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Chapter 1 The importance of entrepreneurship

We appear to be living in a golden age for entrepreneurship. In 2011, a Global Entrepreneurship Monitor (GEM) survey of more than 140,000 adults (18–64 years of age) in fifty-four economies estimated that 388 million entrepreneurs were actively engaged in starting and running new businesses. Entrepreneurs can be vital agents of innovative change whose actions lead to the creation of new firms. They can also transform existing firms to exploit economic and socially beneficial opportunities. In the popular media, entrepreneurs are often presented playing a key role in promoting economic development. Indeed, GEM studies have discovered a significant link between the rate of entrepreneurial activity in a country and growth in that country’s gross domestic product (GDP), although the link is not consistent across all countries. Entrepreneurs and their businesses can generate wealth and jobs, which can enable social and regional inequality to be reduced. Entrepreneurs can be pulled into entrepreneurship because they want to exploit a perceived business opportunity, or pushed into it of necessity because they have no other options for work. Either way, they are increasingly seen as the panacea to solve national and local development issues.

The expectation that entrepreneurs can provide the panacea to economic ills may be an unrealistic one. Joseph Schumpeter warned that while entrepreneurial acts ‘create’ new sources of competitive advantage, products and services, firms, industries, jobs, and wealth, at the same time they also ‘destroy’ firms and jobs in now out-of-date activities. In the popular mindset entrepreneurs are often portrayed as heroic yet maverick individuals, single-handedly and relentlessly pursuing opportunity and enjoying exotic lifestyles as a result. The dominant popular entrepreneur image relates to a Western heroic white male figure exhibiting aggression and assertiveness to create or discover business opportunities. But, when businesses close, with people losing their jobs and nefarious activities being revealed, some of the same entrepreneurs are then castigated as villains (e.g. Conrad Black, Robert Maxwell, Asil Nadir). So entrepreneurs can be heroes and villains, sometimes both at the same time depending on your point of view. Books about Richard Branson, for example, have presented conflicting portraits ranging from adventurous global entrepreneur to cunning and ruthless operator with a knack for undermining his rivals.

Because of the widely held belief about the contribution of entrepreneurs to the generation of economic and social well-being, international agencies and governments worldwide are promoting entrepreneurship policies. Venture capital (VC) firms operate to fund entrepreneurs in the belief that they can generate high financial returns. National research bodies, universities, and specialized research centres, as well as research foundations, have been keen to support research based on the assumption that this will help further the role of entrepreneurship in invigorating economic, technological, and social progress.

Entrepreneurs have been catapulted into the consciousness of the wider media through their high-profile activities, which help change fundamentally the rules of the game in a market. For example, Stelios Haji-Ioannou and easyJet transformed the airline industry in Europe, James Dyson’s bagless cleaner changed the vacuum cleaner market, and Bill Gates’s Microsoft and Steve Jobs’s Apple, in their different ways, transformed the personal computing, communications, and entertainment markets.

Prime-time television programmes showing entrepreneurs and inventors pitching their ideas to rich investors have helped popularize entrepreneurs to a wide audience. Originating in Japan, this concept has itself proved to be highly entrepreneurial. Entrepreneurship-related shows are shown worldwide under different names, such as Shark Tank in the United States, Dragons’ Den in the UK, and Fikr wa Talash in Afghanistan. But not apparently in France where, according to the apocryphal (but untrue) statement attributed to President George W. Bush, the French do not have a word for entrepreneur.

The number of scholars researching entrepreneurship has grown rapidly. Academy of Management Entrepreneurship Division membership has increased by almost two and a half times, to top 2,750, in the decade from 2001 to 2011. Business schools report a proliferation of entrepreneurship courses at undergraduate and postgraduate levels. Science, technology, engineering, and medical departments in universities have also introduced entrepreneurship courses for students and faculty who want to create businesses to exploit the inventions they have created in the laboratory. Secondary and primary schools are now teaching entrepreneurship. These courses discuss hands-on issues relating to the creation of private and, increasingly, social ventures, as well examining how existing, large, and family organizations can be entrepreneurial. In addition, courses illustrate theoretical and policy issues.

Some students have made significant wealth from their new ventures. Alex Tew conceived The Million Dollar Homepage to raise money for his university education. The home page consisted of a million pixels arranged in a 1,000 × 1,000 pixel grid. The image-based links on it were sold for US$1 per pixel in 10 × 10 blocks. The purchasers of these pixel blocks provided tiny images to be displayed on them, a uniform resource locator (URL) to which the images were linked, and a slogan to be displayed when hovering a cursor over the link. The aim of the website was to sell all of the pixels in the image. With the last 1,000 pixels being put up for auction on eBay, a final total of $1,037,100 was grossed.

Other students have dropped out to pursue major entrepreneurial ideas that have germinated at college. Mark Zuckerberg famously dropped out of Harvard in his sophomore year to complete the Facebook project, which he launched from his dormitory room.

Despite growing interest and activity relating to the entrepreneurship phenomenon, considerable debate surrounds the notion of entrepreneurs and entrepreneurship. Entrepreneurship and entrepreneurs are complicated and ambiguous phenomena. In this Very Short Introduction, our aim is to reflect this complexity and ambiguity, but also to weave a pathway through the debate and offer some clarity to the reader.

We provide a guide to entrepreneurial events, processes, and outputs in the contexts in which they occur. We will explore the following questions: What is entrepreneurship and why is it important? What do entrepreneurs do? Where do entrepreneurs come from? Do some types of entrepreneurs make greater contributions? What is distinctive about entrepreneurs? How do entrepreneurs think and learn from their experiences? What is the array of organizational modes in which entrepreneurship takes place?

Entrepreneurship

Entrepreneurship is about what entrepreneurs do. ‘Entrepreneur’ is a French word first appearing in the 1437 Dictionnaire de la langue française. Three definitions were listed in the dictionary, with the most common meaning referring to ‘a person who is active and achieves something’. The verb ‘entreprendre’ means ‘to undertake something’. At the beginning of the 17th century, an entrepreneur in France was viewed as ‘a person who takes risks,’ but not all people who undertook risks were considered entrepreneurs. During the 18th century, a person who was contracted to perform a certain large task, generally for the state, for a fixed price was regarded as an entrepreneur.

Until the 18th century, there was no equivalent to the French ‘entrepreneur’ concept in the English language. A Dictionary of the English Language from 1755 reported the following definition: ‘Adventurer, he that seeks occasion of hazard; he that puts himself in the hand of chance’. Over time, the concept of entrepreneur in English became more broadly defined, and related to ‘situations where one person engaged in projects involving risk where the profit was uncertain’. By the end of the 18th century, the undertaker concept was replaced by the capitalist concept of a businessman.

Today, there continues to be no agreed definition of entrepreneurs and entrepreneurship. The Organisation for Economic Co-operation and Development (OECD) adopts a broad definition where entrepreneurship appears in both some small and large firms, in some new firms and established family firms, in private firms focusing on profit and social enterprises seeking to generate broader social and environmental benefits, in the formal and informal economy, in legal and illegal activities, in innovative and more conventional concerns, and in all regions and economic sub-sectors.

Entrepreneurs’ roles

Economic, sociological, personality/traits, psychodynamic, and/or cognitive approaches have been used to explain what entrepreneurs do. We shall explore these approaches later on, but this diversity and lack of consensus is illustrated by the following roles identified over two and a half centuries of research. The entrepreneur is:


	a person who assumes the risk associated with uncertainty;

	a person who supplies financial capital;

	an opportunity creator and innovator;

	a decision-maker;

	an industrial leader;

	a manager or superintendent;

	an organizer and coordinator of economic resources;

	the owner of an enterprise;

	an employer of factors of production;

	a contractor;

	an arbitrageur;

	an allocator of resources among alternative uses;

	a channel for the spillover of knowledge from a knowledge organization into a new firm to exploit the knowledge;

	an alert discoverer or seeker of opportunities.



Approaches to describe the entrepreneur

Roles of entrepreneurs have primarily emanated from economics’ focus on the functions of the entrepreneur in the market. Recently, more behaviourally oriented approaches have focused on the characteristics of the individual carrying out these roles, specifically ‘who is the entrepreneur’. Diversity in approaches to describe the entrepreneur as an individual is summarized in Table 1, where a distinction can be made between the great person school, psychological characteristics school, classical school, management school, leadership school, and the intrapreneurship school approaches.

The entrepreneurial process

The entrepreneurial process is at the epicenter of the debate about entrepreneurship. This is because it concerns what needs to take place to make entrepreneurship happen. Lack of consensus about ‘what entrepreneurs do’ and ‘who entrepreneurs are’ gives rise to several approaches to understanding entrepreneurs and the entrepreneurial process. Generally, the entrepreneurial process involves all the functions and activities associated with perceiving opportunities and pursuing them. A narrow view focuses on the emergence of new organizations, while a broader view focuses on the emergence of opportunities irrespective of whether it takes place in a new or existing firm. Accessing resources is key. Some see entrepreneurship as the process by which individuals pursue and exploit opportunities irrespective of the resources they currently control. Others focus on how entrepreneurs can utilize the resource they have to hand, while yet others examine the process by which entrepreneurs access and coordinate their resources.

Table 1. Summary of approaches for describing the entrepreneur as an individual
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Organizing framework

Bill Gartner’s framework for describing the phenomenon of new venture creation integrated four major perspectives in entrepreneurship. He made a distinction between: the characteristics of the individual(s) starting the new venture; the organization they create; the environment surrounding the new venture; and the process by which the new venture is created. Building on these insights, six themes within entrepreneurship studies are highlighted in Figure 1.

Theme 1 relates to theory. Several theories explore the entrepreneurial process, and the behaviour and performance of entrepreneurs and their organizations. These theories reflect the diversity of the nature of entrepreneurship and entrepreneurs.

Theme 2 relates to the external environment for entrepreneurship. To generate economic and non-economic benefits, governments in developed and developing economies have introduced policies to address external environmental barriers to business formation and development. These contexts shape resource availability, the actions undertaken by entrepreneurs, and the performance of their ventures, which is also illustrated by theme 4.
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1. Themes explored in entrepreneurship studies



Entrepreneurship is a process that develops over time. Theme 3 relates to the process of entrepreneurship and focuses upon what entrepreneurs do with regard to creating and recognizing opportunities, as well as assembling and mobilizing resources to exploit opportunities (i.e. entrepreneurial team, organizational, and external environmental).

Theme 4 relates to types of entrepreneur. Different types of entrepreneurs exist and can be shaped by their context. Social context, such as where entrepreneurs come from, can shape aspirations, expectations, and access to specific human capital resources relating to industry know-how, management know-how, and entrepreneurial capabilities. Differences also relate to how entrepreneurs think and learn (i.e. personality and cognitive mindset).

Theme 5 relates to types of organization. We adopt a broad view of entrepreneurship. Besides the creation of new independent firms, entrepreneurship can be exhibited in family firms, corporate ventures, management buyouts and buy-ins, academic spin-offs, and social enterprises.

Theme 6 relates to the outcomes of entrepreneurial endeavours. The economic and non-economic outcomes of entrepreneurial endeavours relate to the entrepreneur and the firm.

Benefits of entrepreneurial firms

Table 2 illustrates that besides generating personal wealth, entrepreneurs can generate wider benefits. Entrepreneurial firms play a role in the process of economic development. They have a role in reducing unemployment and poverty, including being major creators of new jobs when large firms are downsizing. Entrepreneurial firms generate individual and employee wealth, which can generate tax revenues. They are also the seeds from which large successful organizations grow (e.g. Microsoft, Cisco Systems, The Body Shop).

Entrepreneurial firms can be flexible and adaptable, enabling them to seize new opportunities. They can stimulate competition, promoting lower prices, more consumer choice, encouraging the creation and dissemination of new innovative products/services and/or better-quality products and services. This competition encourages more efficient use of resources and the displacement of non-viable inefficient businesses. Viable businesses that are more efficient users of resources will be associated with superior levels of productivity, which can enable them to sustain competitive advantage in local and international markets. Efficient entrepreneurial firms that can internationalize can create jobs and wealth, and play a role in reducing balance of payments deficits (or increasing surpluses), thus ensuring a healthy balance between a country’s imports and exports. ‘Born-global’ innovative firms play a role in reducing balance of payments deficits right from their creation.

Few firms are engaged in truly innovative activities. Most new and small firms are imitative, or firms introduce incremental innovations to sustain their competitive advantage. A very small subset of entrepreneurs with unique scientific or technological knowledge creates radical innovations leading to the creation of new industries that promote economic development associated with the destruction of some old industries.

Most entrepreneurial firms are engaged in servicing private consumers (e.g. restaurants and retail outlets) or other enterprises. The servicing relationship between an entrepreneurial firm and its customers can range from cooperation to dependency and exploitation. Many large firms would not be able to remain profitable without the service provided by new and small firms in their supply chain.

Table 2. Entrepreneurial firms: positive economic and non-economic contributions and barriers to enterprise
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Entrepreneurial firms, especially small firms, can provide a harmonious working environment. This is reflected in fewer industrial disputes and lower absenteeism. They may provide a nurturing role model and learning environment for potential entrepreneurs.

Entrepreneurial firms promote local development and the regeneration of deprived rural and urban communities as they frequently service local markets. The entrepreneur(s) may live close by and feel an allegiance to the area where the firm is located. They generally employ people and suppliers within easy reach. New firm formation (NFF) and growth can generate local multiplier effects that increase the demand for other new firms, which can promote a spiral of wealth creation and job generation to reduce local unemployment and poverty.

Entrepreneurial firms can generate several social benefits. A growing stock of entrepreneurial firms may reduce a dependency culture on the state and larger firms, as well as reduce the power of large firms and trade unions. Entrepreneurial firms provide working and learning contexts that promote choice, opportunity, empowerment, individualism, and self-reliance, particularly for economically disadvantaged groups in society such as women, young people, and ethnic minorities. Promoting entrepreneurship is part of a formula seeking to reconcile economic success with social cohesion.

Barriers

There are different types of entrepreneurial firms and entrepreneurs, with most new firms not desiring or reporting significant employment growth. Only 4 per cent of firms generate 50 per cent of job generation by the firms over a decade. The majority of new firms are born to die young as most cease to trade within three years of inception. Most firms that survive are born small and stay small. Many small firms are more interested in maintaining their current level of profit than in expansion. One reason for firms wishing to stay small is that the ownership and management reside in the same person or persons; so future firm goals are determined not only by commercial considerations but by personal lifestyles and family factors relating to the individuals or teams of individuals who own and manage them. Firm development can be restricted by entrepreneurs who want to maintain ownership and control of their firms, and who may only grow their ventures to an internal management comfort zone, which allows owners to maintain control and ownership. But it seems that the proportion of small businesses that want to grow is greater than the numbers that actually grow.

Table 2 summarizes several broad types of barrier. People need to believe they can be entrepreneurs and have the intention to grow. Government can play a role in addressing attitudinal barriers to enterprise. People need to raise their expectations, individualism, and self-reliance, and they need to believe they can be successful entrepreneurs. In addition, some people face resource, operational, and strategic barriers to NFF and development. People generally report market resource barriers (i.e. access to information, finance, premises, training, skills, compliance costs associated with statutory and regulatory administration, etc.).

Entrepreneurial firms generally have a limited track record. They can be deficient in the amount and type of resources they can mobilize. With inadequate credibility and links with partners they may not have the necessary experience to utilize their limited pool of resources efficiently. New firms can lack the skills both to adapt their product offering to what the market is really looking for, and to be able to gain legitimacy from external stakeholders and resource providers.

These problems comprise the liability of newness and are fourfold. First, new firms need to find resources and time to create new organizational roles and functions, knowledge, and learning. Second, the process of inventing and learning new roles is costly because it requires negotiation with others in the organization to agree new roles, responsibilities, and relationships. Third, reliance on relationships with strangers results in low interpersonal trust and potentially precarious relationships between co-workers. Fourth, new organizations face difficulties in establishing external relationships with other organizations because they have not built stable ties over time, for example with customers and suppliers. In addition, new firms engaged in creating and exploiting new knowledge face the liability of innovation.

Entrepreneurs can adopt behaviour and strategies to mitigate the effects of these liabilities. For example, innovative new firms can establish alliances with incumbent large firms. These links enable them to access resources to develop the technology further, as well as to gain downstream access to final customers when they do not have the sales and marketing skills to do so. Such alliances may be a precursor to the entrepreneur being able to sell the business to reap a capital gain. On the downside, the more powerful larger partner can dictate terms and expropriate some of the entrepreneur’s potential gains.

Newness can, however, generate assets. It can bring advantages of flexibility and adaptability to changing market conditions. The phenomenon of internationalizing new ventures, or ‘born globals’ as noted earlier, shows how some innovative new high-tech firms can take advantage of opportunities in international markets from the beginning.

Policy initiatives

Governments concerned with generating the economic benefits highlighted in Table 2 particularly want to increase the number of technology- and knowledge-based high-growth ventures. Those concerned with reducing social and regional inequality in their countries can also promote people from disadvantaged groups and/or under-represented groups in enterprise to become entrepreneurs (i.e. women, young people, ethnic minorities, etc.). Policy intervention is designed to reduce the barriers faced by such people seeking to establish and grow entrepreneurial ventures.

An array of hard assistance such as grants, equipment, premises, and/or soft assistance such as education, training, information, counselling, mentoring can be provided. Types of intervention to support NFF and development are summarized in Table 3.

Paul Reynolds and colleagues suggest that governments can stifle the efforts of those attempting to start new firms through onerous bureaucratic requirements, complex regulations, or merely through slow reactions to requests for decisions required to form a new firm. There are wide and surprising discrepancies between countries in the hurdles that entrepreneurs need to negotiate to start a new firm. The International Finance Corporation, part of the World Bank, ranks the top three in the world in terms of the ease of starting a new business as New Zealand, Australia, and Canada. The United States arrives in 13th place, behind Saudi Arabia in 10th but ahead of the UK in 19th, France in 25th, Germany in 98th, Spain in 133rd, Greece in 135th, and China in 151st (http://www.doingbusiness.org/rankings).

Table 3. Types of government support for new firm formation and development



• Macro policies

– Interest rates

– Taxation

– Public spending

– Inflation

• Deregulation and simplification

– Cutting red tape

– Legislative exemptions

– Legal form

• Sectoral and problem-specific policies

– High-tech firms

– Rural enterprises

– Community enterprises/social enterprises

– Cooperatives

– Ethnic business

• Financial assistance

– Business Expansion Scheme/Enterprise Investment Scheme

– Loan Guarantee Scheme

– Enterprise Allowance Scheme/Business Start-up Scheme

– Grants

• Indirect assistance

– Information and advice

– Business growth training/other formal training

– Accelerator programmes

– Consultancy initiative

• Relationships

– Small firm division in the enterprise department

– Lobbyist/policy formulation



Source: Adapted from Storey (1994: 269)

Intervention aimed at promoting entrepreneurship to address economic and social issues in regions can be problematical. Nationally applied policies to increase capacity for NFF in all regions can indirectly favour more prosperous and socially and economically well-endowed regions. A non-selective policy of encouraging NFF and growth, with no regional targeting built into it, may enhance regional differences by having relatively modest impacts in regions with existing resource shortages.

General measures to proactively provide a supportive environment for all forms of enterprise may not be cost effective. To promote NFF and development, particularly in hostile environments, governments can directly (or indirectly) support local-level initiatives that reduce uncertainty for entrepreneurs, and/or provide resources to enable more people to circumvent attitudinal, resource, operational, and strategic barriers to NFF and development.

Of course, there is no guarantee that intervention will succeed in promoting entrepreneurial activity that leads to improved economic performance. Intervention can be perceived as correct at the time of introduction, but in the future may generate some undesirable outcomes. Such intervention may have other objectives—notably, increasing votes and the chances of re-election for the government or its party in a locality.

Intervention is associated with costs. David Storey has warned that enterprise intervention policies can only be justified in a market economy where it can be demonstrated that the effect of government intervention will lead to an overall net improvement in welfare to the economy as a whole. If enterprise policy intervention leads to an increase in the number of new smaller firms but also to a compensating, or more than compensating, reduction in employment in large firms, then it is difficult to justify such policies on welfare grounds. Governments therefore need to consider the costs and benefits of the intervention to the recipient as well as to wider society. In other words, intervention needs to involve initiatives that encourage actions that would not otherwise have been undertaken (i.e. input additionality), contributing to better results than would otherwise have been achieved (i.e. output additionality), or changing behaviour in a desired direction (i.e. behavioural additionality). Government may not solely drive policy intervention. Charities and social enterprises discussed in Chapter 6 can fill some gaps. For example, the Prince’s Trust Enterprise Programme in the UK supports unemployed young people between 18 and 30 years of age. It promotes business idea generation. It also provides business skills training, legal help, and business planning support to ensure ideas are viable.

