that TLE proactiveness is an important
antecedent of social innovation, providing further insights on this relationship as
discussed by Moulaert et al. (2013).

Our analysis of the structural network also revealed important insights on the
mediating effects of value co-creation. The evidence suggests that TLEs’ level of market
orientation indirectly affects social innovation outcomes through the mediating effects of
value co-creation. The stronger a TLE firm's market orientation, the more likely it is to
co-create value and generate social innovation activities, such as improving service
quality or developing new products and services that address social challenges. This
presents new progress to the body of knowledge on tourism entrepreneurship, focusing
beyond businesses’ financial performance and extending to the sustainability of tourism

enterprises and destinations (Polese et al. 2018).
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A further outcome of the study concerns the link between opportunity recognition
- value co-creation - social innovation, which was unsupported from our analysis. The
findings suggest that co-creation does not act as the primary mechanism for the
integration of opportunity recognition in driving social innovation. This is a very
important finding because it shows that social innovation is more closely associated with
market orientation than co-creation, and that the entrepreneur's ability to identify new
opportunities is essential.

Our empirical findings failed to support a mediator relationship among the
proactiveness-value co-creation-social innovation chains. While this contrasts with
previous studies (Renko et al., 2009; Sandberg, 2007;), our findings (also considering H7)
suggest the need to further investigate this relationship in order to identify the possible

presence of unexplored mediator and contextual drivers.

6. Post-hoc analysis - fsSQCA

fsSQCA was conducted as a follow-up procedure to explore combinations of variables that
explain drivers of social innovation. fSQCA can determine the optimal combinations of
variables and extract additional causal complexity insights by analyzing the partial
influence of each variable on the other variables by means of logic of set theory (Misangyi
et al., 2017). In this study, we assume that proactiveness, value co-creation, opportunity
recognition, market orientation could be combined in multiple ways to achieve outcomes
of high social innovation. Furthermore, we also considered causal asymmetry, meaning
that the combinations for ‘high’ social innovation are not necessarily the opposite of the
explanation for ‘low’ social innovation. As such, this study explores the combinations
leading to high and low social innovations (~soi). Table 4 provides the fsQCA

intermediate solution for high and low social innovation.

Table 4
Configurations for high and low social innovation.

High social innovation Low social innovation
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(soi) (~soi)

Configuration Cc1 c2 c3 Cc4 c5 Cé6 c7
Proactiveness ® ® ® ® ®
Value co-creation [ [ ® ®
Opportunity recognition . °
Market orientation . ® ® .
Consistency 0.76 0.77 0.76 0.84 0.77 0.78 0.80
Raw coverage 0.46 0.57 0.66 0.56 0.45 0.37 0.30
Unique coverage 0.12 0.05 0.11 0.15 0.09 0.03 0.04
Overall solution consistency 0.76 0.77
Overall solution coverage 0.85 0.76

Notes: Large circles indicate core conditions and small circles peripheral conditions. Black circles (“@”)
indicate the “presence” of a condition, and circles with a cross-out (“®”) indicate its “negation”. Blank
spaces in the configurations indicate “do not care”.

Goodness-of-fit was tested by analyzing both consistency and coverage. First, the values
of consistency for all individual configurations and for the overall solution were > 0.75
(Schneider & Wagemann, 2013). Second, unique coverage surpassed the threshold of
zero for all configurations (Ragin, 2008). Thus, all configurations were empirically
relevant. Based on these assumptions, the intermediate solution reveals three
combinations for high social innovation, and four combinations for low social innovation.

Prior studies have established that TLEs are a heterogeneous group and can be
segmented into several distinct subtypes (e.g., Carlsen et al., 2008; Dias et al., 2020; Dias
et al., 2023; Zhang et al. 2021). This study sheds new light on the varied roles of co-
creation in social innovation across different types of entrepreneurs. A closer look at the
results reveals that Configuration 1 consisted of a core variable (value co-creation) and
the negation of a peripheral (proactiveness) variable and was devoid of opportunity
recognition and market orientation. Configuration 2 explained 57% of the variance in the
result, combining value co-creation and opportunity recognition. In these two
configurations, the results of PLS-SEM are confirmed regarding the key role of co-
creation. Notably, however, each configuration includes two variables that were not
directly related to social innovation (proactiveness and opportunity recognition in
configurations 1 and 2, respectively). These results complement previous findings
regarding the non-linear effect of opportunity recognition on innovation (Dias et al.,
2020). They found the relationship to be quadratic, suggesting that the influence can be
strong in some cases and weak in others. This study adds that opportunity recognition and
proactiveness are only sufficient conditions for social innovation, meaning that they can

lead to social innovation, but they are not necessary. Configuration 3 showed coverage
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of 66% with a combination of proactiveness and market orientation. Proactiveness is
common across two configurations.

