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PREFACE

1st Century Management provides clear and use-

ful discussion by scholars from around the world of

100 of the key issues and topics that managers are
confronting in the 21st century. The structure of discourse
for each issue, and important associated perspectives and
research, is concisely and meaningfully presented. New
technologies, globalization, and associated ethical impli-
cations frame many of these issues. The management of
21st century nonprofit, arts, healthcare, sports, and philan-
thropic organizations are each given chapter length focus.
Significant and helpful bibliographic leads for those in-
terested in further researching an issue are provided. This
worldwide collaboration includes contributions by leading
experts from Australia, Barbados, Canada, Denmark, Fin-
land, France, Germany, India, Ireland, Israel, Italy, Japan,
the Netherlands, New Zealand, Singapore, Taiwan, Turkey,
the United Kingdom, and the United States.

The first section of this handbook focuses on entrepre-
neurship in the 21st century. Those entering the labor mar-
ket today, beyond seeing careers in large enterprises, often
find opportunities to join or start new ventures, sometimes
even in virtual contexts such as second life. What is im-
portant to know about organizational emergence, corporate
entrepreneurship, social entrepreneurship, social enterprise,
high-technology entrepreneurship, the role of government in
helping and impeding entrepreneurs, the special issues that
women must address in starting new businesses, how to go
about planning new businesses, and why entrepreneurs keep
trying after initial failure of a new venture is covered here.

The second topical area to be addressed by this volume
concerns contemporary issues of business, society, and gov-
ernment. The 21st century finds businesses nested in over
multiple jurisdictions, where cultures and values are chang-
ing and that are increasingly beset by crises such as disasters
of the natural environment. Global business citizenship is
discussed as not only a socially responsible and ethical way
for firms to proceed but as a sensible and effective way of
fitting with the requirements of the 21st century. New forms
of labor relations are evolving given the robust positioning

of competition, both domestic and international, of nonunion
and low-wage enterprises. One chapter looks at directions in
labor relations with a focus on what they might be in 2025.
Excessive work and its business consequences is an issue
addressed by a chapter in this book. The factors associated
with the success of women managers in business are ana-
lyzed. Doing well by doing good is a current business buzz
phrase. That is, making money by working with people in
poorer nations who benefit by the partnership. This was
chiefly sparked by Prahalad’s The Fortune at the Bottom
of the Pyramid (2006). The multifaceted dimensions of this
movement are addressed in a chapter in this section. Another
chapter discusses organizational crisis management in the
post-9/11 business epoch. The proactive management of an
organization’s environment including activist groups and
other stakeholders is considered at length.

Managing the global enterprise is addressed with a focus
on doing business in Asia and developing nations. How
firms manage terrorism-induced uncertainty is one of the
areas considered. The development of a global mind-set and
working in a multilingual business world is covered.

Hurricane Katrina and Al Gore’s movie and book put
global climate change on the agenda of leaders of business,
government, and management professors and students, and
the reference librarians who guide them. Part IV, Sustainabil-
ity and the Natural Environment: Green Management, begins
with a chapter “Toward Sustainable Organizations for the 21st
Century.” It is followed by a chapter explaining why firms
comply or do not comply with environmental regulations. An
applied focus is provided by “Understanding and Overcom-
ing the Green Wall: Environmental Strategy, Leadership, and
Change Management in Business.” The section concludes
with a chapter on how many firms collaboratively incorporate
environmentalist concerns in supply chain management.

Strategy in a fast and networked world is the theme of
11 chapters. How strategic decisions are made in high-
velocity contexts begins the section. Innovation, effective
planning, and competition in Internet-based interorgani-
zational systems are covered by three chapters. Evolving

Xi
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aspects of outsourcing to countries such as India is the focus
of another chapter. Business partnerships and mergers are
discussed with a focus on interorganizational product and
service development and deployment.

Six chapters are on operations management with new
technologies in a global context. How companies’ boundar-
ies blur in the integrated and globalized context in the age
of e-business is one of the focal topics. This is followed
by improving supply chain information velocity, product
customization, and cost through extended enterprise ap-
plications. How information technology and automated
processes enable “mass customization” where products can
be individualized profitably is the topic of a chapter. Ethical
manufacturing is given chapter-length treatment.

Organization and disorganization is examined through
the prism of post-9/11 security concerns. One chapter is on
hospital planning for weapons of mass destruction incidents.
Global projects as an important new organizational form is
discussed in a chapter. The constraints of an organization’s
structure on what it does are also covered.

Teaming in and beyond organizations in the knowledge
economy is the focus of five chapters. The section begins with
the evolving nature of work teams as they change to meet the
requirements of the future. Web-based tools for collaborating
with customers to develop new products and services are the
subjects of a chapter. Transnational teams in knowledge-in-
tensive organizations are discussed, as is the coordination in
global teams and the conflict management within them.

The human resources as a key strategic factor section
covers work-home interaction issues, flexibility in work
and scheduling, wellness programs, and career manage-
ment including the special issues associated with mid- and
late careers. Diversity and its management in the age of
globalization are covered in four chapters. Family friendly
organizations are discussed with a focus on the future.