There is a tension over whether policy support should focus on stimulating large numbers of new firms or supporting fewer, better-quality firms. Enterprise support focusing on increasing the quantity of new firms irrespective of the entrepreneurs’ need, ability, or growth ambitions may generate limited economic benefits. It may be preferable to target support to a smaller number of ‘winning’ firms, that is, firms with significant wealth creation potential. For example, policies can be targeted at stimulating sectors with the capacity to be world leaders to fulfil their potential. Governments concerned with reducing social and regional inequality recognize the need to target assistance for special groups of entrepreneurs, such as women and people from ethnic minorities.

Support is primarily provided to the individual entrepreneur during the NFF process. After the firm-initiation hurdles have been addressed and the firm has commenced trading, external support for enterprise becomes more focused on the needs of different types of firms (i.e. family, high-technology, exporting firms, etc.). There may be a need to focus upon the entrepreneur, rather than the firm alone, throughout all stages of the entrepreneurial process.

As we shall see in Chapter 4, entrepreneurs are not homogeneous in their human capital profiles, motivations, resources, behaviour, prior entrepreneurial experience, and performance. Different types of entrepreneur may require customized assistance. Recognition of this entrepreneurial diversity contributes toward the development of policies tailored to different types of entrepreneur, rather than the provision of broad blanket policies to all types of entrepreneur, irrespective of need or ability. This means a shift from support aimed at increasing new firm start-ups, only to see large numbers of them fail shortly afterwards, to include customized support that reflects the track record from prior business ownership experience. Support could be allocated to growth-orientated entrepreneurs to ensure that the full economic and societal potential of all businesses they own is realized.


Chapter 2 Discovering and creating opportunities

James Dyson created a new type of bagless vacuum cleaner after recognizing that the suction in his traditional vacuum cleaner became inefficient when its cloth bag filled with particles. There was already a long-established vacuum cleaner market but the new patented technology developed by Dyson fundamentally changed how the demand for labour-saving household cleaning devices was met. Through the long and costly process of developing his new technology, which included borrowing £600,000 to set up his company and developing some 5,000 prototypes, Dyson had to make the judgement that his idea would eventually work and that there would be a market for it.

In the 19th century, Clarence Birdseye discovered the basis for an entirely new type of operation for producing frozen food. Initial efforts to freeze meat and vegetables commercially were unsuccessful because the process took many hours, and the food lost its texture and flavour. He observed that the Inuit Indians’ practice of quick-freezing fish retained the flavour when the fish were subsequently cooked. Birdseye developed the technology to reproduce this process commercially. Initially, his business was a financial failure due to scepticism on the part of consumers. Birdseye continued perfecting his idea by developing a new process of packaging food in cartons, and quick-freezing the contents under pressure. The frozen-food industry was born. He sold his company to acquire resources to launch a successful campaign to convince customers of the benefits of the concept. The company then became a commercial success.

Mark Zuckerberg founded the social networking site Facebook. Zuckerberg had developed a reputation as a computer programming prodigy. Prior to developing the idea for Facebook, he had used this skill to develop other sites for fun that included an online directory containing details of students in his university dormitory. By 2010, Facebook had an estimated 500 million users worldwide and had achieved a stock market listing.

All three people would doubtless be regarded as entrepreneurs. But their paths to entrepreneurship differ. These examples illustrate similarities in the general functions of entrepreneurs, and differences in the development of their entrepreneurial opportunities.

Functions of entrepreneurs

The Chicago tradition is associated with Frank Knight who suggests entrepreneurs can be recipients of pure profit, which is their reward for bearing the costs of uncertainty. Knight views uncertainty bearing as the true function of entrepreneurs. Uncertainty relates to a distribution when the outcome is not known. Knight suggests entrepreneurs take risks in an uncertain world. Risk relates to the distribution of the outcomes in a group of instances that is known either through calculation based on theoretical deduction or from statistics of past experience.

For Knight, the function of an entrepreneur is to be a calculated risk taker. Knight recognized that entrepreneurs require foresight and command over resources if they are to back their judgements. He suggests entrepreneurs have a low aversion to risk because they self-finance their own judgements.

Len Shackle used the term ‘enterpriser’ rather than entrepreneur. Enterprisers exhibit creativity and spontaneity to address uncertainty. The enterpriser deals with uncertainty, makes skilled judgements, assembles and allocates scarce resources, and provides novel products. Entrepreneurial knowledge, thought, feeling, imagination, and creativity are fused into action to address the absence of complete knowledge resulting from uncertainty.

Mai-Li Hammargren, a student at the Stockholm School of Economics, had a boyfriend whose working hours were different from hers. She reflected on a way to set her alarm clock whilst not waking him up. Her imaginative and creative idea was a vibrating watch with a touch screen that makes it easy to navigate between the timing, timer, and alarm. Her idea won a business idea competition. At the age of 21, while still studying, she and engineering student Oscar Ritzén Praglowski established the Mutewatch company in 2008. The product is now exported throughout the world.

The German–Austrian tradition associated with the work of Joseph Schumpeter addresses the link between instability and economic development. Schumpeter suggests that the entrepreneur is not a risk bearer. Rather, risk bearing is the function of capitalists who provide finance to entrepreneurs. Entrepreneurs bear risk only if they act as capitalists. He asserts that entrepreneurs are the creators and catalysts of dynamic change. Entrepreneurs are special people because they are visionaries. Anyone who fulfils the function of an innovator or conducts new combinations is an entrepreneur. The precursors of innovation are imagination and creativity.

Radical innovation (or novelty) is seen as a prerequisite for genuine entrepreneurship. Schumpeterian innovations are discrete and substantial. Discrete innovations are linked to five sources of significant change or new combinations. First is the introduction of a new good, or an improvement in the quality of an existing good. Second is the opening of a new market, in particular an export market in a new territory. Third is the conquest of a new source of supply of raw materials or half-manufactured goods. Fourth is the introduction of new methods of production as yet unproven. Fifth is the creation of a new type of industrial organization, particularly the formation of a trust or some other type of monopoly.

Radical innovation leads to new products that generate wealth creation and job generation benefits. These new products threaten the continued viability of many existing products/processes. New firms engaged in radical innovation can destroy the traditional markets serviced by existing less-innovative firms. The success of the new venture introducing radical innovation can encourage imitators. Increased uncertainty and competition may lead to the closure of some established and new entrants. Firm closure will continue until the level of profitability in the new industry or process is comparable to the rates of return in established activities. Only the fittest firms in the industry using the appropriate technology and best business practice earn profits and survive. This entrepreneurship that destroys as it creates and creates as it destroys has been termed the cycle of creative destruction.

Lesser entrepreneurs can also introduce a range of new activities, complementary to the original innovative venture. Utilizing the radical technology in new markets and adapting this technology, they may generate additional wealth and job creation not originally envisaged by the Schumpeterian-type entrepreneurs that introduced the radical innovation in the first place. Policymakers seeking to promote economic development, therefore, want to increase the supply of radical innovators in order to generate direct and indirect benefits associated with the original radical innovation.

The overriding motive for entrepreneurial activity is the profit that can result from being the first to innovate a particular process or product. Schumpeter sees these profits as being temporary. In the absence of monopoly protection, others will see the profits available in the new innovation and will emulate the original innovation, providing competition and a gradual erosion of the monopoly profits available. Schumpeter later predicted the demise of the function of the entrepreneur. He believed that teams of workers and scientists operating in large organizations would carry out technological advance and change rather than this being done by entrepreneurs. These teams would more likely have the resources and skills to translate the vision (i.e. the new combination) into a feasible plan of action.

The French tradition is exemplified by the work of Richard Cantillon, who is often associated with the term ‘entrepreneur’ as discussed in Chapter 1. In early 16th-century France, men engaged in leading military expeditions were referred to as entrepreneurs. The French government in the early 18th century applied the term to road, harbour, and fortification contractors.

Cantillon suggests that entrepreneurs react to profit opportunities, bear uncertainty, and continuously serve to bring about a (tentative) balance between supplies and demands in specific markets. The entrepreneur is a pivotal figure who operates within a set of economic markets. Cantillon used the term ‘entrepreneur’ to refer to individuals who pursue the profits of arbitrage under conditions of uncertainty. This is the process whereby the prices of the same product in different markets are equated in the absence of transport costs. In undertaking arbitrage, the entrepreneur acts as a speculative middleman linking supply with demand. The entrepreneur is a bearer of uncertainty who might or might not own capital. Actions taken by an entrepreneur are associated with a profit (or loss). The entrepreneur’s income is the residual received after all contractual payments have been met. Cantillon presents a broad definition that suggests that anyone who runs a business can be regarded as an entrepreneur.

The Classics tradition, exemplified by Jean-Baptiste Say, emphasizes the multiplicity of roles that the entrepreneur must adopt in order to succeed. His law suggests that supply can create its own demand. Entrepreneurs have the ability to assemble and manage resources. Further, they combine and coordinate the factors of production to reduce risk in order to accommodate the unexpected and overcome problems. Entrepreneurs are not concerned simply with the production process or the product market. They are required to accumulate resources (i.e. raw materials, premises, labour, plant, equipment, finance, etc.) and address any regulatory barriers. A high degree of skill and competence is viewed as a prerequisite for successful NFF and development.

Opportunity discovery or opportunity creation?

Perhaps the biggest debate about what entrepreneurs do concerns whether they discover opportunities that already exist or whether they create them. Key dimensions of each perspective are summarized in Table 4.

Some entrepreneurs discover business opportunities by being alert to gaps in the market. Such alertness involves noticing opportunities that have been hitherto overlooked, and to do so without searching for them. The modern Austrian tradition in economics recognizes that there are constant shifts in the demand and supply for products/services. Within this tradition, Israel Kirzner’s entrepreneurs are individuals who are most alert to messages from the economy, which signal some failure of coordination, and potential gains from trade. Entrepreneurs are alert to market disequilibrium (i.e. products demanded by consumers are not being supplied at an appropriate price), and they notice how to exploit the gap in the market by arbitrage. By exploiting a gap in the market, an entrepreneur’s firm can move an industry towards equilibrium. The entrepreneurial mindset is composed of alertness that facilitates rapid discovery and exploitation of opportunities, even those that are highly uncertain.

Table 4. Opportunity discovery versus opportunity creation






	 

	Discovery theory

	Creation theory




	Nature of opportunities

	Opportunities exist independently of the entrepreneur (exogenous; objective)

	Opportunities do not exist independently of the entrepreneur (endogenous; socially constructed)




	Nature of entrepreneur

	Differs in some important ways from non-entrepreneurs, ex ante

	May or may not differ from non-entrepreneurs ex ante; differences may emerge ex post dependent




	Nature of decision-making context

	Risky (can collect information to estimate probability of outcomes)

	Uncertain (cannot collect information to estimate probability of outcomes)




	Typical questions

	Are entrepreneurs that form and exploit opportunities really different from individuals who do not? How do entrepreneurs estimate the riskiness of their decisions?

	How does action by entrepreneurs create opportunities?

Are there differences between entrepreneurs who form and exploit opportunities and those that do not cause or effect entrepreneurial action?




	 

	 

	How can entrepreneurs use incremental, iterative, and inductive processes to make decisions?







Source: Alvarez and Barney (2007)

At the start of the 20th century, Austin Reed noticed that growing numbers of white-collar workers descending on the City of London wanted to dress as smartly as their masters, at affordable prices. He opened his first men’s tailoring store in 1900 in Fenchurch Street, London, having learnt the tricks of the trade from American retailers and manufacturers. In 1925, Austin Reed launched one of the first affordable ready-to-wear suits. He played a key role in crafting British men’s formal fashions, particularly for generations of middle managers. Committed to innovation and readiness to respond to new market directions and retailing practices, he opened an impressive flagship store in Regent Street in London dedicated to tailoring, ready-to-wear clothing, and grooming. The Austin Reed Group with its royal warrants from HM Queen Elizabeth II and HRH The Prince of Wales continues to focus on innovation, design, and quality.

Shi Xiaoyang made the leap from nursing in a Beijing hospital to studying abroad, from being a housewife to becoming a billionaire and the boss of a famous furniture company, from owning a small shop to running a large auto theme park. She is the CEO of the Beijing-based Illinois Investment Company Limited, which is a furniture company targeting middle-class, white-collar workers. When Shi moved with her husband to Singapore she was able to appreciate Western values. She noticed the delicate design of furniture and other household appliances from developed countries. Shi then pursued an interior design major at the University of Chicago and closely watched international fashion trends, garnering information and knowledge relating to high-quality materials, brands, and design concepts. Shi spotted the huge potential of the domestic furniture market in China and, with her husband, established a small furniture factory that produced low-cost Western-style furniture, which generated instant customer recognition. Shi began to research trends and spotted a gap in the market for a unique new classic, postmodernism style. She set up a design shop and started to produce Illinois-style furniture for domestic customers and foreign buyers. Shi now owns a 10,000-square-metre furniture outlet that sells her own brands and those of leading designers. She has also established China’s first auto theme park located near Beijing International Airport.

Some entrepreneurs discover business opportunities by searching for them. Kirzner, in addition, highlights a developmental approach to opportunity discovery. The prospect of monopoly profits motivates individuals to search for information, which can be used to spot business opportunities. Some entrepreneurs constantly look for market problems and evaluate solutions to these problems.

Some entrepreneurs accumulate experience and knowledge. The possession of additional knowledge provides opportunities for creative discovery. Jim Fiet’s study of repeat entrepreneurs with prior business ownership experience shows that prior knowledge can help focus entrepreneurs’ efforts. These entrepreneurs subsequently engage in purposeful searches relating to a narrow range of areas where they have specific prior knowledge.

Entrepreneurs can collect and join information together to discover opportunities. An entrepreneur recognizes an (obvious) opportunity for profitable trade, and has the ability based on their knowledge to exploit the opportunity. Further, an entrepreneur is able to identify suppliers and customers and acts as an intermediary taking advantage of opportunities to trade. Discovery and pursuit of an opportunity can also lead to the collection and analysis of additional data and business opportunities. Individuals with the ability to collect and process information may record a spiral of opportunity discovery and exploitation. Kirzner’s theory suggests anyone can be an entrepreneur if there are no barriers to perception.

Yu Yu (also known as Peggy Yu) was born in China. She is a wife and mother, and a co-founder with husband Li Guoqing of Dangdang.com, serving as its co-president. The company is China’s largest online retailer and the world’s largest retailer of Chinese-language books, movies, and music. Yu graduated from Beijing Foreign Studies University, then worked as an interpreter and secretary. She went to the United States to pursue her studies, subsequently gaining an MBA from New York University. Over ten years working in the United States, she accumulated the capital and experience necessary to become an entrepreneur. In the mid 1990s, Yu noticed the success of the online bookstore Amazon.com and realized there was a gap in the market for a similar service in China. But in China few people were Internet users, and there was no database of books in Chinese in print in China. Despite these drawbacks, she perceived a vast lucrative potential market. Yu met Li Guoqing, a book publisher, in China and they married. In collaboration with her partners, Yu begin to build a large database of information on books in print in China. Yu found foreign investment partners and their finance enabled her to found Beijing Science and Culture Book Information Corporation, whose database of books in Chinese provided the information resource required by Yu and her husband to establish an online bookstore. Whilst this information was being collected, there had been a surge in the number of Internet users in China. In 1999, Yu and her husband founded the Chinese online bookstore Dangdang, and the business reported immediate rapid growth. Yu spotted and exploited a further lucrative business opportunity in 2005 when she transformed Dangdang from an online bookstore to a mass merchandiser.

The views of Kirzner are developed within Scott Shane and Sankaran Venkataraman’s opportunity-based conceptualization of entrepreneurship. They suggest that entrepreneurship relates to the sources of opportunities; the processes of discovery, evaluation, and exploitation of opportunities; and the set of individuals who discover, evaluate, and exploit them. They differ from other frameworks in their focus on the existence, discovery, and exploitation of opportunities; their examination of the influence of individuals and opportunities, rather than environmental antecedents and consequences; and their consideration of a broader framework than firm creation alone. Actions of people and the insights from individuals to firms and institutions via modes of exploitation are considered.

Causation

Saras Sarasvathy and colleagues make a distinction between causation approaches to opportunity identification (i.e. opportunities are discovered) and effectuation approaches (i.e. opportunities are created). The causation and effectuation views of Sarasvathy and colleagues on the source of opportunity are summarized in Table 5.

Building upon insights from supply and demand theory of classical economics, the causation (or the select and search) approach highlighted by Kirzner relates to the focus of achieving a desired goal through a specific set of given means. Causation relates to individual decision-making heuristics rooted in prediction. (Heuristics are problem-solving rules of thumb; see Chapter 5). People may discover new opportunities by first looking at the traditional growth areas of a market and the largest unserved segments of the population in that market. This information aids the discovery of the most promising opportunity, which is the one expected to yield the highest returns after adjusting for potential risks. Once the opportunity is selected, individuals can collect additional information, seek external professional advice, and formulate business plans drawing upon market research, feasibility analysis, and competitive analysis to test whether the identified opportunity is profitable. Resources are then accumulated and mobilized to establish a business to exploit the opportunity. The entrepreneur adapts the venture to changing market, technological, and regulatory conditions over time to ensure the venture has a sustained competitive advantage. The causation approach is useful in explaining the success of new firms in predictable environments. It assumes that a new firm is sufficiently similar to an existing business so that historical information will inform the decisions of the new firm, and the external environment is sufficiently stable so that outcomes from the past will be relevant to the current situation and the future.

Table 5. Causation and effectuation views on the source of opportunity

[image: Image]

Mary Fairburn illustrates opportunity-discovery behaviour. She is a portfolio entrepreneur owning several businesses in Scotland. Mary consciously looked to expand into a related business area. Following a deliberate decision to move into the funeral director business, she invested considerable effort into looking at how funerals were managed in the UK and Europe, as well as attending an exhibition on funeral directing in Paris. However, the next business was discovered by ‘accident’.

Effectuation

The effectuation approach assumes opportunities are created. Building upon insights from Knight that uncertainty bearing is a function of an entrepreneur, and Schumpeter’s new combinations perspective relating to new ways of doing things through transformations, effectuation focuses on using a set of evolving means to achieve new and different goals. Effectuators seek to control and shape the future rather than attempt to predict it. This approach is effective under situations of uncertainty, where entrepreneurs have to deal with a future that is unknown and unknowable. Effectual logic is a type of human heuristics used by expert entrepreneurs in NFF. The future is assumed to be fundamentally unpredictable but can be controlled by human action. Using effectual reasoning, people start with a set of means. During the process of using these means, new and different goals gradually emerge. Effectuation can evoke creative and transformative tactics such as: adding to or subtracting from something existing; reorganizing material that is already there or decomposing and recomposing it; transforming existing artefacts by converting them into new uses; increasing or decreasing or reordering the relative emphasis of features of a product or market; inventing, mirroring, twisting, turning an idea or artefact inside out; deliberately deforming the original idea or concept to create something new; changing the scope of the market by proposing smaller or larger markets; and drawing upon prior experience and memory by associating the current venture with some previous problem or opportunity.

At the start of the opportunity-creation process, entrepreneurs are assumed to have incomplete information. Markets cannot be defined, and consumers are not aware of their future preferences. However, new technologies can emerge, regulatory conditions may change, and available data can be confusing and conflicting.

The five principles of effectuation are as follows. First is the ‘bird-in-the-hand’ principle. Effectuators are assumed to use existing means and ask questions relating to: ‘who am I?’ ‘what do I know?’ and ‘whom do I know?’ They then decide what it is possible to do with the existing range of competencies, resources, and networks available, and what new firms and markets can be created with the available resources and competencies (i.e. ‘what can I do?’). Effectuators do not wait for the perfect opportunity. It is assumed that they create and transform existing resources in order to generate new opportunities from mere possibilities. Action is based on what is readily available, and they set limits on the amount of resources that can be used to make an opportunity. It is also assumed that the creation of a new market might be the result of an accident or serendipity. Effectuators produce a new market even when they did not intend to as an initial goal. Venture goals emerge during the transformation process.

