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Abstract We paid our attention to non-compatibility withdimce theory, as a result of surveying
diffusion of innovation theory and investigating tfeatureWe analyze how the perceived risk of an
innovation had affected decision-making of innowatadoption by small and medium-sized enterprisk thie
case of regional small retailer to the innovatidrich the retailer adopted. The retailer had oveneged the risk of
the innovation to minus. Furthermore, they wergffacent to almost all risks. When they adoptedrarovation,
their decision-making was performed in the riskadamiliar small number, without carrying out sbi&a
evaluation.
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1 Introduction
According to Diffusion of Innovation Theroy (DOI-€bry), the size of socioeconomic or the size of
organization have a decisive role in adopting ofrenovation. According to the existing literaturéss
a difficult for SMEs to become the early adoptearfe majority) of an innovation. In other words, a
small socioeconomic and organization, like a SMEgenerally reluctant to adopt an innovation and
thus cannot fully enjoy economic benefit if any.

On the other side, financial theory suggests SMiailsl pursue a business opportunity of
high risk-return profile reflecting higher cost edpital relative to large companies. If early admpof
an innovation corresponds to higher risk-returnaspmity, SMEs need to adopt an innovation at an
early stage for survive. Here is the dilemma forE2Mn terms of an innovation adoption decision. If
SME will intend to be economically efficient, thélyus have to press forward strongly adopting of an
innovation, contrary to the prediction of DOI-Thgor

The Small and Medium Enterprise Agency researchidt wad done business managers
emphasize for adopting or implementing of an intiova The SMES’' managers for adopting or
implementing of an innovation had answer that thegarded leaderships, such as manager's spirit of
challenge, originality and creativity, and agilecidéon-making as requisite factors for the purpose.
These are remarkable utterances, we think. The SM&sagers for adopting or implementing of an
innovation had recognized that the success of auppmr implementing of an innovation depends

largely on their individual capability.



This paper focuses on the dilemma when SMEs adojtrevation. First, we review existing
studies investigating the relationship betweenatiepting of an innovation and the decision-making
behind. Then, we analyze an example in Japan. Xdm@e is an innovation which the SMEs adopted.
These SMEs are few retailers located on local singpgtreets. They adopted the innovation in order t
reactivate the shopping street against doughnigaghenon. However, it has not become success yet.
Howe did they make a mistake during determinatiamte@ss? What is mistake?

The main subject of this paper exhibits the facicWwhis one of the causes of generating
dilemma in SMEs. SMEs have estimated the downsgleexcessively in adopting of an innovation;
besides, SMEs capture merely few risk factors atreming of an innovation adoption. They don'’t care
about the risks which are not directly relatesh® innovation they consider, such as the envirotmen
risks and the market risks. SMEs, in other words,ndt have a viewpoint of synthetic financial

efficiency (the returns on investing) at the demismaking.

2 The definition of an innovation
Rogers which discussed DOI-Theory said, “an inniowvais an idea, practice, or object that is peregiv
as new by an individual or other unit adoption (R0og002: 12).” It is asked whether or not 'new' is
“objectively” new for the person or unit which i®igg to adopt an innovation. Zaltman et al. (1973:
158) discussed about the innovation of the orgdéinizadefined innovation as “any idea, practice, or
material artifact perceived to be new by the ret¢uait of adoption.” An innovation may be a large
concept which points out a series of processes itimécognizes, adopts and carries out an innowvati
and accounts for the conclusion (Slappendel 1996jts broadest conceptualization, the innovation
process typically embraces periods of design amdldpment, adoption, implementation, and diffusion.
Cooper said that innovations are plural conceptslevdiscussing the problem of decision-making dabou
an innovation. “Innovation is a multidimensional ncept that can involve product or process,
technological or administrative and incrementalaafical changes. (Cooper, 1998)”

In this paper, we consider an innovation in broadss and do not care the newness for
society as a whole following the above citationsdAan innovation process is also regarded as an
innovation because we discuss the factors havipgqdinon determination of adopting or implementing

for an innovation in SMEs.

3 Decision-making of SMESs in innovation research

The difference in managerial capabilities betweBtES and large firms will put in appearance at the

difference in making-decision without surprise. H@wprecedence research of the innovation caught
about decision-making of such SMEs? DOI-theory ofj&s et al. (1962; 1983; 2002) clarified the

diffusion process of innovation at the viewpointsopplier. Rogers said, about relationship betwhen

rate of adoption and the time element, “the adoptid an innovation usually follows a normal,



bell-shaped curve when plotted over time on a feegy basis.” And he succeeds “the rate of adoption
for an innovation can be represented by either kshaped (frequency) curve or an S-shaped
(cumulative) curve” (Rogers 2002). It is said tttad rate of adoption for an innovation can exp@ess
an approximate value of a normal distribution.