While PLS-SEM revealed the central role of value co-creation in enabling social
innovation, fSQCA showed that this role is not uniform across all configurations,
especially for Configuration 3 (high level of proactiveness and market orientation, being
value co-creation and opportunity recognition absent). These findings highlight the role
of co-creation in the social innovation process of TLEs, which allows for the empirical
validation of previous studies reporting this relationship (c.f. Marchant & Mottiar, 2011;
Zhang et al., 2021). Moreover, considering the intention to associate the business with a
certain lifestyle, Thomas et al. (2011) and Wang et al. (2019a,b) recognize the willingness
of these entrepreneurs to engage in a close relationship and to involve customers in the
development of tourism experiences. Previous research also recognizes that place
attachment is the basis of these entrepreneurs' competitiveness, and that effective
communication and marketing is needed to access specific niches of tourists (Dias et al.,
2023). This study shows that this market orientation is sufficient, although its effects
should be complemented with value co-creation, suggesting that there is a need to
reinforce marketing activities and more fine-tuned narratives as pointed out by Dias et al.
(2020). This study expands on the existing understanding of co-creation's role in
entrepreneurial social outcomes by linking it to social innovation, in addition to social
self-efficacy (Sousa et al., 2023). In a reciprocal effect, social innovation allows these
entrepreneurs to integrate more deeply into the community, giving them legitimacy to
operate within it (McKeever et al., 2015), which reinforces the cycle by facilitating access
to local resources and knowledge.

Considering the causal asymmetry associated with fsQCA analysis, four
configurations were identified for low social innovation. Configuration 4 is the opposite
of C3 since a low degree of proactiveness and market orientation led to a low degree of
social innovation. Configuration 5 considers a low degree of proactiveness and a low
degree of co-creation. Configuration 6 indicated a high opportunity recognition combined
with low market orientation. Finally, Combination 7 is almost the opposite of C1 by
combining high proactiveness and low value co-creation, however it also includes high
market orientation. Configuration 6 stands out as the only non-symmetric configuration,
extending existing knowledge by identifying a group of entrepreneurs who actively
pursue new opportunities but are unable to adequately respond to social issues due to their

lack of market orientation. More specifically, our study clarifies Su et al. (2021)'s
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assumption about the changing emphasis on social objectives among TLEs. As they
found, TLEs can alternate between a pure lifestyle orientation and a business orientation,
leading to a more profit-driven enterprise in the latter case. Our research shows that this
path may lead firms away from social innovation as a consequence of losing their market

focus.

7. Conclusions

6.1. Theoretical contributions

This study contributes to understanding the processes that drive the social innovation
practices of TLEs. In this context, social innovations are an outcome of tourism
entrepreneurs’ involvement with their local community, culture, food, traditions and way
of life. Second, by identifying the processes leading to social innovation, this study
validates the importance of value co-creation as an essential mechanism. In Portugal,
certain co-created experiences have attracted growing interest such as totally immersive
wine experiences where tourists pick their own grapes from the vines, and become active
participants in the wine making process. Tourism entrepenreurs facilitate the experience
for visitors to engage with the locals, learn about the traditions of the place, and to
celebrate and preserve these traditions for future generations. Thus, this study advances
our understanding the relationship between co-creation and business innovation (c.f.
Yachin, 2019), demonstrating that innovatiosn can take many forms and provide value to

not only customer or business, but for the benefit of the local community.