Second is the ‘affordable loss’ principle. Effectuators are assumed to focus on what they can afford to lose, rather than try to predict an ideal return from each opportunity. Third, effectuators are assumed to follow the ‘crazy quilt’ principle. They form partnerships with stakeholders willing to make a real commitment to jointly create the future relating to effectuator, product, firm, and market. Effectuators view customers as partners, and quickly sell directly to them in order to learn. Effectuators prefer to create the initial target market segment prior to analysing the competitors. They develop, shape, and define the market themselves rather than find a market. Fourth is the ‘lemonade’ principle. Effectuators convert contingencies into resources, embrace surprises that arise from uncertain situations, and remain flexible rather than fixated on existing goals. They focus on unanticipated ends rather than preselected goals, which enables them to turn the unexpected into valuable opportunities, or to turn lemons into lemonade. Fifth is the ‘pilot in the plane’ principle. Effectuators do not waste time predicting because they co-create rather than forecast the future.

Bricolage

Entrepreneurs may engage in entrepreneurial bricolage if they are located in a resource-sparse external environment. Bricolage is about making do by applying combinations of the resources at hand to new problems and opportunities. Some entrepreneurs refuse to be constrained by limitations; they improvise, combine existing resources for new purposes, and collect together ‘bits and pieces’. Entrepreneurs can recombine elements at hand such as physical resources, labour, skills, competencies, customers, markets, and the institutional and regulatory environment for new purposes.

Three attributes can shape the interaction between entrepreneurs and the market environment. First, entrepreneurs are idiosyncratic in what they perceive to be value-creating resources. Second, entrepreneurs gain differential benefits from their resource pools based on their creative judgements and actions. Third, even in resource-constrained environments some entrepreneurs perceive resource availability. Because of the nature of the first two attributes, some entrepreneurs can capitalize on resources that other entrepreneurs deem to have less value-creating potential.

Bricolage considers how entrepreneurs in resource-constrained environments make or find opportunities by exploiting institutional, social, and physical resource inputs, which are rejected or ignored by other entrepreneurs. Bricolage can be applied to all four effectuation process steps (i.e. parallel bricolage), or it can be used during one effectuation process step (i.e. selective bricolage). Table 6 summarizes the links between stages of the effectuation process and bricolage actions. During effectuation process step 1, bricolage is applied when effectuators seek to answer the question ‘what do I have?’ During step 2, effectuators decide ‘what can I do?’ and the ‘affordable loss’ with the current pool of resources, knowledge, and skills. People living where there are formal institutional voids may break the law and use informal institutions, and pay bribes to obtain resources. During step 3, effectuators can accumulate resources by developing strategic alliances and links with competitors. Further, they can accumulate resources by contacting friends to become customers, and ensuring customers become friends. During step 4, effectuators can set new goals, find new means, and can use contingencies to ensure opportunity exploitation. Bricolage actions of recombining resources for new purposes and refusing to be constrained by limitations can be applied.

Table 6. Links between effectuation process steps and bricolage actions





	Effectuation

	Bricolage




	Means-driven transformation: what am I? what do I know? and whom do I know?

	What do I have (i.e. resources in hand relating to physical resources, labour, skills, etc.)?




	What can I do?/affordable loss

	Making do/refusal to be constrained by limitations/ creating combinations of resources for new purposes, and collecting together ‘bits and pieces’




	Interaction with stakeholders

	Interaction with customers (i.e. making and becoming friends with customers) and representatives in the institutional environment




	Leveraging contingency: new goals and new means

	Improvisation/refusal to be constrained by limitations







Source: Solesvik and Westhead (2012)

Adaptation can ensure that appropriate resource combinations are applied to favourable or unfavourable contexts. The current set of resources, competencies, and networks appropriate in one locational and time context may not be appropriate in another context. Effectuators need to constantly adapt and stretch to acquire new competencies, obtain new resources, and/or reconfigure existing resources, and establish new contacts and/or loosen old connections. Effectuators may thus need to constantly repeat steps 1 to 4 to ensure an expanding cycle of resources for opportunity making. To ensure opportunity exploitation, entrepreneurs over time may switch from the effectuation to the causation approach (and vice versa).


Chapter 3 Exploiting opportunities

A key function of the entrepreneur, as we saw in Chapter 1, is to assemble and manage the resources required to discover, create, and exploit an opportunity. Entrepreneurs face major challenges in assembling and configuring the resources they need to exploit opportunities to become revenue-generating products or services. These resources include entrepreneurial resources relating to human capital skills, capabilities, and knowledge, as well as resources with regard to technology, finance, reputation, networks of contacts, and social capital. The challenges arise partly because entrepreneurs generally initially possess very few resources. It is also challenging to persuade outsiders such as funders to contribute resources when an opportunity involves a product or service that may be little more than an idea to serve a market that does not yet exist. Further, it may be extremely difficult to establish with any degree of certainty how big the market will be, and the time it will take to develop the product or service to serve that market. In the information technology sector, product development can be very rapid. In contrast, the development of products in biomedical and health sectors can take many years. This is because it is necessary to continue to develop the science, undertake clinical trials, and surmount various regulatory hurdles. Even after the development of all these resources, longer-term success may still be elusive.

For example, Professor Mark Ferguson developed a technology with the potential to provide an effective treatment that would reduce the burden on the health-care system relating to anti-scarring wound healing. Initial results were sufficiently promising, and Renovo, the company he founded, was able to attract a venture capital (VC) firm to provide £8 million in 2000 to fund the next stage of recruiting business development and clinical trials directors, and to begin clinical trials. Two years later, a further £23 million was raised to fund more trials and recruitment of a director with the skills to develop the business commercially. In 2006, Renovo listed on the stock market in order to raise significant additional finance for development. It was believed that there was a potential £6 billion worldwide market and initial results of trials were positive, almost doubling the share price in the first year, as illustrated in Figure 2. From 2008 Renovo rode a roller coaster of delays, trial failures, and encouraging results from follow-on products and potential licensing agreements. But after recovering to be the sixth highest rising share on the London Stock Market in 2010, in early 2011 the company’s flagship product, Juvista, failed to meet its Phase III endpoints and in early 2012 Ferguson, by now non-executive chairman, resigned.

Resources and capabilities

We have already introduced the notion of resources. Resources are stocks of assets either owned or controlled by the entrepreneur. They are attributes of tangible and intangible assets (or capitals) that enable the entrepreneur to develop strategies to achieve a competitive advantage. To be valuable, resources need to possess idiosyncratic, ambiguous, and non-inimitable characteristics.

Financial capital concerns both the amount of funds and the specialist skills that finance providers bring to help develop the venture. Finance can be crucial for acquiring or creating other resources necessary to exploit opportunities, such as the recruitment of specialist personnel and conducting clinical trials, as in the case of Renovo. Firms with strong financial resources have slack, which can facilitate the development of innovations.
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2. Renovo share price



Technological capital resources include patents, licences, and other specialist intellectual property (IP). While some technology can be encoded in patents, other technology may be tacit and linked closely to the expertise of the particular entrepreneur. Platform or broad-scope technologies, for example, based on a family of patents, may allow entrepreneurs to develop a range of potential products. This can make the venture more valuable in terms both of future revenue generation and with respect to being attractive to a large firm in the industry that sees possibilities for synergies.

Physical capital relates to the tangible resources of specialist plant and equipment.

Human capital is the set of idiosyncratic skills, capabilities, experience, and knowledge related to a task, and the ability to increase this capital through learning by entrepreneurs. Individuals’ motivations, abilities, skills, knowledge, and learning shape their ability to exploit an opportunity and achieve advantage for their firms. Psychological capital relates to the resources possessed by entrepreneurs relating to confidence (or self-efficacy), goal-oriented energy and planning to meet goals, optimism, and resilience (i.e. ability to bounce back). An individual’s cognition and knowledge structure can also shape the process of opportunity associated with varying degrees of risk involved. Human capital resources linked to entrepreneurial behaviour are discussed in Chapter 4.

Social capital relates to resources of trust, relationships, and contact networks. A firm’s social capital is the sum of its internal social capital (i.e. relationships between individuals) and its external social capital (i.e. relationships between external organizations and individuals in the focal firm). An entrepreneur’s social capital can facilitate access to additional resources and knowledge. This social capital can be used to build and mobilize capabilities to create and/or discover opportunities, as well as foster sustained firm competitive advantage. In larger organizations, entrepreneurial individuals with well-developed social skills who create or discover opportunities can gain acceptance for projects that require cross-divisional resources through social networks.

The external environment shapes the ability of entrepreneurs to discover or create opportunities, and their subsequent ability to exploit these opportunities for competitive success. Further, the external environment (or locality) can contain a pool of scarce and valued resources. The level of resource abundance in a particular environment that can support sustained firm survival, stability, and/or growth is termed munificence. The munificence of an environment is context specific for the firm. Entrepreneurs (and their firms) enter into transactional relationships with the external environment because they cannot generate all necessary resources internally.

In dynamic environments, some entrepreneurs and firms develop and mobilize relationships, networks, and social capital to gain access to needed resources from partners. They then bundle or combine these resources together to exploit opportunities. Cooperative strategies such as alliances can be established to build capabilities and competitive advantage. Large and small firms may share ideas, knowledge, expertise, and opportunities to facilitate collaborative innovation.

A potential downside is that some new entrepreneurial firms can face difficulties securing resources because they lack legitimacy or credibility. Notably, some potential suppliers or investors may not be convinced that the opportunity is viable, and/or may be concerned that the entrepreneur does not have the ability to exploit the opportunity, which can generate reluctance for external investors to become involved.

Resource assembly

At the turn of the 20th century, Alfred Marshall suggested that the managerial function is both an essential feature of entrepreneurial activity and a resource. Coordination by an entrepreneur within an entrepreneurial business leads to novelty and discontinuity. This insight is important since in themselves resources do not lead to the exploitation of an opportunity. Rather, entrepreneurs should have the ability to accumulate, combine, and mobilize the particular resources required to exploit the opportunity they have created or discovered. As entrepreneurial firms evolve, some develop the ability to exploit and combine resources through organizational routines. Given the uncertain and often dynamic environment in which they operate, entrepreneurs need to develop further capabilities that enable them to reconfigure resources required to adapt to the changed market circumstances.

Entrepreneurs and entrepreneurial firms differ in their ability to handle the variety of resources they need. This resource heterogeneity is a source of difference in their ability to exploit opportunities successfully, and the choice they make regarding which opportunities are exploited.

Some inputs into the entrepreneurial process are interchangeable between any business, while some make a specific contribution to the value of the entrepreneur’s venture. Jay Barney’s insight is that achieving a sustained competitive advantage for an entrepreneurial venture requires resources that are idiosyncratic to the firm, which are valuable, rare, and neither perfectly imitable (i.e. a valuable resource is controlled by only one firm) nor substitutable without great effort. These resources can be tangible or intangible, and accumulated from the internal and external environment of the venture. Firms differ in the resources they control, and these resources may not be mobile between firms.

Strategic entrepreneurship

Strategic entrepreneurship (SE) focuses attention on understanding how entrepreneurs and entrepreneurial firms create wealth by bringing together unique packages of resources to exploit the opportunities they have created or discovered. SE involves the integration of entrepreneurial and strategic perspectives in developing and taking actions that result in value. An entrepreneurial perspective can be defined as opportunity-seeking behaviour, while a strategic perspective is advantage-seeking behaviour that involves creating and sustaining one or more competitive advantages as the path through which opportunities are exploited. This strategic approach challenges large, established firms to learn to become more entrepreneurial, and challenges smaller entrepreneurial firms to learn how to become more strategic.

The SE approach incorporates environmental, organizational, and individual factors into the process of simultaneous opportunity- and advantage-seeking behaviours. Mike Hitt and colleagues represent SE as a multilevel input–process–output model, as illustrated in Figure 3. First, resources serve as inputs into the SE process at different levels, including environmental factors, organizational factors, and individual resources. Second, SE-related actions or processes focus on the orchestration of resources and the entrepreneurial actions that are used to protect and exploit current resources, while simultaneously exploring for new resources with value-creating potential. Third, the consequent outcomes create value for society, organizations, and individuals. These benefits include societal enhancements, wealth, knowledge, and opportunity.

Firms with an entrepreneurial culture fostering new ideas, creativity, risk taking, and organizational learning can undertake opportunity-seeking behaviour. Effective firm leadership is required to develop and grow new ventures, and to entrepreneurially lead established corporations. Such leadership may influence others to emphasize opportunity-seeking and advantage-seeking behaviours.

To engage in SE, the human, social, financial, and technological resources outlined above are required. Human and social capital are important for achieving and sustaining a competitive advantage, whilst financial capital is often crucial for acquiring or creating the resources necessary to exploit opportunities. An individual’s goals, passion, human capital, and mindset can also shape entrepreneurial action through the discovery and creation of new opportunities. As highlighted in Chapter 2, the process of discovering new opportunities can be related to Kirzner’s alertness perspective (i.e. opportunities are found). In addition, the creation of new opportunities can be related to Sarasvathy’s effectuation and creativity perspective (i.e. opportunities are made).
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3. Input–process–output model of strategic entrepreneurship



Resource orchestration

Entrepreneurs need to control valuable and rare resources. To ensure sustained firm competitive advantage over time, entrepreneurs need to combine or orchestrate resources. The resource orchestration process is summarized in Figure 4.

Actions that structure the firm’s resource portfolio relate to acquiring, accumulating, and divesting resources. Further, resources can be bundled into capabilities. This bundling can involve stabilizing existing capabilities, enriching current capabilities, and pioneering new capabilities. The capabilities can then be mobilized to create value for customers. Here a sequence of actions can create, coordinate, and deploy the appropriate set of capabilities needed to ensure a successful strategy. The actual form of resource orchestration depends upon a firm’s life-cycle phase, the strategies adopted, and the level of the firm.

With respect to an entrepreneurial firm’s life cycle, an opportunity-refinement competency or capability can, for example, be developed during the opportunity-recognition phase. This enables the entrepreneur to mobilize or build on links with industry contacts that have expertise in that particular sector. Competencies in acquiring resources and being committed to a firm, that is having a championing competency, help drive a firm forward. This competence can be constructed through initially building upon links with colleagues. For example, in the case of academic entrepreneurs this can be links with fellow scientists who have previously started a venture. During the early stages of a firm’s life cycle, configuration skills will be needed to shape the extent to which the technological resource is a platform technology, and to identify the nature of products that can emanate from it.
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4. Resource orchestration

Strategies

Entrepreneurial firms can engage in contrasting strategies. At one end of the spectrum, the strategy can involve the desire to become a world leader through penetrating international markets and eventually realizing a stock market listing. At the other end of the spectrum, a lifestyle business can embark on a strategy to serve a local market. In the former, entrepreneurial firms may be able to develop a ‘learning advantage of newness’ competency. Their newness can give the firm greater organizational malleability, enabling the firm to adapt quickly to uncertain overseas markets. The competence-boosting effects of this early internationalization can then provide these firms with an advantage in developing their domestic markets.

Young entrepreneurial firms that internationalize can be vulnerable if they make significant errors due to a lack of experience. Forming partnerships and alliances with VC firms and customers that have international experience is a way to compensate for this lack of experiential learning. Also, it can enable some young entrepreneurial firms to orchestrate the resources required for successful internationalization. An alternative is to attract team members with international experience to become partners in the founding team.

In larger, established organizations engaged in corporate entrepreneurship (see Chapter 6), the orchestration of resources involves the coordination of the expertise of top, middle, and lower management. For example, lower-level management who are closer to specific customers can be well placed to convey knowledge that helps in the orchestration of resources to best serve the market.

In new entrepreneurial firms, such as academic spin-offs (see Chapter 6), orchestration can involve building deeper commercial and technological human capital resources. Development of these resources needs to be synchronized for the spin-off to be able to identify, shape, and meet a new market need. This synchronization may be achieved by building boards and management teams, as well as through the incubator context where the spin-off is nurtured.

High-tech start-up firms, such as academic spin-offs, often need to develop both an executive board of directors and a scientific advisory board with the specific competences to exploit a particular opportunity. Incumbent executives in the spin-off firm on their own, especially if their background is as academic scientists, may not have the commercial knowledge or abilities to understand a changing competitive landscape and specific challenges of industry and markets. Selecting the right mix of directors with unique and useful skills or connections can improve the spin-off’s competitive advantage. Boards in spin-off firms can be more effective when skilled directors with knowledge of how to commercialize early-stage technology have been recruited to help the firm fully realize its potential. A major shortcoming concerns the challenges in overcoming resistance from spin-off founders to outsiders entering the firm with different views about the best way to orchestrate resources.

Successfully exploiting an opportunity invites imitation from competitors. Proactive actions such as copyrights, patent protection, and negotiated contracts can discourage imitation. Patent protection can increase a firm’s ability to appropriate rents from innovation. Entrepreneurs can use copyrights and patent protection to protect their ideas and resources or forestall others from appropriating value from them. The protection of intellectual property and complementary resources is critical to the appropriation of value that resource orchestration creates.

Benefits

The processes and actions comprising SE can generate several potential beneficial outcomes. Besides financial wealth, individual entrepreneurs can generate socio-emotional wealth (i.e. self-actualization and satisfaction in developing an independent business). Entrepreneurial learning from experience enables entrepreneurs to enhance their cognitive resources (i.e. perceptual acuity, memory). The latter enable entrepreneurs to build their personal knowledge stocks, in turn leading to more accurate recognition, evaluation, and exploitation of additional business opportunities.

There are several benefits for firms. For example, firms can break into an established market or create a new market. They may develop a product that is highly differentiated from existing products and one that creates substantial value for customers. Firms may create new technologies or develop radical innovations with value-creating potential that enables them to achieve competitive advantage. After firms capture a market-leading position they often engage in incremental innovation to improve their product in order to stay ahead of competitors. In contrast, firms introducing new technologies and innovation can create new knowledge. This in turn can provide new market opportunities to introduce a new product or create a new market.

There can be benefits for society. New firm creation, sustained competitive advantage, and growth can contribute positively to additional economic activity (i.e. job creation, technological advancement, and economic stability and growth), as well as the potential for other social benefits. Further, it can promote a new culture of social entrepreneurship (see Chapter 6) leading to the creation of new non-profit firms that enrich the natural environment and/or are designed to overcome or limit others’ negative influences on the physical environment.

Business plan and business model

Entrepreneurs develop business plans that set out the nature of the business, its intended market and customers, and the resources it needs to achieve its goals of meeting a perceived market need. Entrepreneurs can develop both informal and formal business plans. Informal business plans are utilized as an operational guide to facilitate a new firm’s development. The formal business plan is a key document for attracting the initial attention of a financier such as a bank, local enterprise development agency, business angel, and/or a formal VC backer. Formal VC firms, for example, generally fund a very small percentage of the large number of business plans they receive each month. Consequently, the business plan must clearly highlight that the entrepreneur seeking finance has a credible investment opportunity, which offers the potential for a significant return on investment. The business plan should cover the following issues: all major activities of the business, financial projections, a detailed and coherent strategy for achieving projected performance, details of the funding which is sought, and the expected timing and nature of returns for the investor. Key elements of a business plan are illustrated in Table 7.

The entrepreneur may need to make use of professional and independent advice to shape the business plan. This external validity can be used to sell the entrepreneur’s investment proposition to a VC firm. However, the VC firm will want to see the entrepreneur’s (or entrepreneurial ownership team’s) ideas and expertise clearly reflected in the business plan, and not those of someone else. The major areas of weakness in business plans of new-technology-based firms (NTBFs) relate to marketing and the management team, followed by financial aspects, primarily because the entrepreneurs involved in such ventures tend to have technological rather than commercial backgrounds.

Although business plans are widely used by entrepreneurs, their usefulness is debatable. One potential problem is that they are static documents, which may have severe shortcomings for early-stage firms, where neither the product nor the market is well defined. The assumptions on which the business plan is based can be seriously misleading when the entrepreneur comes into contact with the reality of the marketplace. More recent practice emphasizes the need for an entrepreneur to develop a business model. This focuses the entrepreneur to consider how the business would create, deliver, and capture value to customers. The business model reflects management’s assumptions about what customers want, how they want it, and how a firm can organize to best meet those needs. The value of the business model is to show how the parts of the business are orchestrated together to produce the product/service, how supplies will be accessed, how the product/service will be distributed to customers, and how revenues will flow into the business over time. This business-model approach encourages entrepreneurs to interact with the potential market at an early stage. It enables the entrepreneur to develop more realistic insights into the revenue model, pricing, resources, and costs involved in acquiring customers and suppliers. For example, a ‘bricks and clicks’ business model involves a firm integrating both offline (i.e. bricks) and online (i.e. clicks) presence in the market place. A chain store can, for example, allow the user to order products online but pick up their order at a local store.