And Roger classified the adoption person of anvation into five categories according to
the adoption time of an innovation, (1) an innow&tadoption person (innovator), (2) an early adppte
(3)an early majority, (4)a late majority, and (5)atoption delay person (laggard), then he noted the
characteristics of these adopter categorizatione Tdharacteristics lay out three viewpoints,
socioeconomic status, personality value, and conwatian behavior. Roger and diffusion researchers
found 25 variables within three viewpoints. Theylaned the difference of characteristic in each
category through the variables. Roger and diffusiesearchers beside, investigated the relationship
between an organization and the adopted innovdtiothe organization. And they reported that the
relationship between the size of an organizatioth te rate of adoption is even equal to a normal,
bell-shaped curve when plotted over time on a feegy basis, and reported that a strong correlation
exists between the size of an organization anaddogtion time (Mahler and Rogers 1999). On therothe
hand, Zaltman et al noted that relationship amaggmizational structures, such as characterisfitiseo
organizational leader, the structural feature dérimal tissue, and appearance characteristics of an
organization and innovation have comparatively tmsrelativity (Zaltman et al. 1973).

The DOI-Theory relates the characteristic of adopteadopting of an innovation, but this
theory does not investigate determinant of adoptingan innovation. In this theory, adopting of an
innovation is the most important focus so that massues in the implementation process of an
innovation and the consequence of an innovatiomatebjects of argument for. Though, DOI-theory
has an important perspective of relative advantagmut the determinant of an adopter's
decision-making.

Rogers described “the relative advantage is to he af the strongest predictors of an
innovation’s rage of adoption”, and “relative adtage is a ratio of the expected benefits and tlsésco
of adoption of an innovation.” The relative advaygs include “economical profitability, low initial
costs, a decrease in discomfort, social prestigaviang of time and effort, and immediacy of rewgrd
and is positively related to its rate of adoptiBoger also said about the consequence of the idiffues
innovation as "the consequences of the diffusiomobvation usually widen the socioeconomic gap
between the earlier and later adopting categoni@ssystem.” The earlier the adoption of an inniovat
the richer the acceptor become.

The relative advantage can be translated in toraskn framework in the way that early
adopters seek high risk-return opportunity while lenajority seek low-risk, low- return, we thought.
The difference in the rate of adoption for an irgbon is even equal to a difference in the risk of

adoption for an innovation.



In the early stages of the diffusion of innovatidhe consequence of adopting of an innovation is
uncertain and the adoption requires taking higk. Mghen innovation turns to be successful, the high
risk will bring high return to early adopter. Thek of adopting for an innovation decreases witerov
time as the gradual accumulation of the informatmmout adopting of an innovation and its
consequences.

According to financial market's suggestion, SMEscheo become an early majority as
SMESs' cost of capital is high. SMEs need to buekhigh-risk, high-return after all. But as we delsed
before, SMEs have the dilemma. In all probabilitgyt do not hope high-risk. As the risk of adopfiog
an innovation make an impact to SMEs’ making-decisia lot of SMEs might not become the early
majority or innovator.

It may be worth to review the behavior of high figkurn SMEs such as bio ventures as an
exceptional SME class from the risk aversion perpe. They sometimes realize explosive economic
effectuation which exceeds a major company. Thig fdoes not fit together DOI-Theory which
suggested correlation about the relationship betwaessize of firm and the rate of adoption for an
innovation.

Acs and Audretsch which carried out empirical stadiythe Schumpeter hypothesis noted,
"The evidence presented here implies that bothssafethe debate-those arguments supporting the
innovative superiority of large firms and those poing the superiority of small firms are, in fact
correct.” Then, he reported about industry withowative advantage for the major company, “Industrie
which are capital-intensive, concentrated, and didweg intensive tend to promote the innovative
advantage in large firms.” They also reported abimgtustry with innovative advantage for the
SEMs, "the small-firm innovative advantage, howevends to occur in industries in the early stagfes
the life-cycle, where total innovation and. the wudeskilled labor play a large role, and where ¢arg
firms comprise a high share of the marké#cs and Audretsch 1987