Third, the configurations identified from the fSQCA enable a new typology of TLEs to
be proposed. Previous studies have categorized tourism SMEs based on different
orientations i.e. profit orientation versus lifestyle orientation (Zhang et al. 2021).
Research has also identified different types of TLEs based on nuanced innovation (Dias
et al. 2020), this study advances the field and presents new classifications of TLE

behaviors based on co-creation characteristics (Figure 2).
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Market oriented Traditionalists Pure co-creators

Importance of co-creation

Figure 2. A typology of TLEs based on co-creation importance

The first level of the typology features market-oriented entrepreneurs Marketing and
communication are the main focus of market-oriented entrepreneurs, who do not engage
in co-creation to respond to market needs and trends (this matches the C3 configuration).
In this case, social innovation activities are the result of less customized solutions
marketed through strong communication activities like social media posts or online
advertising. The innovation generated is expected to be market-driven by following
opportunities resulting from market trends. The Traditionalists in our typology focus
exclusively on co-creation and do not show a strong propensity to match market trends
and quickly adapt the firms’ offering (corresponds to configuration C1). Social innovators
are motivated to create immersive experiences that offer a way of life that is independent
of trendy trends. Pure co-creators focus on offering tailor-made experiences based on the
identification and capitalization of market opportunities, corresponding to configuration
C2. Pure creators combine opportunity recognition and co-creation to generate social
innovation, meaning they are actively searching for novelty in their tailor-made
experiences. The involvement of local stakeholders to generate co-creative activities
leads to more social and environmental experiences, but the need to cope with market
trends brings some risks. In fact, the continuous creation of innovative experiences is
dependent on the entrepreneur’s social capital as it demands local stakeholders’
involvement in new experiences (and eventually forcing the need for adaptation to market

demands).

Finally, while previous research has focused on how relationships between tourism
entrepreneurs and the local community can drive firm performance (see Hallak et al
2012), findings from this study extend beyond the financial aspects to inform the factors

driving social innovation activities that are paramount for the sustainability of tourism
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destinations, especially for rural and regional communities dependent on tourism activity.
Thus, we present evidence that both TLEs’ market orientation and value co-creation are
imperative to generating social innovation, advancing the body of knowledge on tourism

entrepreneurship and innovation processes.

6.2. Managerial implications

Understanding the drivers of social innovation presents implications for
destination managers and Government in supporting sustainable tourism development,
and aligns with UN Sustainable Development Goals of ‘Industry, Innovation and
Infrastructure’, and ‘Sustainable Cities and Communities’ (UN Department of Economic
and Social Affairs, 2023). The actions of TLEs are imperative for innovation and
competitiveness of destinations and an understanding of the innovation processes can
inform Government level initiatives that support capacity-building actions for the tourism
industry. Supporting tourism firms to becoming increasingly market-orientation involves
specific training and effective dissemination of pragmatic and relevant market
information, especially in a post-pandemic context where there is much uncertainty about
the evolution of tourist behavior. Moreover, policy frameworks that encourage a culture
of innovation supported through co-creation, strengthen the local economy and facilitate
responsible policy making for the benefit of all stakeholders. Social innovation and co-
creation of tourism experiences are linked to branding and destination image, attracting

high yield niche market segments and supporting the sustainability of destinations.

6.3. Limitations and future research

Data for this study came exclusively from Portuguese TLEs which may limit the
generalisability of our findings. Thus, the network of relationships among market
orientation, value co-creation, proactiveness, opportunity recognition and social
innovation may vary across different industries or different contexts. Firm size is also a
factor as it alters the dynamics of resource capabilities. Hence, future research should
examine diverse types of tourism entrepreneurs and firms of different sizes, as well as the
diverse characteristics of tourism entrepreneurs (e.g., their connection to place, business
experience, and family dynamics). It is also imperative to note that data was collected in

2021 and at a time when tourism businesses were under great duress caused by the
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pandemic. Consequently, new research is warranted to explore the model effects, as well
as capturing TLE insights on resilience and business recovery, in a post-pandemic
environment. .

Future research on innovation of tourism firm should also examine business model
innovation (BMI) as business innovate themselves to cope and adapt to changing
environments, as experienced during the pandemic, helping to strengthen business
resilience (Breier et al 2021). Finally, while the study draws on theory to examine the
predictors of social innovation, there are other variables not included in our model that
warrant future investigation, specifically in regard to the entrepreneurial eco-system (see
Bichler, Kallmuenzer and Peters, 2020) in which the entrepreneur is embedded. Finally,
data analysing the impacts of TLEs ‘social innovation activities on communities should
be conducted over several time-points to empirically assess the cumulative result of

implemented innovations on destination sustainability.
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