Table 7. Elements of a business plan





	Section

	Key features




	Executive summary

	Short summary of the purpose of the plan and key aspects of the plan, including the funding sought to achieve them (i.e. milestones)




	The business

	Brief business history, progress, and organization that are relevant to future development




	Management and employees

	Details of the management team’s past experience and future role; gaps in management that need to be filled; employee numbers and skills mix




	Products/Services

	Description of products or services; distinctive competence of products/ services in the market; state of technology involved; range of products/services (current and future)




	The market and competition

	Size and expected market growth; domestic and international mix; market segments; current and expected customers




	Marketing

	Current and expected approaches to marketing and pricing




	Operations and production strategy

	Existing production facilities and future developments; suppliers




	Investment proposal

	Amount of funding sought; expected ownership stakes, valuations, and returns; timing and nature of realization of future gains for investors




	Financial information

	Up to three years’ historical financial information and up to three years’ detailed financial projections, including cash-flow statements; banking arrangements; state of order book; sensitivity analyses and assumptions underlying them; nature of financial control systems




	Risks and milestones

	Main areas of risk and milestones and how they will be addressed




	Appendices

	Details of management curricula vitae, patents, etc. as appropriate






Chapter 4 Entrepreneurs’ context

Debate surrounds whether entrepreneurs are born or made. Why this should be more of an issue for entrepreneurs than for, say, physicists or accountants is frankly puzzling. Nevertheless, a central question that has preoccupied the entrepreneurship literature is: Is it an individual’s personality or their socialization process that shapes their propensity to become an entrepreneur? On the one hand, an individual’s personality, loosely defined in terms of their regularities in action, feeling, and thoughts, is held to explain their actions. This approach adopts the position that the possession of inborn personality traits predisposes an individual towards enterprising behaviour.

On the other hand, social and career employment history contexts may shape an individual’s propensity to become an entrepreneur or successful entrepreneur. Social contexts can shape the supply and demand for entrepreneurial behaviour. Key social context dimensions are social class, family composition, and parental background. Social context can shape an individual’s expectations, access to higher-quality education, ability to obtain a job, and ability to obtain an employment position. It can promote the accumulation of financial resources and human capital resources in the form of managerial, technical, and entrepreneurial capabilities. Therefore social context shapes access to resources that can either promote or retard an individual’s desire to become an entrepreneur, and their subsequent career in entrepreneurship. This perspective has clear implications for the development of policy to stimulate entrepreneurship. Practitioners may assume that the supply (and quality) of entrepreneurs can be increased if the external environment is manipulated to encourage more people to gain access to information, education, and training that foster entrepreneurial attitudes and resources.

Major differences between the personality ‘born’ view and social development ‘made’ view are summarized in Table 8. The personality perspective is summarized in Chapter 5. Here we discuss the links between an individual’s social context and the attitudes and resources that can be accumulated at different stages of life, which can be mobilized to pursue a career in enterprise.

Social process

Entrepreneurial ideas and ambitions can evolve in a social context. These contexts can shape the supply and demand for entrepreneurial behaviour. A person’s social context shapes their access to resources that can foster or block an entrepreneurial career. Social context can constrain a person’s career decisions. The decision to become an entrepreneur may be limited by the expectations and experience individuals face in the social world. Also, individuals can be socialized to behave in ways that meet with the approval of their role set. Dominant values of close associates may translate into expectations that shape individual behaviour.

The social development perspective presented by Allan Gibb and John Ritchie suggests that the types of situations people encounter and the social groups to which they belong throughout their life course shape the attitudes and resources required to engage in the entrepreneurial process. Social factors that shape individuals’ entrepreneurial ideas and ambitions at different stages of life are summarized in Table 9. A distinction is made between stages of childhood, adolescence, early adulthood, middle adulthood, and late adulthood. The nature of early life experience can be especially formative in creating basic ambitions, but adulthood can shape entrepreneurial ideas and ambitions. Several factors illustrated in Table 9 potentially shape the evolution of individual entrepreneurial ambitions, ideas, thinking, skills, and experience.

Table 8. Views on new small business development and the individual






	 

	Personality ‘born’ view

	Social development ‘made’ view




	Formation of basic motivation

	Assumed to be inborn and determined relatively early in life

	Assumed to be the result of a wide range of influences through life (including class, family, education, career)




	Influences during adult life on desire to become an entrepreneur

	Desire comes from within; is a response to personality

	Is the result of interaction with others




	Acquisition of new business ideas

	Explained by chance, fortune, and fate as well as the given personality traits

	Explained as an ongoing process with adegree of pattern and predictability according to both the knowledge of theindividual and the range of socialsituations the person finds themselves in




	Explanation of the business entry decision

	Seen as an individual and personal event: the new entrepreneur is ‘born, not made’,with an almost subconscious search forthe ‘right’ opportunity

	Can be explained in terms of group interaction and pattern of life




	Associated interventionist philosophy by government

	Because entrepreneurship involves ‘natural selection’, then external intervention seen as essentially marginal; activity is therefore best directed toward removing assumed environmental obstacles such as taxation

	Belief that social intervention can activate the individual and environment to desired ends







Source: Adapted from Gibb and Ritchie (1982: 28)

Table 9. Influences on the development of entrepreneurial ideas and ambitions at different stages of life
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Socio-economic factors considered relate to social class, family composition, and parental background. These factors may impact opportunity structures and entrepreneurial decision-making. Parental role models can raise expectations and encourage family members to become business owners. For example, children drawn from families associated with business ownership are more likely to pursue careers as business owners. An individual’s age, education, and employment history may shape expectations and access to resources, which can be mobilized to create, discover, and exploit opportunities. Age can impact on the decision to own a business: a person under 30 could lack resources, while one over 45 might lack energy.

Length of work experience and relevance of that experience (e.g. industry-specific knowledge) can impact the decision to become an entrepreneur. Entrepreneurial decisions may be shaped by the type and size of incubator organization (i.e. previous employer prior to business ownership), and the extent to which it allowed individuals to develop problem-solving skills. Some locations and social contexts have institutions that seek to address attitudinal, resource, operational, and strategic barriers to NFF and development.

The social development perspective does not tell us exactly what resources, skills, and capabilities are needed to discover, create, and exploit opportunities. This perspective can, however, be used to describe entrepreneurs, and to explore the diverse nature of entrepreneurship.

Human capital

Nobel Prize winner Gary Becker suggests that an individual’s human capital profile shapes productivity. An entrepreneur’s demographic characteristics, achieved attributes, and accumulated work experience are expected to have a positive (or negative) impact on productivity. We can distinguish between general and specific human capital. General human capital relates to a person’s age, gender, ethnic background, social class, education, etc. Specific human capital concerns management and industry know-how, technical and entrepreneurial capabilities, ability to acquire resources, prior business ownership experience, etc. Many human capital variables are shaped by an individual’s social context before and during the entrepreneurial process.

Some entrepreneurs can adapt and improve their chances of accessing and mobilizing resources required to circumvent barriers to NFF and development. However, individuals in society differ in their willingness to become entrepreneurs. An individual’s resource pool can shape their propensity to pursue a career in entrepreneurship. Studies monitoring regional variations in NFF rates consider the resource profiles of the population living in a locality (i.e. endogenous/supply-side issues) and the external environmental context (i.e. exogenous/demand-side issues) and link these to entrepreneurship.

Pioneering work by Paul Reynolds and colleagues explored the underlying processes associated with the geography of NFF rates in a study of seven developed economies. Each country study focused on two dependent variables relating to firm births in all economic sectors in regions, and manufacturing firm births in regions. Two methods were used to control for the differing sizes of regions. The first was the number of new firms in a region over the study period per 100 firms in that region prior to the study period. This is termed the ecological approach, and analyses the extent to which the business sector is being rejuvenated. The second was the number of new firms in a region over the study period per 10,000 population in that region prior to the study period. This is termed the labour market approach, and explores how entrepreneurial a region’s people are.

Considerable variation in NFF rates between European community countries on both these measures was found. Differences in NFF rates were influenced by the relative importance of seven entrepreneurial processes, which are summarized in Table 10. NFF was most strongly encouraged by: growth in demand generated by income and population growth; urbanized/agglomeration context reflecting the advantages of agglomeration (i.e. benefits of access to customers, source of supply, as well as awareness of competitors’ actions); and small firms’ skills, expertise, and knowledge context (i.e. incubators where people can develop management and industry know-how, as well as technical and entrepreneurial capabilities).

Table 10. Regional variations in new firm formation rates across seven European Community countries






	Entrepreneurial process

	All economic sectors

	Manufacturing only




	Demand growth

	Positive (6) 1

	Positive (6)




	Urbanization/Agglomeration

	Positive (6)

	Positive (5)




	Unemployment

	Positive (4)

	Mixed (5)




	Personal, household wealth

	Positive (3)

	None (4)




	Small firms/Specialization

	Positive (6)

	Positive (7)




	Political ethos

	Positive (2)

	Positive (2)




	Government spending/Policies

	None (4)

	Positive (1)




	Predictive success
(Average–median–explained variance)

	 

	 




	Births/10,000 people

	78%

	60%




	Births/100 firms

	65%

	32%







Note: 1 Indicates the number of countries where one or more indicators of the process could be included

Source: Reynolds et al. (1994: 451)

Building on this work, Paul Reynolds subsequently developed the GEM Index in 1999 to compare entrepreneurship across a greater number of countries worldwide. GEM measures differences in the level of entrepreneurial activity between countries based on two general factors and nine entrepreneurship framework conditions. The two general factors are basic requirement and efficiency enhancers. They are assumed to affect entrepreneurship because without a solid institutional foundation entrepreneurship-specific factors would not be able to function effectively. The nine selected entrepreneurship framework conditions are: the availability of entrepreneurial finance; government policy; government entrepreneurship programmes; entrepreneurship education; R&D transfer; internal market openness; physical infrastructure for entrepreneurship; commercial and legal infrastructure for entrepreneurship; and cultural and social norms. These conditions contribute to the grouping of economies into the following three levels: factor driven, efficiency driven, and innovation driven based on the World Economic Forum’s (WEF) Global Competitiveness Report. This report identifies three phases of economic development based on GDP per capita, and the share of exports comprising primary goods. The marked differences in overall entrepreneurship rates between countries highlighted in Figure 5 mask variations in inclusiveness (notably, women and different age groups), the sectors in which businesses are started, and the growth and innovative ambitions of entrepreneurs.

Types of entrepreneur

Social context variables relating to an individual’s general and specific capital can be categorized to illustrate distinct entrepreneur (and firm) types. These classifications highlight contrasting entrepreneur attitudes, motivations, resource assets and liabilities, behaviour, and/or best (and worst) entrepreneur/firm practice.
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5. Overall entrepreneurship rates between countries 2011



Norman Smith presented an insightful typology of types of entrepreneur. Table 11 shows that craftsmen entrepreneurs have a blue-collar background, with limited educational and managerial experience, with a preference for technical work, and they are generally motivated by a need for personal autonomy. Conversely, opportunist entrepreneurs typically have higher levels of education and broader experience, with a motivation to build a successful organization and achieve financial gains. These two types of entrepreneur have contrasting potential for job generation and wealth creation. However, debate continues over the predictive power of the craftsman–opportunist dichotomy. Nevertheless, classifications highlight that entrepreneurs (and entrepreneurial ventures) are not a homogeneous entity.

Ian MacMillan reckons that to really learn about entrepreneurship we need to study habitual entrepreneurs. Here an individual’s human capital is viewed through a dynamic rather than a static lens. Rather than only being involved in one venture, entrepreneurs can vary in the nature and extent of their prior business ownership experience (PBOE). In our own research, we made a distinction between inexperienced novice entrepreneurs with no PBOE to mobilize, and habitual entrepreneurs with PBOE. Business ownership and a decision-making role within the venture are important dimensions of entrepreneurship. Given the prevalence of team-based entrepreneurship, this ownership may involve minority or majority equity stakes. Adopting a perspective that recognizes that ownership is a key element of entrepreneurship, novice (or one-time) entrepreneurs versus habitual entrepreneurs can be defined. Novice entrepreneurs are individuals with no prior minority or majority firm ownership experience, either as a firm founder or as purchaser of an independent firm, who currently own a minority or majority equity stake in an independent firm that is either new or purchased.

Table 11. Smith’s profiles of craftsman and opportunist entrepreneurs





	Craftsman

	Opportunist




	• Narrow education

	• Broader education




	• Blue-collar background

	• Middle class




	• Successful worker

	• Variety of work experience




	• Identifies with a task rather than with management

	• Identifies with management




	• Paternalistic

	• Delegates more




	• Utilizes personal relationship in marketing

	• Market orientated




	• Finance from savings and family only

	• Many sources of finance




	• Rigid strategies followed

	• Diverse and innovative competitive strategies







Habitual entrepreneurs are individuals who hold or have held a minority or majority ownership stake in two or more firms, at least one of which was established or purchased. Habitual entrepreneurs can be subdivided into serial and portfolio entrepreneurs. Serial entrepreneurs are individuals who have sold/closed at least one firm in which they had a minority or majority ownership stake, and currently have a minority or majority ownership stake in a single independent firm. Portfolio entrepreneurs are individuals who currently have minority or majority ownership stakes in two or more independent firms.

The emerging opportunity-based conceptualization of entrepreneurship, discussed in Chapter 2, suggests that entrepreneurship involves the discovery, creation, and exploitation of at least one business opportunity. In contrast to views of entrepreneurship that focus on NFF, this approach recognizes that a business opportunity can be exploited through NFF, the purchase of an existing private firm, the discovery and creation of new opportunities in existing firms, or the discovery and creation of opportunities for self-employment. This variety gives rise to a categorization of the nature of habitual entrepreneurship in terms of the modes through which it can occur. A categorization of habitual entrepreneurship is summarized in Table 12. The habitual entrepreneurs covered by cells 1 to 5 engage in entrepreneurship sequentially, while those covered by cells 6 to 10 engage in concurrent entrepreneurial activities. The entrepreneurs in cells 1 and 6 are involved in the founding of new independent firms, while those in cells 2 and 7 are involved in new firms that are spin-offs from other organizations.

The entrepreneurs in cells 3 and 8 have become owners of established independent firms. These acquisitions include individuals from outside the firm who undertake a straight purchase or a management buy-in (MBI) and individuals from inside the firm who undertake a management buyout (MBO) of the firm. Some of these buyouts can involve founders selling their businesses and subsequently buying them back when the acquirers find themselves unable to generate adequate performance because they do not possess the tacit knowledge of the founder. Further, some of these buyouts are secondary buyouts where the same management acquires a larger stake in the firm through a financial restructuring, which may be associated with initial private equity investors selling their shares (we discuss buyouts further in Chapter 6). Entrepreneurs in cells 4 and 9 are engaged as corporate entrepreneurs in existing firms, and they have not purchased the firm. Entrepreneurs in cells 5 and 10 are self- employed individuals who do not form a specific legal entity. We return to these different modes of entrepreneurship in Chapter 6.

Habitual entrepreneurs account for high proportions of owners of private firms in countries such as the UK (52 per cent), United States (51 per cent to 64 per cent), Finland (50 per cent), Australia (49 per cent), Norway (47 per cent), Sweden (40 per cent), and Malaysia (39 per cent). Experienced entrepreneurs, armed with resources and learning gleaned from PBOE, may more easily overcome obstacles to starting, purchasing, and growing their businesses than do first-time entrepreneurs. As a result of this expected learning, the potential for habitual entrepreneurs to create both greater personal financial returns and greater benefits for society through the development of businesses that create more employment and growth, as well as the generation of higher tax revenue, is of great interest.

Table 12. Categorization of habitual entrepreneurship
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Female entrepreneurs

Women are commonly believed to have more communal qualities relating to expressiveness, connectedness, relatedness, kindness, supportiveness, and timidness. Conversely, men are assumed to be associated with more agentic qualities such as independence, aggressiveness, autonomy, instrumentality, and courage. With regard to descriptive stereotypes relating to how men and women are, and prescriptive stereotypes relating to how men and women should be, there are commonly gender-typical roles and consensual beliefs. Men are generally viewed as more agentic and competent than women. From a sociocultural perspective, stereotypes about women and men can relate to gender-typical social role stereotypes. Women can be viewed as homemakers. However, men are widely seen as the breadwinners. These assumed roles heighten consensual beliefs about the attributes of women and men. Culturally produced and socially learned gender stereotypes can manifest themselves in a perceived incongruity between the feminine and the entrepreneur leader role, and the attribution of entrepreneurial abilities. People generally associate masculine characteristics with entrepreneurs. This is termed gender identification. The phenomenon of ‘think entrepreneur, think male’ tallies with the concern that ‘entrepreneurial theories are created by men, for men, and applied to men.’ Women can face prejudice. This prejudice can occur in situations that heighten perceptions of incongruity between the feminine gender role and the entrepreneurial leadership role.

Women that perceive a lack of fit between themselves and the masculine stereotype associated with entrepreneurship can negatively evaluate their ability to engage in entrepreneurship. Also, they can perceive a negative evaluation by potential resource providers (i.e. financiers, suppliers, etc.) and by the other men in their lives whose support they need to engage in entrepreneurship. These negative evaluations can deter some women from pursuing careers in entrepreneurship. This can be due to the perception that they will be less rewarded for some behaviour.

Women are largely concentrated in low-status, low-paid work. They often have to surmount attitudinal and resource barriers to business ownership. Hurdles faced by women related to gender and social role are summarized in Table 13. This table also illustrates the motives, resource, and behaviour of women that can shape their propensity to become entrepreneurs, and the success of their firms. Due to these hurdles women are generally under-represented in the entrepreneurial pool.

Women report diverse reasons for pursuing careers in enterprise, including addressing social and labour market discrimination; a route to combat a ‘glass ceiling’ relating to workplace discrimination that blocks any chances of advancement within an organization; and a coping strategy that provides greater flexibility to accommodate both work and family responsibilities. Entrepreneurship can provide women with freedom to create their own development path based on their own needs, interests, capabilities, and dreams. It can open doors to enable women to fulfil their needs, and employ their feminine intuition, style, skills, experiences, and knowledge. It can also provide women with the independence to decide on and control their own time schedule, tasks, and work pace, and provide greater flexibility in combining work and family responsibilities.

Marie Louise Roy illustrates a journey toward the ‘true freedom’ that can be achieved through entrepreneurship. Her entrepreneurial journey started with a turbulent childhood in Canada’s eastern provinces, through employment exposures in an haute couture workshop, a part-time job in a local department store, a position as a research assistant in a laboratory, as an architect and urban designer with environmental ethics values, and later as artist, writer, author, composer, and singer. She has a diploma from the University of Montreal and a master’s degree in applied sciences. Marie Louise is a mother and a determined creative entrepreneur. She runs her own business as a consultant in ecological design and sustainable development (i.e. ecovillages) from the suburbs of Montreal. She pursues her entrepreneurial career by spiritually assisting people, writing books, delivering workshops, and producing CDs.

Over the past decades, there has been a marked increase in the number of women owning businesses. Women are still, however, less likely than men to start and own a business. For example, in the UK 44 per cent of the economically active population are women but only 27 per cent of the self-employed adults are women. Nevertheless, female entrepreneurs on their own or in entrepreneurial teams make notable contributions to wealth creation and job generation.

Female entrepreneurs are over-represented in services and retailing, but there has been a growth in entry into the construction, wholesaling, and transportation sectors. Traditional service sectors are associated with high levels of new firm entry because of their low barriers to entry and lower resources required, as well as high levels of new firm closure. Many of the performance differences between female- and male-owned businesses can, in part, be due to choice of industrial sector rather than real differences between female and male entrepreneurs. Firm performance studies that do not control for industry and resource differences between male- and female-owned businesses generally find the latter underperforming. However, when industry differences are controlled for, most studies find female-owned businesses perform just as well as those owned by men. Evidence also suggests that when resource differences between male and female entrepreneurs are controlled, female entrepreneurs perform just as well as men on many firm performance indicators, and on some indicators they perform better than men.