Research of Acs and Audretsch is on the extendidineoempirical study of the Schumpeter
hypothesis of the 1960s (research of Hamberg, Neldsfand Mueller, etc.). These antecedent
researches were proved that Schumpeter's hypotisesist realized in a certain type of industry. So,
SMEs such as bio-venture are one of exception in-Th@ory. Such suggestions give important
implications for SMEs which tries to adopt of amawation. The suggestion of Acs and Audretsch may
be of service for judgment whether the innovatidriclr SMEs want is innovative advantage or not. In
the succeeding section, the example of the innowatihich the local shopping streets adopted isrtake
up. Local retailers are in the vortex of the problef city urban sprawl. They are adopting an intiora
and tried to oppose the problem. What kind of pasihg does the innovation which they tried to adop
become in DOI-Theory? How does DOI-Theory evaluhie innovation again? We will discuss the

relationship between their decision-making andetveuation in DOI-Theory.



4 A Regional Retailers’ Innovation

4.1 The outline

We take up the innovation which the shopping stiedhe local city in Japan has chosen. There is a
problem of a doughnut phenomenon of a city zoréhénlocal city in Japan. The Japanese government
carried out policy called “Town Management Orgati@a(TMO)” in order to cope with this problem.
TMO provided support for redevelopment of the agntral. TMO is a system for bringing up the
talented people who work on their own initiative éander to carry out urban redevelopmenhe
shopping streets employed this system and discussleelopment of the city central part with TMO
forum many times during consensus formation amoagigipants. As a result, they adopted the
innovation called a tenant mix. A tenant mix is teehnique of trying to redevelop a city efficigntly
combining the institutions that were in the aremhsas commercial establishment, a public faciity
living accommodations. The developer combinestisgtution usually considered to be the more nearly
optimal at the area and the place.

It was expected that this technique was a methatisbme of problems which exist in the
central city area of a local city can be coped withthis innovation is adopted, the retailers who
managed roadside shops will make a trade of their land for one corner of the compound building,
and they will become one of the tenants of a shppiall in the building. In the exchange of offgrin
the land owned in this urban development areapteer-manager of the retail stores, by adopting thi
innovation, will own one corner of the compoundggietinstitution building built, and will in aggreiga
form a new shopping mall. And in this innovatiomey received public funding to construct the buigdi
Administrative operation of the building was mandde®y a independent organization so that their

responsibility is a very little.

4.2 Current picture of shopping street in Japan

Before examining this case, we should explain atlineu of shopping street in Japan. Doughnut
Phenomenon of a city zone caused losing populdtam the central part of a local city. Being losing
population from the active city central part, thezial economical system has been changing in local
area. The analysis of two notable researches exagnihe issues initiated by governmental bodies in

will be summarized as follows.

4.2.1 The research advisory conference report aeustate of the city planning for central citgar
reproduction (Ministry of Land, Infrastructure afcansport 2004)

The residential populations, the number of pladdsusiness, and the number of workers in the centra
part are decreasing. The central city area haghesfunction as the place in which people lived an
place to commit first.

The commercial functional has fallen in the citynie® area. This is a problem pointed out for some



time. The decrease of the population of the cemtaat gives rise to the doughnut phenomenon in a
commercial function. As a result, the shoppingetgdave called the street of closed the shutters.

The government enacted the city-planning-three-@ewtral City Invigoration Law, City Planning Law,
and Large-Scale Retail Store Location Law in otdgurevent a decline of a central city area in 1997
However, this report of Ministry of Land, Infrastture and Transport documented the ineffectiveness
in the city-planning-three-law function. The citlapning-three-law was revised in 2006. The concepts
of the compact city were pushed out by the fromgdho 2008), and make a person, an institution, etc

which were diffused to the city circumference gartmotorization get back to city central area.

4.2.2 Shopping street survey 2006

This survey which the Small and Medium EnterprisgeAcy, the Ministry of Economy, Trade and
Industry, conducted in 2006 investigated by mak3@®0 into a sample among the shopping streets
13322 in Japan. The purpose of survey researchas kifid of measures and policies required by the
present condition of a shopping street. This shapptreets survey has been implemented since 1970
every five years, it is carried out since 2000 g\bree years.

Survey contents are various that cannot introdware.RWe introduce only results of survey which is
considered to be important. Did the number of g@hghopping streets change?

48.5% of the respondents answered the number ofilatign visiting established shopping streets
decrease, 22.5% answered the decreased a little, mwérely 8.9% answered the increase.

What is factor in visitor’s reduction?