Table 13. Main hurdles reported at work by women
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Kylie Minogue is a pop princess celebrity who owns a successful business empire through her company Darenote Limited. Her concert tours attract huge crowds and she keeps much more of the revenue generated by ticket sales as opposed to album sales. Kylie’s activities illustrate that premium pays. She charges large fees for the exclusivity of giving special invitation-only concerts for hotel openings and VIP or private appearances. Kylie continually focuses on adaptation, change, and diversity. Her endorsements include homewares, perfume (for women and men), books, and clothing. She continually extends her brand by constantly finding new markets in terms of products, services, and location.

Zhang Yin (also known as Cheung Yan) is the ‘empress of waste paper’, regarded as China’s wealthiest person and the wealthiest self-made woman in the world. She is the founder and director of the family company Nine Dragons Paper Holdings, a recycling business that purchases scrap paper from the United States and converts the cardboard into boxes in China, which are then used to export Chinese goods. Whilst working in a Guangdong textile factory, Zhang noticed that the Chinese exporting firms did not have sufficient paper packaging materials. Using personal savings she opened a paper trading company in Hong Kong, which provided a local supply of waste paper. Zhang moved to Los Angeles and with her second husband founded the America Chung Nam paper exporting company, which became the leading US paper exporter. Zhang returned to Hong Kong to co-found Nine Dragons Paper with her husband and her younger brother, which produces nine million tons of packaging materials per year.

Micro individual perspective and macro business and environment perspective themes explored in female entrepreneurship studies are summarized in Table 14.

Diversity in theoretical underpinnings is exhibited in female entrepreneurship studies. Feminist empiricism, liberal feminist theory, social feminist theory, psychoanalytical feminist theory, and radical feminist theory have been used to explore female entrepreneurship.

Table 14. Micro and macro perspectives and female entrepreneurship
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It is important, however, to bear in mind that female entrepreneurs are not a homogeneous group. There is a need to contextualize and understand different types of female entrepreneur. Robert Goffee and Richard Scase identify the following four patterns of business proprietorship among women relating to the themes of entrepreneurial ideals, and the extent to which they accept conventional gender roles.

Conventional relates to women who are highly committed to entrepreneurial ideals and conventional gender roles. Here women exhibit a subservient gender role, playing a primarily domestic role in supporting their male partner. The motivation is the need to acquire earnings, but the traditional domestic role is retained. Help received from the partner is very limited. Domestic relates to women strongly attached to the traditional gender role, but only moderately committed to entrepreneurial ideals. The motivation for business start-up is self-fulfilment. Attachment to the traditional female role limits the development of the business because of the priority attached to the partner and family. Innovative women reject the conventional gender role, and are highly committed to entrepreneurial success. This type of female entrepreneur is likely to start businesses in areas where she may have encountered obstacles to her career. Radical women regard the business primarily as part of the feminist movement for equality. This type of female entrepreneur has low attachment to both entrepreneurship and conventional gender roles. In these circumstances, the business may be co-owned and operate as a cooperative.

Debate surrounds the wider applicability of this typology of female entrepreneurs, but it highlights the need for academics and practitioners to appreciate diversity in the aspirations, needs, skills, competencies, and knowledge of each type of female entrepreneur. Some of the barriers to entrepreneurship faced by women may not be solely due to gender. Other human capital factors relating to background and experience may be more important.

Customize support to each type of entrepreneur

Differences in types of entrepreneur and firm can lead to diversity in entrepreneurial behaviour and outcomes. Some entrepreneurs generate more substantial job and wealth creation than others. For example, knowledge- and technology-based firms can have a particularly beneficial effect. A driver of efforts to stimulate entrepreneurship is to reduce a dependency culture on the state, and foster choice, opportunity, and personal empowerment, which can reduce social and regional inequality. Policy interventions may involve support initiatives to remove the attitudinal, resource, operational, and strategic barriers to business formation faced by disadvantaged individuals such as disabled people, women, and ethnic minorities. Specifically, support can be designed to help entrepreneurs from these kinds of groups to make economic as well as wider societal contributions. The identification of types of entrepreneur and firm, therefore, has important consequences for national well-being and implications for the design of policy towards entrepreneurs (and firms).

Certain types of entrepreneur or firm may require specific (and customized) types of assistance. Classifications enable practitioners to identify the current goals, resource profiles, strategies, and needs of different types of entrepreneur or firm. These classifications can enable practitioners to provide customized support to each type of entrepreneur or firm, and/or enable them to target support to particular types of entrepreneur or firm who may generate the benefits sought by government and society. For instance, the support required by a portfolio entrepreneur may not be the same as that required by a serial or novice entrepreneur.

In addition, if policymakers want to increase the stock of female entrepreneurs, there may be a case to provide targeted support to females seeking to become self-employed or to start their own business with employees. To encourage more females to enter non-traditional sectors and to own high-growth ventures, there could be a case to address the attitudinal, resource, operational, and strategic barriers to the development of firms owned by female entrepreneurs. Because female entrepreneurs are not homogeneous, there may be a need to provide customized support to different types of female entrepreneur.

Policy implications

The approaches selected to support different types of entrepreneur are largely shaped by the aim of policy. Broad and unfocused policies, that encourage all firms to survive, risk being ineffective if the policy aim is to encourage firm growth. Blanket support to all types of entrepreneur, irrespective of need, ability, and resource profile, may not generate the economic, social, and/or environmental benefits sought by practitioners. Further, blanket policies risk being ineffective if the policy objective is to foster maximum economic development with the minimum amount of public support.

Targeting support to winning firms or entrepreneurs may help maximize the economic returns from publicly subsidized investments (see Chapter 1) and remove market failures faced by entrepreneurs seeking rapid firm growth. Practitioners can adopt a policy of avoiding losers rather than picking winners because the relative losers are easier to identify. The typologies we have been discussing provide practitioners with the entrepreneur and firm profiles to pick winners, avoid losers, or provide customized policy.

The importance of targeting and/or customizing support is illustrated by analysing the assets and liabilities that entrepreneurs accumulate from PBOE. Our research found that apparently greater benefits from PBOE accrue to portfolio entrepreneurs than to serial entrepreneurs. This suggests there could be policy benefits from supporting portfolio entrepreneurs. If the goal of practitioners is to maximize returns from investments, it may be preferable in the short term to target resources to portfolio entrepreneurs who are actively seeking to maximize wealth creation as well as job generation. Such a policy initiative needs to ensure that the private returns to entrepreneurs and their investors are reconciled with social returns. Because serial entrepreneurs seem to be generally less successful than portfolio entrepreneurs, customized schemes could be developed to enable serial entrepreneurs who have owned a previously unsuccessful venture to learn from their prior business ownership failure.

Experienced entrepreneurs also need to be provided with incentives to again engage in entrepreneurial activities. Having created significant personal wealth, some experienced entrepreneurs may be unwilling to risk losing it. As a result, some entrepreneurs could stop being entrepreneurs, or they may become more risk averse in the subsequent ventures they do become involved with. Providing habitual entrepreneurs with financial incentives through changes in the tax regime could encourage them to reinvest profits or funds realized from the sale of a business into subsequent ventures with growth potential.

In addition, customized schemes could seek to hone the entrepreneurial skills of novice entrepreneurs with no PBOE to mobilize. Schemes could foster networking links between inexperienced novice entrepreneurs and successful portfolio entrepreneurs, which will facilitate novice entrepreneurs to accumulate skills, competencies, social capital, etc. These customized schemes would enable novice entrepreneurs to learn from the best business practice of portfolio entrepreneurs. For example, in some universities, academics who have previously been successful in spinning-out firms based on their research are encouraged to provide such assistance to more junior colleagues approaching entrepreneurship for the first time.

Assessing the effects of these more fine-grained policies and using these findings to inform resource allocation decisions could usefully inform evaluation of the economic, societal, and environmental contributions made to local and national economies by each type of entrepreneur.


Chapter 5 Entrepreneurial thinking and learning

Early research into what made an entrepreneur took the position that an individual’s possession of a particular personality trait or particular traits predisposes them towards enterprising behaviour. Several personality traits explored in entrepreneurship studies are summarized in Table 15. However, studies that have attempted to build personality profiles of people who intend to become entrepreneurs, entrepreneurs who have started a business, and entrepreneurs who run successful ventures suggest that entrepreneurs exhibit some, but not all, of the following positive personality traits: risk-taking propensity, strong need for achievement, high tolerance for ambiguity, and or high internal locus of control. We define and discuss below the effectiveness of these traits in identifying entrepreneurs.

Personality approaches

In Chapter 2, we suggested entrepreneurs are risk takers (or risk bearers). Risk taking is dependent on the perception of the situation and/or the decision-maker’s perception of being an expert. A person will be risk averse if they perceive themselves to be in a loss situation. However, they will be risk seeking if they perceive themselves to be in a win situation. Individuals who feel competent will also take more risks. People who are older, more highly educated, with business experience and longer durations of business experience are generally more risk averse.

Table 15. Personality trait dimensions in entrepreneurship studies





	Personality dimension

	Description




	Risk-taking propensity

	An individual’s willingness to pursue decisions or courses of action involving uncertainty regarding success or failure outcomes




	Need for achievement

	An individual’s desire for significant accomplishment, mastering of skills, control, or high standards, and several actions, such as intense, prolonged, and repeated efforts to accomplish something difficult, to work with singleness of purpose towards a high and distant goal, and to have the determination to win




	Tolerance of ambiguity

	An individual who can deal with ambiguity and uncertainty. People high on tolerance of ambiguity perceive ambiguity of information and behaviour in a neutral and open way, and find complex situations desirable and challenging




	Locus of control

	Individuals with high internal locus of control believe that they can control events that affect them, that the achievement of a goal is dependent on their own behaviour or individual characteristics, and that an individual’s ability, hard work, determination, and planning can enable them to control their own destiny




	Conscientiousness

	An individual’s level of achievement, work motivation, organization and planning, self-control and acceptance of traditional norms, and virtue and responsibility towards others




	Openness to experience

	An individual who is intellectually curious, imaginative, and creative; someone who seeks out new ideas and alternative values and aesthetic standards




	Emotional stability

	Individuals who are emotionally stable are described as calm, stable, even-tempered, and are described as hardy, optimistic, and steady in the face of social pressure, stress, and uncertainty. People low on emotional stability (also referred to as high neuroticism) feel vulnerable to psychological stress and experience a range of negative emotions including anxiety and worry, depression, and low self-esteem




	Extraversion

	People high on extraversion are gregarious, outgoing, warm, and friendly; they are energetic, active, assertive, and dominant in social situations; they experience more positive emotions and are optimistic; and they seek excitement and stimulation




	Agreeableness

	An individual’s attitude toward other people. People high on agreeableness are trusting, altruistic, cooperative, and modest, and show sympathy and concern for the needs of others and tend to defer to others in the face of conflict. People low on agreeableness are manipulative, self-centred, suspicious, and ruthless







Source: Adapted from Delmar (2000) and Zhao et al. (2010)



Need for achievement (or Nach) espoused by David McClelland is an individual’s desire for significant accomplishment, mastering of skills, control, or high standards. A strong need for achievement refers to an individual’s preference for success under conditions of competition. People with a strong need for achievement can be distinguished from others as high achievers. Strong need for achievement is linked to several actions, such as intense, prolonged, and repeated efforts to accomplish something difficult, to work with singleness of purpose towards a high and distant goal, and to have the determination to win.

Need for achievement is closely related to risk taking and the difficulty of tasks people choose to undertake. Individuals with a strong need for achievement take into account the perceived risk of the situation and their perceived level of competence. High achievers select situations associated with individual responsibility, personal control over outcomes, moderate risk taking as a function of skill, moderate risk of failure, timely feedback on their performance, knowledge of results of decisions, novel instrumental activity, and anticipation of future possibilities. They prefer striving to achieve moderately difficult targets that are challenging but not beyond their capabilities. The prospect of achievement satisfaction rather than financial gain can promote enterprise behaviour. In contrast, low achievers may select very easy tasks in order to minimize risk of failure, or highly difficult tasks, such that a failure would not be embarrassing. Strong need for achievement is fostered by: parents that encourage independence in childhood; praise and reward as compensation for success; achievement generating positive feelings; and achievement being perceived to be linked to individual competence and effort rather than luck.

Some studies suggest a link between people reporting a strong achievement motivation and an increased probability of becoming an entrepreneur. However, a strong need for achievement may not be the sole or major reason why people engage in enterprising behaviour. Rather, a broader task motivation index that considers the following as distinguishing features of entrepreneurs is more insightful: self-achievement, risk taking, feedback of results, personal innovation, and planning for the future. Indeed, people reporting higher scores on this broader task motivation index report superior business performance. This broader array of factors may work in combination as predictors of successful business entry and performance.

Tolerance of ambiguity is a concept related to risk taking. People high on tolerance of ambiguity perceive ambiguous information and behaviour in a neutral and open way, and find complex situations desirable and challenging. They keep an open mind, have a flexible attitude, focus on the key facts, and are quick to respond to change. Conversely, people with a low tolerance of ambiguity report stress and unpleasantness in complex situations. They generally prefer well-understood situations. In some studies, an individual’s propensity to report a high tolerance of ambiguity is linked to the likelihood of becoming an entrepreneur.

Locus of control relates to the extent to which individuals believe that they can control events that affect them. The concept is one of the four dimensions that comprise core self-evaluations relating to self-efficacy, self-esteem, neuroticism, and one’s fundamental appraisal of oneself. Julian Rotter suggests that a person’s locus can be either internal or external. High internal control relates to where a person believes that the achievement of a goal is dependent on his or her own behaviour or individual characteristics. An individual’s ability, hard work, determination, and planning in achieving outcomes may enable them to control their own destiny. People reporting a high internal locus of control believe that they can personally change events in any given situation, and so increase their expectancy of success. External control refers to where a person believes that their environment is beyond their own control, and that some higher power or other people control their decisions and their life. Consequently, they may have a tendency to believe that the achievement of a goal is the result of luck or external factors. Evidence on the role of locus of control is not strong. Some studies show only a low to moderate significant link between people reporting internal control and the propensity to become entrepreneurs. A few studies have detected a weak tendency for people reporting internal control to own superior-performing firms.

More recently, other personality dimensions have been found to be associated with the propensity to become an entrepreneur. Hao Zhao and colleagues detected four personality dimensions, namely conscientiousness that relates to achievement motivation, openness to experience, emotional stability, and extraversion; these were associated with intention to become an entrepreneur and superior entrepreneurial performance. A further personality dimension relating to risk propensity was linked to the intention to become an entrepreneur but not to superior entrepreneurial performance.

While the personality trait approach is intuitively appealing, personality theories do not adequately explain why some individuals engage in entrepreneurial behaviour and others do not. Indeed, studies focusing on entrepreneurs’ personality traits have been widely criticized, and have fallen out of favour. As highlighted above, most entrepreneurs do not possess all of the ideal positive personality traits. Further, people who are not entrepreneurs can possess several ideal personality traits.

In addition, biased studies that solely monitor surviving and successful entrepreneurs distort the importance of personality traits. When the personality traits are analysed together, no single dimension turns out to be the most important in shaping the propensity to become an entrepreneur or to achieve superior entrepreneurial performance. In contrast, social context and the entrepreneur’s general and specific human capital that we discussed in Chapter 3 are more consistently found to explain whether some people are likely to establish new ventures, particularly those that become very successful.

The theory of planned behaviour developed from the theory of reasoned action presented by Icek Ajzen offers one explanation. An individual’s attitudes and personality traits may have only an indirect impact on specific behaviour. Attitudes and subjective norms, such as perceived behavioural control, rather than personality can promote the intention of individuals to become entrepreneurs and to own superior-performing firms.

A further problem arises because some personality traits that mark out born entrepreneurs are innate and cannot be acquired. Personality traits theories depict general tendencies and neglect the importance of situational factors that may change an individual’s behaviour and career choices. Consequently, personality traits theories relate to a static approach that focuses on ‘who the entrepreneur is’, and not ‘what the entrepreneur does’. Bill Gartner’s insight that ‘Who is an Entrepreneur?’ Is the Wrong Question neatly encapsulates this need to shift to an examination of entrepreneurial behaviour and what influences that behaviour. Psychodynamic and cognitive perspectives present counterpoints to the personality traits approach. It may be easier to change a person’s mental processing abilities than their personality.

Psychodynamic approaches

Building upon Sigmund Freud’s psychoanalytic theory of personality, psychodynamics have been utilized to explore entrepreneur behaviour. This approach suggests that the socialization process in childhood determines personal attributes, such as instinctive drives, and that some people seek instant gratification for their desires. If instinctive behaviour is severely constrained it can lead to frustration, which may be a source of entrepreneurial motivation.

Drawing on the psychodynamic perspective, Manfred Kets de Vries suggests that entrepreneurial behaviour can be due to negative drives. For Kets de Vries, frustrations and perceived deprivations experienced in the early stages of life shape an individual’s personality. Behaviour is explained by experiences related to a troublesome and very disturbed childhood where the father is absent. These individuals are propelled by feelings of poor self-esteem, insecurity, lack of self-confidence, and an inability to fit into an organization. These individuals may be classified as marginal people, or deviants. These individuals search for independence and control to shape their own destiny. Distrust and suspicion of those in positions of authority make it very difficult for them to pursue careers in large, structured organizations. Such individuals may frequently change jobs and potentially gain entrepreneurial experiences in a variety of settings. They may choose high-risk situations and ultimately prefer working for themselves as entrepreneurs.

Kets de Vries suggests that work situations and experiences of people who are not regarded as deviants can also foster negative enterprising behaviour. Individuals can have careers associated with sequences of success(es) and/or failure(s). Some people at an unconscious level fear success (i.e. success is not seen to be deserved) and failure. Due to their frustrations, some people are more likely to exhibit impulsive behaviour and make decisions without careful deliberation. While an entrepreneur’s complete immersion in the enterprise can be crucial for initial success, this focus may be exhibited in an autocratic leadership style. This leadership style is associated with a reluctance to delegate and to introduce formal systems, and a propensity to focus on short-term horizons. It can put at risk firm survival and transitions. An entrepreneur can be highly creative and imaginative but also highly rigid and unwilling to change. This perspective questions the view that all entrepreneurs are special people always reporting positive enterprise behaviour (i.e. Schumpeter). In addition, it also stresses the need to explore entrepreneurial behaviour in crisis, failure, and success situations.

A major problem with the psychodynamic approach in drawing general lessons about entrepreneurs is that the findings typically derive from a small number of clinical cases. Deviants are found throughout society. There is no reason to believe that proportionally more become entrepreneurs. Indeed, the evidence is that the majority of entrepreneurs are not drawn from deviant backgrounds. Many entrepreneurs are no more troubled than non-entrepreneurs, and numerous entrepreneurs come from emotionally and financially stable families. Some parents can act as role models, particularly those owning a family business.

The psychodynamic approach does not consider all the situations, stimuli, and barriers (i.e. factors that pull and/or push people into entrepreneurship) that can shape the propensity of people to become entrepreneurs and to own superior-performing firms. Further, it fails to consider lifelong development and the ability of some people to reinvent themselves and deal with earlier failures in life.

Cognitive approaches

An entrepreneur’s dominant logic is the information funnel through which their attention is filtered. This information funnel is akin to the entrepreneur’s cognition. Cognitive theory is concerned with how incoming information is processed and used. Differences in cognitive processes may explain why people report variations in behaviour and performance. Entrepreneurial cognition studies explore the ways entrepreneurs think and behave compared to non-entrepreneurs, and the knowledge structures used to make assessments, judgements, or decisions involving opportunity evaluation, venture creation, and growth.

Robert Baron found that entrepreneurs are more likely than non-entrepreneurs to experience regret over previously missed opportunities. Entrepreneurs are more likely to search for, identify, and act upon perceived opportunities. They are also more likely to engage in careful, constructive thought. Additionally, entrepreneurs are more likely to experience stronger levels of emotion in relation to their work. They are more prone to their decisions being influenced by affective states unrelated to these decisions, and are more likely to be susceptible to self-serving biases regarding the outcomes of decisions. Baron, however, suggests that more successful entrepreneurs may be less prone to such biases. Successful entrepreneurs are more likely to be overly confident in their predictions about future outcomes and to be more susceptible to escalation of commitment effects in their decision-making.

Lowell Busenitz and Jay Barney showed that entrepreneurs use heuristics more extensively than non-entrepreneurs. Heuristics are rule-of-thumb shortcuts to simplify the contexts for discovering or creating entrepreneurial opportunities, which are often complex, highly uncertain, and lacking in information about the size and profitability of the market for a product that may not yet exist. Entrepreneurs particularly use representativeness and overconfidence, or comparative optimism, heuristics in complex environments where comprehensive assessment of information is not possible. These simplifying heuristics can enable entrepreneurs to make decisions that exploit brief windows of opportunity. This is because heuristic-based information processing has the advantage of speed. Without heuristic-based logic, the discovery, creation, and pursuit of new opportunities may become overwhelming and costly. A reliance on heuristics can reduce the burden of cognitive processing, which can allow the entrepreneur to concentrate on novel or unique material. Definitions of widely used cognitive heuristics and biases dimensions are summarized in Table 16.

Some heuristics can lead to poor decisions. Due to initial overconfidence, decision-makers may be too slow to incorporate additional information about a situation into their assessment. Overconfidence and comparative optimism can encourage an entrepreneur to exploit an opportunity, but they may establish undercapitalized firms. Undercapitalized firms that overstretch entrepreneurs’ actual rather than perceived resources are more susceptible to higher failure rates.

Table 16. Cognitive heuristics and biases in entrepreneurship





	Cognitive dimension

	Description




	Representativeness

	Individual’s willingness to generalize from few observations




	Overconfidence

	Individual is overly optimistic in their initial assessment of a situation (i.e. an unwarranted belief in an individual’s abilities to bring about a particular outcome), but are slow to incorporate new information




	Over-optimism

	An individual’s tendency to report that they are less likely than others to experience negative events, and are more likely than others to experience positive events




	Availability

	Individual is guided by readily available information




	Illusion of control

	Individual overemphasizes the extent to which their skill can improve performance in situations where chance plays a large role




	Anchoring and adjustment

	Individual uses a rule of thumb whereby existing information is accepted as a reference point, but it can then be adjusted to take into account various other factors




	Conformation bias

	Individual’s tendency to notice any information that conforms with their views




	Planning fallacy

	Individual’s tendency to underestimate the amount of work and time needed to complete a project




	Escalation of commitment

	Individual’s tendency to stick with decisions that yield negative results even when the negative results continue to mount




	Intrinsic motivation

	Individual’s interest and enjoyment rather than a focus on external reward




	Perceived self-efficacy

	Individual’s beliefs about their own capabilities to achieve a goal




	Success syndrome

	A post-success disorder caused by the burdens of having made it




	Blind spots

	Individual’s tendency to see themselves as less biased than other people




	Hubris

	An individual has lost contact with reality and overestimates their competence or capabilities




	Denial

	An individual faced with a fact that is too uncomfortable to accept rejects the fact and believes it is not true despite overwhelming evidence




	Law of small numbers

	Drawing general conclusions from a small number of possibly unrepresentative observations





Prior business ownership experience (PBOE)

There is considerable debate about the relationship between entrepreneurial experience and optimism. Some entrepreneurs realize that they were initially too optimistic and subsequently adjust their thinking. Consequently, they report a more realistic outlook in subsequent ventures. Experienced entrepreneurs with PBOE, particularly business failure experience, may be less likely to subsequently report comparative optimism. Alternatively, experienced entrepreneurs may accumulate biases and hence can be subsequently more likely to report comparative optimism.

PBOE offers opportunities to reduce the likelihood of subsequent comparative optimism, but this depends on the nature of the experience. Despite exposure to more learning opportunities through multiple business ownership experiences, habitual entrepreneurs (i.e. PBOE in at least one prior independent firm) not experiencing business failure are more likely than novice entrepreneurs to show comparative optimism. This finding questions the ability of entrepreneurs to learn solely from positive experiences. Some experienced habitual entrepreneurs are prone to the liabilities of success. If there are learning benefits associated with failure, we might anticipate that habitual entrepreneurs who have experienced a business failure would be less likely to show comparative optimism than novice entrepreneurs with no business failure experience. However, only habitual entrepreneurs holding a portfolio of businesses concurrently rather than sequentially (serial entrepreneurs) and who experience business failure are generally less likely than novice entrepreneurs to show comparative optimism.

These results are interesting for two interrelated reasons. First, the pattern of entrepreneurial activity under which business failure is experienced appears to be linked to how the entrepreneur responds to and learns from that experience. Second, there are clear variations amongst the entrepreneurs who have experienced business failure. Entrepreneurs who have experienced business failure should not be aggregated into a single crude business failure group, which does not differentiate economic business failure from failure to meet an entrepreneur’s expectations.

The emotional costs of business failure can be ‘diluted’ for portfolio entrepreneurs because they have another business or other businesses to fall back on. Portfolio entrepreneurs could adopt an experimental approach and diversify their risk by making smaller and incremental investments into two or more new ventures at the same time. They could strategically seek to minimize the emotional and financial costs of business failure. In contrast to serial entrepreneurs, portfolio entrepreneurs may be more able to distance themselves from their ventures and adopt a more objective evaluation of each business owned.

Motivation and self-efficacy

Intrinsic motivation concerns an individual’s representation of what they find enjoyable and fulfilling. Intrinsically motivated behaviour may have no apparent financial reward, but it helps shape emotions, attitudes, and goals. It can also subsequently shape an entrepreneur’s ability to be creative, their attraction to challenges, and the ability to search for information to discover and exploit an opportunity. Intrinsic motivation may, in addition, mean that entrepreneurs with a high level of interest in their commercial activities will experience a higher feeling of enjoyment and have superior decision-making abilities. Conversely, extrinsic motivation relates to individual behaviour that is influenced by external motivators such as financial reward rather than interest in the task itself. Intrinsic motivation is closely related to high self-efficacy.

Linked to the concept of locus of control is the concept of perceived self-efficacy. Albert Bandura showed that people with high levels of perceived self-efficacy have assurance in their own capabilities to report subsequent attainments. They are motivated individuals seeking to control events in their lives.

People with a high level of self-efficacy approach difficult tasks as challenges to be mastered rather than issues to be avoided. On the other hand, people with a low self-efficacy shy away from difficult tasks, which are perceived as personal threats. Individuals with high levels of self-efficacy maintain a strong commitment to achieving difficult goals and persisting with them even in the face of failure. They also tend to attribute failure to insufficient effort and poor knowledge. In contrast, individuals with low self-efficacy have a low level of aspiration and commitment to their chosen goals, do not maintain any analytical focus, and give up easily. Failure is attributed to external obstacles and personal deficiencies. As a consequence they rapidly lose faith in their own capabilities. A person’s level of self-efficacy is often the result of previous successful or unsuccessful experiences (either personal experiences or those of role models). Therefore self-efficacy will tend to create a virtuous or vicious circle, where on the one hand success breeds success but on the other failure breeds failure.

People reporting high levels of perceived self-efficacy are indeed generally more likely to establish new firms and to explore new opportunities. In any given situation, entrepreneurs tend to perceive more opportunities than non-entrepreneurs, who usually perceive the same situation to have more costs and greater risks. Some people avoid entrepreneurial activities not because they lack ability but because they believe that they do not have such ability. However, people reporting high levels of perceived self-efficacy are not markedly more likely to report an intention to grow their firms.

Assets and liabilities of experience

Experience can shape an individual’s cognition. Habitual entrepreneurs may learn from the feedback from their PBOE to adjust their judgement when they come to consider exploiting a subsequent opportunity. By evaluating carefully the feedback from earlier firms owned, habitual entrepreneurs can create a dynamic cycle of learning. This PBOE may enhance their capacity to acquire and organize the complex but incomplete information relating to a new entrepreneurial opportunity. As highly experienced decision-makers, they should be in a better position to manipulate this information into recognizable patterns that form the basis for entrepreneurial actions. Because habitual entrepreneurs have multiple experiences to draw upon, they can be more likely to process information about potential new opportunities using heuristics than novice entrepreneurs with no PBOE. Novice entrepreneurs may have fewer experience-related mental shortcuts to draw upon. Rather, these inexperienced individuals are more likely to adopt more analytical or systematic information processing styles.

Experience-based knowledge can change how entrepreneurs think, and can lead habitual entrepreneurs to greater creativity in formulating and exploiting subsequent opportunities. However, the downside is that habitual entrepreneurs’ over-reliance on heuristics may mean that they continue to adopt decision-making processes that are not appropriate in new situations, especially in changing environments. As a result, some habitual entrepreneurs can be prone to the biases associated with heuristic decision-making. Entrepreneurial experience may then lead to negative as well as positive learning outcomes.

For example, some experienced entrepreneurs may think that they already know enough about a particular context for a new opportunity. They can infer too much from the limited information available because they want to confirm prior beliefs. As warned above, some experienced entrepreneurs may become constrained by sticking with what is familiar to them and become overconfident in their judgements, even though the new context is different.

Entrepreneurs who are utilizing what they have learnt from their past experiences can find it becomes harder to recognize industry, technology, regulatory, or market changes. Instead of adapting heuristics that worked in the past to the new context, they may attempt to repeat the same recipes, with fairly predictable consequences. This liability of staleness arising from a feeling that they know how things are done can retard an entrepreneur’s ability to identify new business opportunities and/or to develop strategies to exploit new opportunities.

Some habitual entrepreneurs can continue to focus upon interpersonal relationships used in the past. They may employ existing resources and knowledge in the new firm, thereby reducing the tendency to acquire context-relevant resources. This liability of sameness can hinder their ability to change, or to adapt to changing external environmental conditions. The latter entrepreneurs may not be able to adjust their interaction and learning patterns to the demands of their new firm. These accumulated liabilities help explain why the performance of a subsequent venture owned by a habitual entrepreneur can be below that of their first venture (or may simply not be higher than the first if assets offset liabilities).

Kamran Elahian, who co-founded the highly successful Cirrus Logic semiconductor company, is a case in point. He subsequently went on to found the pen-based computer company Momenta Corporation but was fired as chairman as the company collapsed. Kamran Elahian is reported as saying that he was too sure of his own infallibility to see clearly the software problems, lack of market readiness for the product, and excessive marketing expenditure.

Failure experience

But the impact on learning from PBOE may be largely influenced by whether that experience involved a successful or an economic business failure (i.e. firm bankruptcy) and/or a non-economic business failure (i.e. the venture closed because its performance was too low in relation to the entrepreneur’s expectations). Dealing with failure is an important attribute of entrepreneurs. There is a distinction between failure and intelligent failure. Entrepreneurs may learn more from intelligent failure involving modest failures that were large enough to generate entrepreneur attention but not too large to generate negative responses.

Some habitual entrepreneurs can become demotivated. Previously successful habitual entrepreneurs may not put the same amount of effort and risk taking into running a subsequent firm. This is because they have now amassed significant personal wealth. Previous success may also result in the success syndrome, illusion of control, blind spots, and overconfidence. Some habitual entrepreneurs who have not accumulated sufficient resources may have neither the ability nor the flexibility to choose appropriate opportunities a second time.

Habitual entrepreneurs who have previously failed can be in denial. If they have been emotionally closely involved with a business that fails they may experience loss resembling grief that precludes them from moving on and learning from the situation. Dean Shepherd, a professor of entrepreneurship at Indiana University, recounts the example of his father’s reaction to the failure of the family firm:

When our family business died, my father exhibited a number of worrying emotions. There was numbness and disbelief that this business he had created twenty odd years ago was no longer ‘alive’. There was some anger toward the economy, competitors, and debtors. A stronger emotion than anger was that of guilt and self-blame: he felt guilty that he had caused the failure of the business, that it could no longer be passed on to my brother, and that, as a result, he had failed not only as a businessperson but also as a father. These feelings caused him distress and anxiety. He felt the situation was hopeless and became withdrawn and, at times, depressed. (Shepherd, 2003)

Entrepreneurs who have experienced business failure but return to subsequent business ownership may become more risk averse and less innovative because of fear of a further failure. On the other hand, if an entrepreneur deliberately closes or reconfigures a business that has failed to meet their expectations, the learning process from this kind of failure can be more positive. Learning from entrepreneurial failure could also be related to prior patterns of success and/or failure. If failure of one business is an isolated case among a series of successes, or among a portfolio of ventures, it may weigh less heavily in the entrepreneur’s cognitive processes.

The value of experience, therefore, depends not just on the knowledge gained but also on how this knowledge is subsequently used. Mindful use of prior experience is required. Entrepreneurs need to recognize when it is necessary to switch away from heuristic information processing toward more systematic information processing to guide decision-making. Experts can demonstrate a greater awareness of the level of uncertainty involved in opportunity identification, and they are able to match their cognitive processes to the task in hand. Experienced habitual entrepreneurs have the potential to become expert entrepreneurs, yet experience is a necessary but not a sufficient condition for becoming an expert.

We do not know a great deal about the wider applicability of cognitive theories relating to the behaviour of entrepreneurs outside closed experimental settings. There are very few systematic studies involving representative samples of real entrepreneurs reporting actual rather than potential behaviour scenarios. In addition, we have no clear and consistent evidence on which specific cognitive skills need to be accumulated and mobilized by individuals at alternative points along the entrepreneurial process. We do not know whether all entrepreneurs that learn from failure become better entrepreneurs. This is an important theme. Policies aimed at incentivizing all failed entrepreneurs to re-enter business ownership on the grounds that they will have learnt from their experience could be too simplistic. What is also missing from our knowledge about entrepreneurial behaviour is that, although many entrepreneurial ventures are founded by teams, we know little about how these teams collectively use shared mental models or cognition to decide whether and how to exploit a subsequent entrepreneurial opportunity.


Chapter 6 Forms of entrepreneurial venture

Considerable attention on entrepreneurship focuses on the creation of a new business, but this seriously underestimates the wider extent of entrepreneurial activity. Besides start-ups, the discovery, creation, and exploitation of opportunities can take place within family firms, established corporations, and other organizations. Changes in organizational structures and processes in family and large corporations can facilitate entrepreneurship where it was not possible before. Entrepreneurial activities of family firms can be reinvigorated by a change in generational leadership. In some cases for entrepreneurship to flourish there may need to be mobility of an activity from its current owners to a new ownership regime, such as in management buyouts and academic spin-offs. Entrepreneurship may, in addition, take the form of a social enterprise where the objective is to maximize the amount of social value created whilst also attaining its financial goals.

Family firms

Enterprising skills and knowledge can be accumulated in first-generation family-owned firms. This pool of entrepreneurial knowledge could be transferred (and enriched) in second- or subsequent-generation family-owned firms. Indeed, for family firms to continue over generations they may need to revitalize or even change from their initial entrepreneurial activities. The size and contribution of family firms to the economy are significant. But the amount varies according to how they are defined, which can relate to perception of family kinship ties, majority family ownership, majority family management, and intergenerational transition to a second or later generation of family members. Family members can be involved in the ownership and or management of the firm, creating three interdependent subsystems of family, ownership, and management. A major challenge for the survival and entrepreneurial direction of family firms is due to the intertwining of family and business objectives. Advantages and disadvantages of family firms are summarized in Table 17.

Family firms may begin by being entrepreneurial but some find this hard to sustain. For example, Linn is a second-generation family-owned firm based in Scotland that produces innovative hi-fi systems. The company has a long-term vision to enrich people’s lives through music, of being an integrated manufacturer employing people in the local area, and it seeks to create valuable jobs that contribute to society. In a fast-changing industry, continuous innovation is important and survival of the company into the second generation depends on repositioning the company and on prudent management.

Family firm owners focusing on wealth creation and business development may prefer to recruit non-family professional managers. The Warburtons bakery established in Lancashire in England has been a family-owned business for five generations. Family members still hold senior management positions. With regard to the last two generations of family ownership, the firm has employed senior non-family executives to assist firm growth and prosperity. In May 2006, a non-family member took over as the managing director. Some family member owners recognize that the family’s interests are best served by bringing in the best people, and family members are surrounded by people (i.e. outsiders) who are better at their jobs than family members.

Table 17. Advantages and disadvantages of family firms





	Advantages

	Disadvantages




	Private family-owned firms

	 




	• Goals

- independent family firm survival

- transfer firm to next generation of family

- long-term investments


	
• Goals

- relationship based and not solely a performance system

- protect family agendas over business agendas

- maintain/enhance lifestyle of family owners





	
• Ownership

- maximize family income

- provide jobs for family members

 


	
• Ownership

- less emphasis on immediate profitability

- reluctance to sell equity to outsiders

- aversion to debt can constrain growth





	
• Management

- family knowledge and employ family

- family ties; stability, loyalty, and trust

 


	
• Management

- kinship rather than ability shapes managerial positions

- reluctant to use expertise of outsiders

- management introverted, inflexible, and dated





	
• Strategy

- product quality

- quality service for customer loyalty

- use formalized management systems


	
• Strategy

- repeat established strategies that worked well in the past

- prefer not to focus on creativity and innovation

- reluctance to discover new opportunities





	Private and public family-controlled businesses




	• Long-term orientation

	• Less access to capital markets may curtail growth




	• Greater independence of action

- less (or no) pressure from stock market

- less (or no) takeover risk


	• Confusing organization

- messy structure

- no clear division of tasks





	• Family culture as a source of pride

- stability

- strong identification/ commitment/motivation

- continuity in leadership


	• Nepotism

- tolerance of inept family members as managers

- inequitable reward system

- greater difficulties in attracting professional management





	• Greater resilience in hard times

- willing to plough back profits


	
• Spoiled kid syndrome
 • Internecine strife

- family disputes overflow into the business





	• Less bureaucratic and impersonal

- greater flexibility

- quicker decision-making

 


	
• Paternalistic/autocratic rule

- resistance to change

- secrecy

- attraction of dependent personalities





	
• Financial benefits

- possibility of great success

 


	
• Financial strain

- family members milking the business

- disequilibrium between contribution and compensation





	
• Knowing the business

- early training for family members


	
• Succession dramas

 








Source: Adapted from Kets de Vries (1993: 61), Westhead (1997), Westhead and Cowling (1997), and Westhead et al. (1997)

Only about one-third of family firms survive to the second generation, and around 10 per cent make it to the third generation. Family firm first-generation succession involves the process of passing of the leadership baton from the founder-owner to the successor who will be either a family member or a non-family member. The intertwined systems of family, management, and ownership mean that the succession decision involves both strategic and family issues.

The choice of successor is critical as it affects family relationships and the long-term direction of the business. Some children do not want to join the family business because they prefer to establish their own independent firms or careers. They may have entrepreneurial ideas but perceive that a dominant founder or interference from family shareholders not involved in managing the business will constrain their ability to pursue new opportunities which could, in fact, be needed to ensure the longer-term survival of the business. A major problem is that many family firms fail to plan for succession, with less than half reporting that they have a succession plan. Barriers to succession planning are summarized in Table 18.

Succession transitions in family firms can take place in three main ways. First, the senior leadership may be replaced without changing the fundamental form of the business. Second, the authority and control structure can be changed from a simple form to an increasingly complex one, such as changing from one controlling owner to a sibling partnership. Third, devolutionary successions move the system to a simpler form, such as from a cousin consortium to a sibling partnership.

J. Barbour and Sons Ltd designs, manufactures, and markets clothing for men, women, and children under the Barbour brand. In 1894, John Barbour established an oilcloth importing business in South Shields, England. The firm became well known for its waxed cotton outdoor jackets. These are so well known that some people refer to any waxed cotton jacket as a ‘Barbour jacket,’ irrespective of manufacturer. Today this fifth-generation business remains headquartered in the north-east of England. Barbour continues to be wholly family owned. Unlike many family firms when it comes to succession, gender has never been an issue. A woman first shared the reins back in 1939 at a time when women appeared in the boardroom only if they were pushing a tea trolley. Operating as a family business and retaining complete control over decision-making have allowed Barbour to make such radical choices, and to respond rapidly to market changes. Dame Margaret Barbour is the chairman and her daughter, Helen, is the company’s vice-president. The firm focuses on rejuvenation and new markets. Barbour has been innovative in entering the ‘waterproof breathable’ market with its own type of waterproof liners, cordura external fabric, and polar fleece sweaters. The firm also focuses on branding and marketing a diverse array of premium products to people engaged in country pursuits. The firm has royal warrants from HM Queen Elizabeth II, HRH Duke of Edinburgh, and HRH The Prince of Wales.

Table 18. Barriers to succession planning in family firms





	Founder/owner

	Family




	• Death anxiety

• Company as symbol

- Loss of identity

- Concern about legacy

• Dilemma of choice

- Fiction of equality

• Generational envy

- Loss of power


	• Death as taboo

- Discussion is a hostile act

- Fear of loss/abandonment

• Fear of sibling rivalry

• Change of spouse’s position








Source: Adapted from Kets de Vries (1993: 68)

Family firms are not homogeneous. Heterogeneity may affect the nature of business development and the design of sustainability initiatives. Differences in the nature of ownership, management structures, and objectives give rise to six principal family firm types, which are illustrated in Figure 6. Ownership ranges from close family ownership, diluted ownership within the family, and diluted ownership outside the family (i.e. the vertical axis). Family firms’ management varies from family dominated through to non-family dominated (i.e. the horizontal axis). Objectives range from financial objectives to family or non-financial objectives that focus on maintaining the longer-term stewardship of the business, or what has been termed the socio-emotional wealth of the family (i.e. the diagonal arrow).