55.7% of the respondents answered visitor's redoctnfluences of a large store, 45% answered
reduction of an attractive store, 39.3% answerexitabe of a type of industry and business condition
26.5% answered a decrease in population of the area

How is the business of shopping streets?

32.7% of the respondents answered business perfoarihat it is on the decline, 37.6% answered
Although stagnated, a possibility of declining h2a®,9% answered it has stagnated , while mereB64.8
answered although stagnated, there are upward €86 of the whole answered are on the decline or
has stagnate. In the same survey in 2003, the mdspb who answered "Are on the decline or has
stagnated” was 97.7%. As long as the result of dhisstionnaire is seen, the many shopping streets
already have a decline or regular stagnation.

What are the big problems in shopping streets?h@ynultiple-answers)

36.9% of respondents answered there are few atastbres, 33.4% answered it is not cooperative to

session to shopping street activity, 31.4% answprellem is manager's aging, etc..

4.3 Previous shopping street studies

The research concentrated on Doughnut Phenomenartitf zone in the shopping streets has a large



majority. We introduce several researches whiclyssiggd coping with Doughnut Phenomenon of a city
zone. Ishihara noted that the balance of the iateriew and the external-view look is important,
because If the external-view dilutes, the city plag as a commercial accumulation place will be
blocked (Ishihara 2005). Sakamaki represent thahant mix builds the structure of co-existence and
co-prosperity, when a large-scale store and a sspalk store carry out a tenant mix. The customer
retention power of the whole commercial accumutatwill be raised by filling the gap between a
large-scale store and a small-scale store, eaeh (Bakamaki 2008).

Hosono suggested for succeeding city planning, ti{@)shopping street should establish of a
brand in local area. (2) The shopping street shapfukal diplomatically by selection and concerdrati
(3) The shopping street should do your best for intakthe organization of activation, and
talented-people practical use. (4) ICT (Informatammd Communication Technology) should be used
effectively and the information potential in a sghef business should be raised. (Hosono 2008)"
The trend of the latest research seems to advdbateevolution to the city central part based on
compact city concept. It has been a subject howrkamization produced by the spread of cars is made

to return to the city central part.

4.4 RURSUS HOFU Project

4.4.1 Background

Hofu is a city with a population of 120,000 locatedthe westernmost end in Honshu Island. It is
fronting the Setonaikai sea on the central partYamaguchi Prefecture, and is an industrial city
consisting mainly of the auto industry and its tetacompany. Five small-scale shopping streets has
stand in loosely-linked network on the city cenpratt. There are two SC(s) with the large-scal&ipgr
place in the neighborhood. The customer retentammep of shopping streets is declining. The shopping
street which adopted the innovation in this exantgdk part in the redevelopment project of a citgaa
since around 1992. When the government made Cefitgl Invigoration Law in 1998, the
redevelopment project was reconstructed to the ¢ypeflecting policy of new low intention, and &h
Hofu town-center-revitalization master plan” wasnfoilated in 1999. The basic concept for the
innovation is shown in this master plan. The TM@ufuo investigated the feasibility of the master plan
and their plan was approved as a subsidiary eligerpy the government in 2004 same year, they
began construction of a multipurpose building. Bodding named RURSUS-HOFU was completed in

2006, business was started within second.

4.4.2 The outline of innovation
The core of this innovation lie in the constructmima multipurpose building which unified commetcia
establishment, a public facility, and living accoodations, then established a LLC for managing the

building and planning the shopping center undefieshidecision-making. The basic concept of the



management was a tenant mix which pulled up théeomes retention power of shopping center, and
rise commercial accumulation. The main adopterthisf innovation ware the retailers of a shopping
center. They ware also the landowners of a shoppémger. The supplier of this innovation was Japan'
government. The TMO forum was a change agent. TW® Torum members ware a person in charge of
a HOFU city office, a person in charge of a chamddemommerce and industry in HOFU, three retailers

in the shopping streets, and consultant.

4.4.3 Relative location attachment of innovation

Being recognized as New for a shopping center lieviing three. Tenant mix; The multipurpose
building which unified commercial establishmentpablic facility, and living accommodations will
accumulate economy, and will raise customer raianfpower. New commerce is served in the
combination of cross-industrial or a same trade kor a network. Maintenance and strengthening of a
shopping-center organization: Establish a limit@bility company and perform tenant collection,
institution employment, and shopping center emplegtrunder the unified concept. Reservation of the
source of fixed income by a landowner's commeresigblishment sharing: Own the commercial space
which is a landowner and the owner of a commemtiade can lend in a complex facility. By lending a

tenant the space, the house rent income which)qatethe stable income can be obtained.