While the average family firm emphasizes family objectives and has closely held family ownership and family management, professional family firms report a mix of family and non-family objectives, but emphasize family objectives. Cousin consortium family firms involve a mix of family and non-family objectives with ownership diluted within the family and management dominated by family members. In contrast, professional cousin consortium family firms have diluted within family ownership and management dominated by non-family members. This type of family firm tends to place more emphasis on financial objectives than cousin consortium family firms. Transitional family firms report both family and non-family objectives, but place greater emphasis on financial objectives. Ownership may be diluted outside the family but family members dominate management. These firms are transitional because the management is expected to move towards less family dominance. Finally, open family firms focus on financial objectives. They have diluted ownership outside the family and non-family management is dominant.
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6. Conceptualized types of family firm

Corporate entrepreneurship

Corporate entrepreneurship (CE) is the process whereby an individual or a group of individuals, in association with an existing organization, create a new organization or instigate renewal or innovation within that organization. It can arise as a mix of responses to (anticipated) changes in an existing organization’s market environment, and proactive entrepreneurial discovery of new opportunities by people working in the organization, facilitated by organizational structures that encourage entrepreneurial behaviour. In Table 19, CE terminology is summarized.

The renewal activities embodied in CE enhance an organization’s ability to compete and take risks, possibly through the addition of new businesses, and the disposal of some existing ones. Strategic renewal refers to the corporate entrepreneurial efforts that result in significant changes to an organization’s business or corporate-level strategy or structure. In most cases, this will involve some sort of innovation. This aspect of CE relates to strategic entrepreneurship (see Chapter 3).

Corporate venturing also focuses on the processes associated with creating new businesses, and integrating them into the firm’s overall business portfolio. The new business organizations may follow from or lead to innovations that exploit new markets or new product offerings, or both. These venturing efforts could result in the formation of new divisions. Corporate venturing provides organizations with the opportunity to assess new technologies and markets at a relatively early stage in their development.

Table 19. Corporate entrepreneurship terminology





	Terms

	Unique criteria




	Corporate entrepreneurship

	Organizational creation, renewal, or innovation




	 

	+ instigated by an existing organizational entity




	Strategic renewal/strategic entrepreneurship

	Organizational renewal involving major strategic and/or structural changes + instigated by an existing organizational entity




	 

	+ resides within existing organizational domain




	Corporate venturing

	Organizational creation




	 

	+ instigated by an existing organizational entity




	 

	+ treated as a new business




	External corporate venturing

	Organizational creation




	 

	+ instigated by an existing organizational entity




	 

	+ treated as new businesses




	 

	+ resides outside existing organizational domain




	Internal corporate venturing

	Organizational creation




	 

	+ instigated by an existing organizational entity




	 

	+ treated as new business




	 

	+ resides within existing organizational domain




	Dimensions of internal corporate venturing

	1. Structural autonomy




	 

	2. Relatedness to existing business(es)




	 

	3. Extent of innovation




	 

	4. Nature of sponsorship







Source: Adapted from Sharma and Chrisman (1999: 21)



External corporate venturing refers to corporate venturing activities that lead to the creation of semi-autonomous or autonomous organizational entities, which to varying degrees reside outside the existing corporation. Examples are corporate ventures that are formed due to joint ventures, spin-offs, and corporate VC initiatives. Internal corporate venturing relates to the creation of new businesses that generally reside within the corporate structure, although they may be located outside the organization as semi-autonomous entities, such as spin-offs.

Direct corporate venturing involves direct investment in new ventures that can be subsidiaries of the corporation, spin-offs, or independent entities. Indirect corporate venturing concerns investment by corporations in VC funds, which in turn are invested in new ventures. The indirect approach provides contacts and access to ventures that may be worth investing in, whilst the direct approach may enhance specific business relationships.

Jeff Covin and Morgan Miles distinguish between sustained regeneration, organizational regeneration, strategic renewal, and domain redefinition to generate competitive advantage for firms. These are summarized in Table 20.

Firms that regularly and continuously introduce new products or services or enter new markets exhibit sustained regeneration. These firms have cultures, structures, and systems supportive of innovation and continually cull older products and services in an effort to improve overall competitiveness. They seek to sustain or improve their competitive standing by altering internal processes, structures, and capabilities.

Firms exhibiting strategic renewal seek to redefine their relationships with markets or industry competitors by deliberate major repositioning that better enables resource use to exploit market opportunities. These firms may proactively create a new product market arena that others have not recognized, or they may actively seek to exhibit domain redefinition. Products introduced are innovative from the perspective of the firm, the industry, and the market. The firm takes the competition to a new arena where its first or early mover status creates the basis for sustainable competitive advantage. Further, the firm creates an industry standard or defines the benchmark against which later entrants are judged.

Table 20. Corporate entrepreneurship (CE) attributes
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Bypass strategies to avoid competitive confrontation in a specific product market arena are a form of domain redefinition, and help decrease overall vulnerability to adverse current competitive conditions. Product market pioneering domain redefinition can redefine a firm’s product market domains or product categories.

Management buyouts

Over the past two decades, a new mode of entrepreneurship has spread worldwide involving change in the ownership of existing businesses. In general, management buyouts involve the creation of a new independent entity in which ownership is concentrated in the hands of management and private equity (PE) firms, if present, with substantial funding provided by banks. PE firms become active investors through taking board seats and specifying contractual restrictions on the behaviour of management that include detailed reporting requirements.

Buyouts can take several forms. A leveraged buyout (LBO) or investor-led buyout (IBO) is typically a publicly quoted corporation or a large division of a group, which is acquired by a specialist PE firm. The PE firm will typically either retain existing management to run the company or bring in new management to do so, or employ some combination of internal and external management. Incumbent management may or may not receive a direct equity stake or may receive stock options. In the United States, the resulting private company is typically controlled by a small board of directors representing the PE firm, with the chief executive officer (CEO) usually the only insider on the board.

A management buyout (MBO) usually involves the acquisition of a divested division or subsidiary or of a private family-owned firm by a new company in which the existing management takes a substantial proportion of the equity, especially in smaller transactions. MBOs typically involve a small group of senior managers as equity holders.

A management buy-in (MBI) is simply an MBO in which the leading members of the management team are outsiders. Although superficially similar to MBOs, MBIs carry greater risks as incoming management do not have the benefits of the insiders’ knowledge of the operation of the business. Hybrid buy-in/buyouts (so-called BIMBOs) can obtain the benefits of the entrepreneurial expertise of the outside managers and the intimate internal knowledge of the incumbent management.

Traditionally, buyouts were associated with refocusing the strategic activities of underperforming listed corporations. For example, the high-profile dismemberment of RJR-Nabisco gave rise to the actions of investors being seen as barbarians at the gate. In the first wave of buyouts in the 1980s and the second wave in the first decade of this century, these controversial activities were viewed by unions and some policy circles as the ‘strip it, flip it’ approach, where new owners sell off the valuable assets and quickly exit the business. Evidence shows that this is a misleading view of buyouts. Buyouts can result in two types of entrepreneurial actions that contribute to wealth creation. First, reconfiguring the way in which the buyout operates creates new combinations that lead to more efficient use of resources. Second, the new incentive structure from managerial equity ownership and freedom from head office constraints can lead to the pursuit of new entrepreneurial opportunities.

Four principal types of buyout are illustrated in Table 21.

Control and incentive mechanisms typically used in buyouts may produce enhancements to efficiency. These firms are labelled efficiency buyouts (Quadrant 1). The incentives enabled by the introduction of significant managerial equity ownership, the pressure to perform in order to service interest payments introduced by the high leverage taken on to acquire the business, and the active monitoring by PE firms all contribute to reducing agency problems in mature firms with significant cash flows that would otherwise be wasted on inefficient diversification. Executives with a managerial mindset are expected to respond positively to enhanced monetary incentives by improving efficiencies.

Table 21. Typology of buyouts
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In large, integrated diverse organizations, bureaucratic measures may be adopted to try to ensure performance. These measures can restrict experimentation and constrain innovative activity. These problems may be eased after the buyout. Instead of following headquarters’ controls designed to optimize the goals of the diversified parent company but which block innovation and investment, the buyout creates discretionary power for the new management team to decide what is best for the business. Limited or incremental innovation will result if the new owner-managers possess only managerial cognition. The latter firms are labelled revitalization buyouts (Quadrant 2).

Management with an entrepreneurial cognition or mindset, which adopts heuristic-based decision-making (see Chapter 5), may be able to pursue entrepreneurial opportunities that it had discovered but which could not previously be pursued within a larger group. For example, entrepreneurial buyouts can emerge in technology-based industries where the parent did not have the capability to manage or understand the technology but where divisional management does. This subset of buyouts is labelled entrepreneurial buyouts (Quadrant 3). These entrepreneurial buyouts require management with superior and idiosyncratic skills to process limited and incomplete information on new opportunities, rather than managers who respond well to close monitoring to prevent them not putting in the full effort to meet shareholders’ interests (i.e. shirking). Studies of management’s motivation for buying out show the importance of being able to develop strategic opportunities that could not be carried out under the previous owners, and to control their own destiny. For example, the management of the clothing retailer Kohl’s bought out the company from the large conglomerate BAT and introduced numerous innovations including new store design, and transformed the company into a discounter/department store hybrid.

Entrepreneurial owner-managers can have the skills and incentives to pursue strategic innovations; but as a new venture, little control may have been exercised over management even when the firm has grown sufficiently to achieve an initial public offering (IPO) on a stock market. When a firm in such circumstances encounters financial difficulties, a buyout opportunity may arise to introduce necessary governance mechanisms, which will allow the innovative opportunities to continue to be exploited, but in a more effectively controlled way. The latter entrepreneurial buyouts are labelled busted tech buyouts. For example, in the United States the troubled disk drive company Seagate Technology was initially taken private from its public listing in 2000. This was to enable the company to restructure and develop new innovative products with higher margins away from the short-term demands of the stock market. By 2002, the company successfully returned to the stock market, and by August 2003 was named the number one company for innovation and enterprise in disk drives by VARBusiness magazine.

To facilitate the development of more entrepreneurial buyouts, firms may require a level of leverage that is below the norm for buyouts in mature sectors, and a PE firm that has more innovative skills than has traditionally been associated with buyouts. This approach allows for the extension of the PE-backed buyout concept to more innovative, growth-oriented sectors. Where a mismatch occurs between the availability of opportunities, the governance structure, and the managerial mindset, a buyout failure occurs (Quadrant 4).

A buyout can ensure survival of a family firm. All or the majority of the ordinary voting shares in the former private family firm can be bought by former managers who had no family ties with the former owners. An MBO may preserve the identity and culture of the (former) family firm, and the psychic income (i.e. the intrinsic reward from being associated with the family firm) of the former family owners can be maintained if they secure continuing involvement in the family firm buyout (i.e. networking links with established suppliers, customers, etc.). Non-family managers have the ability to discover and exploit growth opportunities that could have been resisted before the buyout by former family firm owners who may have been more interested in family lifestyle agendas rather than agendas focused on improving efficiency and profitability. In some cases, where dominant family owners have developed strong second-tier management, a pool of managerial talent located outside the family firm may be required to purchase the family firm via an MBI in order to take advantage of entrepreneurial opportunities that were being missed.

Academic spin-offs

So far, we have focused on entrepreneurial activities emanating from a commercial context. But increasingly, the traditionally non-commercial context of a university provides scope to create spin-off firms to transfer inventions from the laboratory to the marketplace.

A cornerstone of enterprise policy is the promotion of innovative new firms that can play a key role in enhancing economic growth. The new-technology-based firms (NTBFs) created by academics that have spun off from universities and research institutes are attracting worldwide attention as a potential new source of entrepreneurship, which can make a major contribution to growth and economic development. This development has been driven by decreases in public funding for research at universities, a growing public debate about the role of universities in society, and legislative changes regarding the ownership and exploitation of intellectual property (IP) created in universities. Universities target the creation of spin-off firms by academics, in which both the university and the academics hold equity stakes, in the belief that these firms will create significant profit streams and capital gains when they are sold. The expectation is that the returns from spin-off firms will exceed the returns from more traditional licensing agreements and contract research. However, there is debate about whether this is in fact the case, or whether universities have been successful at creating spin-offs with significant capital gains potential. The case of Renovo in Chapter 3 provides an example of an academic spin-off.

Narrowly defined, academic spin-offs relate to new ventures dependent upon licensing or the assignment of a university’s IP for initiation. A university may own equity in the spin-off in return for the patent rights it has assigned, or in lieu of licence fees. A substantial proportion of spin-off firms from universities do not build upon formal codified IP, and they do not involve equity stakes held by universities. The latter start-ups by university faculties draw on the individual’s own IP or knowledge. To some extent academics have for many years created such ventures. Recent developments by university employers have attempted to limit, if not eliminate, these informal ventures. The relative importance of spin-off firms that involve formal IP and those that do not depends upon the research composition at the university, the country context (i.e. in some countries the IP belongs to the scientist, not the university), university policy regarding IP rights, or the entrepreneurial activity of the academics themselves.

NTBFs can also be created by graduates after they have left the university, or by outsiders who draw on IP created by universities. Although there are likely to be substantial numbers of these kinds of NTBFs, it is usually unclear whether these start-ups can be linked to specific knowledge created and transferred in the university setting, or whether they are based on knowledge that the graduate cumulated outside the university.

Academics creating spin-off firms have several options open to them. They may leave the university to devote themselves completely to the spin-off firm. Alternatively, they may remain with the university and work with the venture part-time. Whether great academic scientists are able to transform into great entrepreneurs is a moot point given their traditionally non-commercial background. Bringing in a surrogate (external) entrepreneur with commercial experience can provide the missing entrepreneurial input to enable the innovation to be developed from the laboratory to a viable product in the marketplace. A combination of academic and surrogate entrepreneurs in the board of the new company may enable universities to simultaneously exploit the technical benefits of inventor involvement and the commercial know-how of surrogate entrepreneurs.

Academic spin-off firms differ in their ability to generate significant capital gains. Table 22 illustrates that the nature of support provided by universities to spin-offs varies, which can shape venture development. Mike Wright and colleagues made a distinction between VC-backed type (10 per cent of spin-offs), prospector type (50 per cent), and lifestyle type (40 per cent).

The VC-backed type is probably the most attractive from a policy perspective. These firms have technology that has the potential to create large new markets and with a capital gain likely to be realized through a stock market flotation (i.e. IPO), or sale to an established multinational corporation. Significant VC backing is sought in the early stages to develop the technology into products that will subsequently generate revenue. In many cases, these ventures may not have generated revenue streams from their products (apart from consultancy income) prior to their IPO, because of the extremely long lead times and high risk in their development through various stages of clinical trials and regulatory approval. These spin-offs must be able to attract most of the researchers that were working on the technology at the university to retain scientific credibility. Most universities are likely to have very few research groups with world-leading research capable of generating this kind of spin-off.

Many academic spin-offs have limited potential and are labelled prospector types. The technology base underpinning their founding is generally not sufficiently novel to generate radically new growth firms and markets. These spin-offs typically have a patent-protected prototype that can be sold to generate revenue. They are able to attract external funding from public or PE funds linked to the university or public research lab. Often, they begin with a business model that essentially follows a contract research or consulting path and attempts to identify a product to commercialize. In the early phases of the start-up, the business model may not be clear and there can be a need to adapt it significantly as the venture emerges.

Table 22. Types of academic spin-off firm
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Lifestyle type spin-offs generally start small typically without formal IP from the university, but may build on consultancy activities of an academic with expertise in a particular area. Even if they remain as low-growth-oriented firms, their value added as a population might be economically significant since large numbers of this type of spin-off tend to be created. Technology transfer officers in universities usually tend to show very little support for these spin-offs as the upside possibilities are limited. Yet they are less demanding in terms of human, financial, and technological resources, and they can increase the visibility of the university in the host region. This type of spin-off forms the heart of the entrepreneurial university.

Entrepreneurial ventures are rarely created fully formed. They generally evolve through various phases over time. This evolution can be especially challenging for academic spin-off firms aiming to develop innovations where neither the initial product nor the potential market is evident at the outset. To be able to evolve successfully, academic spin-offs need to address the following four specific critical junctures:


	Opportunity recognition: Requires the spin-off to acquire the capability to synthesize scientific knowledge with an understanding of the market to which it might apply. There may be a need for networks of market contacts outside the scientific environment of the university.

	Entrepreneurial commitment: Requires the spin-off to acquire an entrepreneurial champion, whether the academic or a surrogate entrepreneur, committed to the development of the venture. Where this is a problem, it appears to arise from universities not providing sufficient resources and network contacts, or not developing appropriate incentives and policies.

	Credibility: Requires the spin-off to address the liabilities of newness and smallness. Credibility with trading partners and financiers is particularly problematical here because of the lack of commercial track record of the academic entrepreneurs, the often intangible nature of the spin-off firm’s resources at this early stage, and the non-commercial environment from which the spin-off is emerging. Building links with surrogate entrepreneurs during earlier development phases, together with demonstrating proof of concept and the potential for a portfolio of products, and relocation in commercial premises away from the university can help signal a commercial approach to prospective customers and investors.

	Sustainable returns: Require the spin-off to develop entrepreneurial capabilities that enable it to reconfigure deficiencies from earlier phases into resource strengths, capabilities, and social capital.



Academic spin-offs adopt different types of growth strategy to exploit the opportunities generated by the IP emanating from laboratories. A product market strategy is more likely to aim at achieving growth in terms of revenues to create a sustainable growing business. Conversely, a financial market strategy places greater emphasis on creating value to enable the business to list on a stock market, or be sold to a strategic partner. Growing value can be achieved through building up the value of the science and technology in the business, even if no product sales are generated, or through a hybrid strategy of both building the value of the technology and generating sales, perhaps initially from consulting and services. The nature of the venture’s sector and appropriability regime, that is the ability to protect IP through patenting or copyright, which may differ greatly between, for example, biotech and information technology sectors, can influence this choice. The choice between these commercialization strategies will be influenced by accessibility to the necessary complementary assets associated with each growth strategy. Product market strategies imply a need to acquire human capital with commercialization expertise. Financial market strategies imply a need to access complementary human capital assets that can help develop the technology.

Social enterprises

Social entrepreneurship involves the recognition of a social problem and the use of entrepreneurial principles to organize, create, and manage a social venture to achieve social, cultural, and or environmental change. In contrast to traditional commercial entrepreneurship, the underlying drive for a social entrepreneur is to generate positive returns to society, and to create difficult-to-measure social value (i.e. total wealth creation that can be financial and non-financial). Importantly, while social entrepreneurs are commonly associated with the voluntary and not-for-profit sectors, this need not preclude making a financial profit.

Although it has come to prominence in recent years, social entrepreneurship has a long history. The first social enterprise in England was established in the 1840s in Rochdale, Lancashire as a workers’ cooperative to provide high-quality affordable food in response to factory conditions that were considered to be exploitative. A resurgence of social enterprise in the UK started in the mid 1990s associated with mushrooming in the formation of cooperatives, community enterprises, enterprising charities, and other forms of social business (http://www.socialenterprise.org.uk/about/about-social-enterprise). Nonetheless, social enterprises are diverse in goals, membership, legal form, and size, ranging from large national and international businesses to small community-based enterprises. A potential danger with the recent popularity of social enterprises is that commercial enterprises will attempt to hijack the ‘social brand’ in presenting their goods and services.

A social enterprise should have a clear sense of its ‘social mission’ in terms of what difference it is trying to make, who it aims to help, and how it plans to do it. Generally, social enterprises generate their income by selling goods and services rather than through grants and donations. Indeed, increasing numbers of charities are moving away from traditional models of fundraising and becoming more like trading businesses in order to ensure their sustainability. Social enterprises generally have clear rules that profits will be reinvested to further their social mission. Adopting charitable status, however, can offer tax breaks that help retain surpluses to further the social mission. While social enterprises can also use similar legal forms to standard companies and cooperatives, the community-interest company provides a legal form created specifically for social enterprises. It has a social objective that is regulated, ensuring that the organization cannot deviate from its social mission and that its assets are protected from being sold privately.