4.4.4 Positioning on the social system of an intiona

On a social system, a tenant mix is not novel ehaiagcount as an innovation. A tenant mix is a
technique used by SC large-scale from the firss #pplied based on the concept which SC unified,

a tenant is selected by the concept (Kikuchi & Bemi2006). Eguchi and Sinnaa validated the evidenc
about the business effect of the redevelopment oomg building of a local city (Eguchi 2001,
Sinnaa2006). Kikuchi et al. validated and repodbdut the tenant mix enterprise of two preceding
examples which received the public support (KikuéhBenitani 2006). With the TMO concept by
Central City Invigoration Law in 1998, the tenanikriechnique based on instruction of a TMO forum is
also recommended as one of the activation techsigdot of local public agencies formulated the
town-center-revitalization master plan since 19P8&bably, the tenant mix adopted in many master

plan.

4.4.5 The map to DOI-Theory

Positioning on the social system of an innovatiamresponds to that of the rate of adoption in
DOI-Theory. We will try to map this innovation to@-Theory. The rate of adoption is equal to the
amount of the risk of an innovation. And the amoaht risk is equal to the amount of information
about adopting of innovation and its consequenbe. tEnant mix technique has been variously used by

a department store and SC, and seen in many prezedxamples of urban redevelopment. Probably,



the information about adoption and its consequeotea tenant mix is fully accumulated; the
information will be easy to receive. As there ioegh information in the world, this innovation is

positioned by Late Majority in DOI-Theory.

4.5.6 The risk of adopting an innovation
We described the relevance of DOI-Theory and risturn in the foregoing paragraph. Then, we
consider a risk of existing on the innovation ofemample and the outskirts of it.
The risk of relating to a tenant mix: A tenant séten, matching, zoning, tenant subscription and
withdrawal, expansion reduction of business, C8inguin more customers
The risk of relating to maintenance and strengtigmif a shopping-center organization: Leadership,
communication, subscription withdrawal, the fundttban be managed
The risk of reservation of the source of fixed imm by a landowner's commercial-establishment
sharing: A sense of entitlement of tenant subdonpand withdrawal, a house rent setup, and a floor
holder, a neighboring tenant building
The potential risk of indirectly related to an imation: The event of economic conditions, politidse
neighborhood SC, and a town, suburban large sthrange and withdrawal, the weather, the enterprise
that each retailer has peculiar, etc.

We considered an innovation called a tenant migasition by Late Majority in DOI-Theory
before clause. If the consideration is right, tis& of relating to a tenant mix should become qldte
The tenant mix is low risk innovation. Naturalllgetadopting of this innovation would not producghhi
profit. SMEs need to choose high-risk, high-retmranagement strategy. In other words, SMEs do not
need to adopt this innovation. Then, for what readidl the retailer of the shopping center adog thi

innovation?

4.5.7 The interview about the adopting of an inniova

We interviewed the retailer of the shopping cemthich adopted the innovation.

The object of an interview is retailers who is aotmember of TMO forum, where opened a shop in a
multipurpose building. . The purposes of an inewis to find determinant of decision-making which
adopts this innovation, and open a shop in thigdmg. Furthermore, we try to find what risks they
have recognized in adopting for an innovation.

We got to know some new facts out of the interviéhe forecast on management, number of
pulling in customer, sales, and resident of temaat lain out to adopter form change agent. Eactvisho
forecast was based on the very optimistic lineadehoThere was few explanation of a risk of adgptin
an innovation from a change agent.

The adopter felt intuitive anxiety to optimisticrézast which the change agent presented. As

a result, they depressed their will to refuses oyea shop at once. They had a judgment that tiety d



not want to take new risks, number of pulling irsttumer risk, sales risk, and resident of tenaktiris

addition to their peculiar business risk. Howeteejr mind is changed by a change agent's persuasio

5 Conclusion

We paid our attention to non-compatibility withdimce theory, as a result of surveying DOI theony an
investigating the feature. SMESs' behavior which Di@dory shows differed from that for which finance
theory is askingWe investigated the innovation which the shoppiegter of the local city adopted in
order to confirm the non-compatibilithAnd we have noticed that there is almost no conoéptrisk in
making-decision judgment of SMEs from the interviemthem.We consider that the relation between

decision-making and a risk would like to conductrendetailed investigation in near future.
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