Social entrepreneurs vary in their entrepreneurial actions. Some social entrepreneurs are social bricoleurs who focus on addressing small-scale local social needs with whatever resources are to hand. A second group is social constructionists who develop goods and services to meet needs not adequately addressed by existing institutions and businesses; their activities can range from small to large scale. A third group is social engineers who identify systemic problems and address them through radical changes built upon harnessing popular political support. The social value created by these different types of social entrepreneurs may vary because of the different contexts in which they operate and their different ‘political’ goals.

A social enterprise’s primary purpose is its social and/or environmental mission. Notably, a social enterprise tries to maximize the amount of social good it creates balanced against its financial goals. However, an ethical business attempts to minimize its negative impact on society or the environment.

In the United States, the social entrepreneurship phenomenon is mainstream, with Forbes magazine publishing a list of the top social entrepreneurs as well as its traditional ‘rich list’. Social enterprises are engaged in a diverse range of sectors with a variety of social objectives. Notable social entrepreneur examples are: Jordan Kassalow, an optometrist by training, who runs an organization that sells ready-made reading glasses to people in the developing world; Sam Goldman and Ned Tozun of D.Light Design, who manufacture inexpensive lamps and sell them in communities that do not have reliable electricity; Tom Skazy, who dropped out of Princeton to create Terracycle, which sells fertilizer and over 250 products made from sixty waste streams; and Jane Chen, who established a company to manufacture a sleeping bag-like device called the ‘Thermpod’, which warms low-birthweight babies in hospitals and clinics that have unreliable electricity and heat lamps.

Businessweek’s readers’ top nominated for-profit social enterprise in 2012 was The Paradigm Project, which sells clean-burning wood or charcoal cookstoves in Kenya and Guatemala. United Nations-sanctioned auditors document how much emissions the stoves save, and Paradigm sells the carbon offsets the auditors award it. Another example, Sseko Designs, helps disadvantaged women in Uganda with academic promise to earn money to pay for university. The US-based business teaches participants how to sew. After working for nine months at its factory in the capital city of Kampala, participants leave with enough money to attend the first year of school.

In the UK, The Big Issue, the Eden Project, and Jamie Oliver’s restaurant Fifteen are examples of social enterprises. Also in the UK, Cafédirect is the UK’s largest fair trade hot drinks company; the Elvis and Kresse Organization (EaKo) takes industrial waste materials, turns them into stylish luggage and handbags, and donates 50 per cent of the profits to the Fire Fighters Charity; Hill Holt Wood educates at-risk youths in the setting of an ancient woodland; Central Surrey Health is a pioneering social enterprise in the health-care world run by the nursing and therapy teams it employs; and Green-Works takes office furniture that would have been sent to landfill and offers it at a large discount to charities and other organizations. In addition, award-winners such as Divine Chocolate, a fair trade chocolate company co-owned by the cocoa farmers’ cooperative KuapaKokoo in Ghana and Women like Us, which connects women with flexible employment, are social enterprises.

The Eco-Lighthouse Foundation promotes social enterprise and the Norwegian Ministry of the Environment supports this environmental certification programme. The foundation helps firms to conduct profitable and environmentally friendly operations. Practices that are environmentally friendly in their use of resources, energy, chemicals, waste disposal, transportation, and dealings with suppliers are promoted. Firms that obtain Eco-Lighthouse certification (ELC) can thus mobilize an observable high-quality legitimacy resource, which can be signalled to obtain resources from potential external resource providers. During the certification implementation process, each firm gains access to an external consultant. This consultant facilitates participating firms to develop strategies that comply with industry-specific requirements, but at the same time promotes sustained competitive advantage and financial viability. An independent third-party auditor ensures that only firms that implement all specified foundation practices (i.e. firm objectives, planning, quality control measurements, record keeping, and the training and education of employees) are awarded ELC. The ELC licence is valid for three years. It can be renewed if the firm complies with ELC requirements, which are continuously evaluated and increased relating to market and regulatory standards.


Chapter 7 The future

At the outset, we suggested that entrepreneurship was experiencing a golden age. If the golden age of entrepreneurship is to have a lasting impact on society several puzzles and challenges need to be addressed. Notably we need to consider that entrepreneurship has costs and shortcomings as well as benefits. These issues that need to be considered in the future are discussed in the following sections.

Firm growth

An important issue in entrepreneurship is whether it stops with the creation of a firm or whether it continues beyond this point. Our earlier chapters showed that entrepreneurship is a process that takes place over time and can continue in established firms. Some people also have careers in entrepreneurship, owning multiple firms over time. For entrepreneurship to make a contribution to society, it is important to go beyond a focus on the creation of firms, many of which close quite quickly after formation as highlighted in Chapter 5. Rather, greater impact involves addressing questions of how exploitation of an opportunity leads to growing and sustainable businesses.

While the effectuation and bricolage approaches provide exciting new directions into how entrepreneurs can create new firms in highly constrained resource contexts, they currently provide limited insights surrounding how new firms make the transition to high growth, the outcome currently being sought by governments throughout the world concerned with promoting economic development.

The results of a vast amount of research investigating the reasons surrounding how firms grow and why some new firms grow more than others have identified the importance of entrepreneur characteristics, availability of resources, the strategy adopted for the firm, industry context, and organizational structures and systems. The majority of attention has been on firm growth in employment or sales revenue. However, more limited attention has been directed towards firm profitability and survival, as well as broader measures of firm value including social value (i.e. total wealth creation, which can be financial and non-financial), as illustrated by social firms in Chapter 6. Also, the issue of entrepreneur rather than firm performance has attracted scant attention.

We highlight two particular unresolved puzzles. Resolution of these puzzles would contribute to increasing the societal contribution of entrepreneurship. This challenge is especially pertinent given that at the time of writing (spring 2013), governments worldwide face the challenge of developing policies to promote growth in an environment with severe financial constraints and double-dip recession.

The first puzzle concerns why there appears to be little correlation between growth in sales and growth in revenues in entrepreneurial firms. These two performance measures are not alternative measures of the same thing, and the lack of correlation provides a clue that different entrepreneurial processes underpin firm growth. For example, while we might typically think of growth in terms of selling products to final consumers in a product market, this is a narrow view. Particularly in high-tech markets, entrepreneurs starting a firm may sell their technology to other large firms in an industry, for example through licensing. These incumbent firms can have the complementary resources to develop the technology into final products that would be beyond the start-up entrepreneur. Entrepreneurial start-ups in high-tech sectors may also focus on building the value of their technology, as illustrated in Chapter 3 with Renovo. Here entrepreneurs can create value by selling their business to an incumbent, or floating it on the stock market even though some firms might not have generated revenue from selling products to final customers. Rather than developing production and marketing capacity and being able to generate sales revenue quite soon after start-up, these firms face the challenges of obtaining funding rounds to bridge the so-called ‘valley of death’. This is the gap between using or ‘burning’ initial funding and generating further funding from either sales revenue or a second round of external finance. In addition, firms may need to develop internationalization strategies because their markets are global ones. Here firms need to identify alliance partners and acquisition candidates, and build relationships with incumbent firms that could eventually acquire them.

The second puzzle is why patterns of growth are so varied. Relatively few entrepreneurial firms display strong, sustained growth. Some firms grow quickly at first and then fade. Other firms face difficulties but recover to become successful businesses. One explanation is that entrepreneurs differ in their abilities to discover, create, evaluate, and exploit opportunities with sustained growth potential. Entrepreneurs also differ with regard to their motivations toward firm growth. However, we still do not know why some entrepreneurs are more motivated than others to grow their firms, or are motivated to grow their firms in different ways. As illustrated in Chapter 5, we now know more about entrepreneurial cognition, but we still need to unpack the ‘black box’ of entrepreneurial cognitive processes by exploring how entrepreneurs really make the decisions to grow or not to grow firms. Because entrepreneurs have to repeatedly make sense of ambiguous and changing information in an uncertain external environment, people with a more intuitive and non-linear decision-making style may be better able to realize growth opportunities.

Contexts

In Chapter 4, we discussed how the social, geographical, and institutional context might influence whether someone becomes an entrepreneur. But contextual dimensions extend beyond geographical or spatial location within a particular country, industry, or market environment. Whether someone becomes an entrepreneur and whether they subsequently grow their business(es) also need to be understood in relation to the temporal dimension. At the firm level, this dimension relates to the particular phases of a firm’s life cycle—that is, whether the sector is emerging, growing, in maturity, or in decline. In addition, the temporal dimension involves the individual entrepreneur level in terms of the stage of their entrepreneurial career. As illustrated in Chapter 4, entrepreneurial careers may take place within a single firm or in multiple ventures held sequentially or concurrently as a portfolio. The temporal dimension, also relates to national context. For example, some emerging and developed economies may have less urgency about the timely need to exploit opportunities. The cognitive processes and resource configuration behaviour of entrepreneurs in countries with a more urgent view of time may differ from those countries, typically underdeveloped ones, with a more lax perspective, where, for example, being well organized, getting to work on time, and delivering on time are more variable. These differences might have potentially major implications for the ability of entrepreneurship to contribute to societal wealth creation. Rather than focusing upon the firm there is a need to consider the entrepreneur as the unit of analysis in understanding the phases in the entrepreneurial process.

Promotion of entrepreneurship plays an important role in the development of national-level innovation. Traditionally, national innovation systems focus on the establishment of institutions that create and disseminate new knowledge through long-term research and development programmes, while entrepreneurship is often ignored. In fast-moving technology sectors, such approaches may be insufficient. William Baumol has argued that entrepreneurial innovation is the true source of national competitive advantage, and the challenge is to create an enabling context where entrepreneurial innovation can flourish. Such an environment may involve defining, creating, and supporting an entrepreneurial ecosystem involving relations between entrepreneurs and their firms, universities, potential and actual industrial partners, trading partners, finance providers, and government support. This represents a radical departure from traditional national innovation systems and industrial clusters. So, rather than focusing upon entrepreneurial firms in isolation, there is a need to focus on the role of the entrepreneurial ecosystem as a whole, and the processes of how it is developed, nurtured, adapted, and sustained.

Spread and transformation

Entrepreneurship has a wider application than just the start-up of a new firm. Notably, as illustrated in Chapter 6, it can involve a range of different modes. For example, it relates to CE, social enterprise, entrepreneurship in family firms, and the entrepreneurship that can be released through the change in ownership resulting from a management buyout.

Post the 2008 financial crisis, we appear to be witnessing a major re-evaluation of the goals of entrepreneurship. Rather than thinking in terms of purely private financial gains, the emergence of social entrepreneurs represents a new development, which plays a role in filling gaps in provision by official agencies in an era of tight budgetary constraints. Interestingly, many MBA students in business schools are now writing business plans for social rather than for purely commercial enterprises.

Entrepreneurship plays a vital role in the rehabilitation of servicemen and war veterans who joined the armed forces post 9/11 in 2001, especially those whose injuries make it virtually impossible for them to either find or hold down a regular job. A notable example of how this is being facilitated is the Barnes Family Entrepreneurship Bootcamp for Veterans with Disabilities programme started at Syracuse University in 2007 in the United States. This initiative has now been adopted by other universities throughout the United States such as Mays Business School at Texas A&M University. The programme provides cutting-edge training in the skills necessary to successfully launch and grow a new business through online coursework, an intense residency experience, and twelve months of support and mentorship to veterans with service-connected disabilities at no cost to participants.

Address extreme poverty

According to the World Bank, an estimated 1.5 billion people live in extreme poverty, subsisting on an average of US $1.25 or less per day. While international and national governmental agencies have for many decades contributed to the alleviation of those living in such poverty, it is increasingly recognized that this top-down approach on its own is insufficient. In line with the saying ‘give someone a fish and they eat for a day, teach them to fish and they can feed themselves for life’, we are seeing a surge in attempts to promote entrepreneurship at the local level in underdeveloped countries.

Some schemes are promoted within particular countries and funded by national governments. For example, the Kenya Entrepreneurship Empowerment Foundation (KEEF) is a non-profit-making non-governmental organization devoted to poverty eradication among marginalized groups in Kenya, focusing primarily on women and young people. The foundation provides micro credit at low rates of interest and support for the establishment of sustainable micro enterprise in Kenya (http://www.mixmarket.org/mfi/keef#ixzz29f1eIW2K). Other schemes are funded by private foundations.

Nevertheless, such poverty represents major challenges for entrepreneurship. Throughout this book, we have suggested that context matters and that the entrepreneurial process is interlinked with context. In many underdeveloped countries, weak or absent supporting institutions frustrate the ability of people in poverty to become entrepreneurs. For example, the Challenging the Frontiers of Poverty Reduction (CFPR) programme of the BRAC non-governmental office in Bangladesh aimed to overcome the problem that traditional microfinance programmes were not reaching the poorest of the poor. The interplay between the existing power structure, legacy institutions, and recently introduced institutional practices regarding microfinance created a gap in the institutional context. BRAC was able to fill this gap by drawing upon its own internal experiences and networks built over many years working in rural areas of Bangladesh, and upon lessons from the external institutional context by engaging with existing customary practices of support to the poor, religious beliefs, and popular theatre performances.

Valuable though these developments undoubtedly are, their ability to create high-growth firms generating significant local employment and wealth may be limited. The emergence of such enterprises may need to await the emergence of stronger institutional frameworks and factor markets. These can facilitate key developments such as the establishment of major financial institutions, the rule of law and the enforcement of contracts, as well as the development of infrastructures that facilitate mobility of resources and the distribution of goods and services. The extent to which emerging economies are developing their institutions and factor markets is highly varied. A growing number of countries are becoming ‘mid-range economies’, which display to various degrees the characteristics of developed market economies. Poland has experienced significant institutional development since the fall of the Berlin Wall, and has joined the European Union. India has relatively strong democratic political institutions, although its infrastructure development remains relatively poor. Thailand has undertaken major infrastructure projects but political instability has been a concern. Entrepreneurial firms from these countries are becoming increasingly well placed to compete in world markets, but they still need home country government support for their internationalization activities. Rather than competing only on the basis of low cost, some of these firms now have the potential to penetrate developed markets on the basis of their advanced high-tech products.

New forms of finance

As new forms of entrepreneurship emerge, they will challenge traditional notions of the gap between the financial needs of entrepreneurial firms and the available sources of finance. Revolutionary developments in technology are especially having important impacts. New technology and media firms are challenging and even superseding the traditional role of seed VC. For example, mobile technologies, social networking tools, and crowdfunding mechanisms make it easier to pool and distribute small amounts of seed capital, or microfinance, from individuals who want to invest in or lend to entrepreneurial ventures. Accelerators and start-up factories, such as Seedcamp, can also play an important role in enabling entrepreneurs to overcome the initial phases of start-up. Notably, they can provide small amounts of pre-seed finance in return for equity as well as initial business development support.

Microfinance is increasingly playing a central role in stimulating and nurturing entrepreneurial activity in developing countries. Here microfinance provides entrepreneurs with small amounts of finance that may be impossible to find elsewhere in contexts associated with undeveloped capital markets and an absence of personal wealth.

While microfinance has emerged as uncollateralized start-up loans for people living in poverty, it is developing into a variety of debt- and equity-based financing possibilities. Sources of this microfinance are proliferating and include banks, savings and loan organizations, for-profit investment funds, insurance companies, mobile network operators, as well as individuals acting as microangels and microlenders. Migrant workers from developing countries remitting some of their earnings to family members back home are a growing source of finance. Some of these sources are for-profit businesses, while others are charities and not-for-profit organizations.

Currently, we need to know more about which of the emerging forms of microfinance are most suitable and effective in specific contexts. The most influential forms of microfinance in promoting innovative high-tech entrepreneurs in developed economies may not be the same as those supporting entrepreneurs to get out of desperate poverty in undeveloped economies.

We have little evidence relating to the longer-term performance of entrepreneurs funded with microfinance. Microfinance may facilitate business initiation but it may be more limited in helping these firms to grow and to employ other local people who can be taken out of poverty. The challenge then is to develop mechanisms that can help bridge the development of these microfinance firms from start-ups to sustainable growing firms. As we know from studies of VC support for entrepreneurs, besides finance it is also necessary to provide other support to entrepreneurs in the form of skills and social capital to grow a business successfully.

Dark side of entrepreneurship

Besides these exciting and novel positive developments generated by entrepreneurship, the negative aspects are sometimes forgotten, or neglected. The issue of high new firm closure rates was raised in Chapter 1 with practitioners assuming ‘productive churn’. Although we may be witnessing a golden age of entrepreneurship worldwide in terms of policy and research, there is a dark side that has yet to be fully acknowledged. Two particular aspects of this dark side stand out.

First, William Baumol highlighted that a dark side, or destructive aspect, of entrepreneurship could arise from shortcomings in the institutional rules of the game that allowed and even rewarded corruption and illegal entrepreneurship. Some entrepreneurs may use their wealth to bribe politicians who will protect their interests. In Chapter 1, we highlighted that entrepreneurs can provide competition for existing firms. However, they can have an adverse effect by using their wealth to stifle entry of new innovative firms. Also, they can thus avert competition and delay technological progress and benefits to society.

Some entrepreneurial activities constitute the informal economy, which can bring both costs and benefits to society. Informal economy activities include unregistered businesses that avoid corporate taxes and violate labour regulations, and those businesses that sell counterfeit products. Estimates suggest that informal activities account for between 10 and 20 per cent of GDP in mature economies, and up to 60 per cent in emerging economies. Informal entrepreneurial activities may be illegal, but they arise where formal legal institutions are deemed by a significant group in society to be too restrictive or corrupt to be legitimate. Informal entrepreneurs can compete unfairly with formal businesses, but in some cases may enable formal businesses to operate effectively.

Rapid industrialization confined to some parts of a country may lead to migration to urban areas. This can result in many individuals having to operate in the informal economy in order to subsist. Necessity drives some people to become informal entrepreneurs. This is because entrepreneurship is the only source of income for those unable to gain formal employment. Such entrepreneurs often face major barriers to obtaining resources for entrepreneurship, and may use resources discarded by others (engaging in bricolage as highlighted in Chapter 2) as inputs into their activities (in many countries, for example India, waste such as old tyres can be used as a fuel or recyclable goods can be recovered from waste tips and sold).

Excessive bureaucracy in both developed and emerging economies can generate significant costs and hurdles that stifle formal entrepreneurship. In Chapter 1, we noted that there are marked differences between countries in the ease of starting businesses.

A second aspect of the dark side of entrepreneurship concerns the personal impact. In contrast to the private benefits of amassing significant wealth from entrepreneurship, the costs to family and personal health are often neglected. The downside to the entrepreneur’s qualities of tenacity and willingness to work long hours can be a negative impact upon personal relationships. Some entrepreneurs may not be around enough to sustain relationships, which can lead to divorce from partners and estrangement from children. Also, the single-minded belief in what is needed to make a firm work can create conflicts and unwillingness to cooperate with family members. These tensions may be exacerbated where family members are involved in the entrepreneurial firm.

Failure of entrepreneurial firms may amplify these effects on personal and family life. The loss of homes that have been used as collateral for business loans when a firm fails can be especially challenging to personal relationships. We saw in Chapter 5 how the loss of a firm that the entrepreneur was closely involved with can generate feelings of grief and depression. These entrepreneurs may cease to be entrepreneurs, never to return if they are unable to move on. Their children could also be discouraged from becoming entrepreneurs—like Dean Shepherd and one of the authors of this volume, who both became professors of entrepreneurship instead!

The little evidence we do have on how being an entrepreneur takes its toll shows that entrepreneurs report higher levels of social isolation compared to senior managers. Some entrepreneurs experience insecurity not only about their jobs but also about the future. Further, some entrepreneurs report high incidence of conflicts, accidents, illnesses, stress levels, fatigue and exhaustion, and burnout.

Where do we go from here?

Expectations about the ability of entrepreneurs to deliver economic benefits are high, and have perhaps become too high. While some entrepreneurial firms can create significant private and social benefits, firm failure rates are high, and firm growth presents major challenges. There are significant downsides as well as upsides generated by entrepreneurship. There is a need for greater recognition of these two sides to entrepreneurship among policymakers and educators. Educational programmes need to go beyond proselytizing to alerting potential entrepreneurs to the dangers and pitfalls. This is not to undermine the importance of entrepreneurship, but rather to help build a sustainable entrepreneurial culture rather than one that collapses amid disillusionment.
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