Managing the behavior of people in 21st century orga-
nizations is the subject of nine chapters. Motivating people
working remotely is discussed. Also covered is making
work in public organizations intrinsically motivating.
Understanding and managing misbehavior in organizations
is a chapter. Intercultural communications and strategies
for managing the intercultural dimensions of business are
treated in a chapter. Emotion, trust and mistrust, and or-
ganizational politics are covered here as well. The part on
Organization Development and Change in the 21st Century
also has six chapters discussing how change can be most
effectively carried out in contemporary organizations.

Leadership is discussed over six chapters. The section
begins with a chapter on developing a leadership style to fit
21st century challenges. Then, remote leadership in the new
and evolving technological context is explained. Leadership
across organizational, functional, cultural, and geographical
boundaries is discussed.

The part on Information and Knowledge With Mobility
and Ethics includes chapters covering knowledge man-
agement, communities of inquiry, facilitating mobile and
virtual work, the impact of telework, electronic monitoring

of person Web use at work, information privacy organi-
zations, multilingual and multicultural issues in global
e-commerce, managing intangible capital, and the implica-
tions of radio frequency identification technology.
A new concept for reference books such as this one is
a digital form ancillary providing student term paper as-
signments and course discussion ideas for the topics of
the chapters largely shared by chapter authors (for more
information, go to www.sagepub.com/wankel). This quasi-
instructors’ manual provides reference librarians with an
overview of the sorts of projects and assignments they
might recommend this handbook to facilitate. (Links to the
homepages of the chapter authors are accessible at http://
management-education.net/h.)
—Charles Wankel
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earned his PhD in Administration from the University of
Alabama at Birmingham.

Kevin E. Fox is an Assistant Professor in Industrial/
Organizational Psychology at Saint Louis University. He
earned his PhD at the University of Tulsa. His research is in
the area of emotion and personality. His research has been
published in Personality and Social Psychology Bulletin
and Journal of Occupational Health Psychology.

Donald Gerwin is an Emeritus Professor at Carleton Uni-
versity in Ottawa, Canada and a Visiting Professor at the
Department of Management of Technology and Innovation,
Rotterdam School of Management, Erasmus University.
He lives in Paris. At Carleton, he held a research chair in
technology management and headed the Research Pro-
gram in Managing Technological Change. He is coauthor
of Management of Advanced Manufacturing Technology:
Strategy, Organization and Innovation and has published in
numerous scholarly and professional journals. He has also
held editorial positions with a number of scholarly journals.
He has been invited to research institutes in Austria, France,
Germany, and Norway. His research interests are in manag-
ing new product development within and between firms.

Juergen Glaser is tenured assistant professor at the Chair of
Psychology, Technical University Munich (TUM Business
School). He received his habilitation and PhD in psychology
from the University of Munich and the Technical Univer-
sity Munich. His current research interests are occupational
health, stress and burnout, interaction work, and creativity.

Devi Ram Gnyawali, PhD (University of Pittsburgh), is
an Associate Professor at the Pamplin College of Business,
Virginia Polytechnic Institute and State University (Virginia
Tech). His research interests include dynamics of interfirm
collaboration and competition, role of internal and collabo-
ration-based knowledge and capabilities on firm innovation,
and knowledge flows in multinational corporations.

Timothy Golden, PhD, is an Assistant Professor of Man-
agement in the Lally School of Management and Technol-
ogy at Rensselaer Polytechnic Institute (RPI). His current
research interests include telework and other forms of vir-
tual work, work-family conflict, dispersed leadership, and
managerial ethics. His research has appeared recently in a
number of journals, including the Academy of Management
Executive, Journal of Management, Journal of Organiza-
tional Behavior, Journal of Applied Psychology, Journal of
Vocational Behavior, and others.

Robert 1. Goler, Director of the Graduate Arts Manage-
ment Program at American University (Washington, DC),
has been a Fellow in Museum Practice at the Smithsonian
Institution and Research Fellow at The Winterthur Museum
and codirected the Performing Arts Research Coalition for
Washington, DC. He has worked at several museums includ-
ing the Chicago Historical Society and the National Museum

of Health and Medicine, and he was on the faculty of The
New School for Social Research. His articles have appeared
in numerous journals including the Journal of Arts Manage-
ment, Law and Society, Journal of Museum Management
and Curatorship, and Journal for Nonprofit Management.

Mikhail Grachev is Professor at Western Illinois Uni-
versity and University of lowa. His professional expertise
is multinational organizations’ strategies, cross-cultural
management, and international human resource manage-
ment. He served as university faculty in the United States,
Russia, France, Hungary, Czech Republic, and Japan, and
he was named Wharton Senior Research Scholar. Mikhail
Grachev contributed to various cross-national educational
programs and taught in executive education programs. He is
the author of several books and articles in top-tier academic
journals.

George B. Graen, a working class, native Minneapolitan
received his PhD at the University of Minnesota in 1967
and was a Research Professor at several universities, Illinois,
Champaign-Urbana, Minnesota, Cincinnati, Louisiana, Sci-
ence and Technology of Hong Kong, Chinese University of
Hong Kong, Donghau in China and Nagoya, and Keio in
Japan. Graen, father of LMX leadership theory, has been
actively researching communications for 40 years. He cur-
rently edits with Joan A. Graen, his wife of 48 years, LMX
Leadership: The Series designed to stimulate more penetrat-
ing research in organizational leadership communications.

Stephanie E. Granda is a doctoral student in Industrial/Or-
ganizational Psychology at Saint Louis University. She is a
consultant at Colarelli, Meyer, and Associates, a St. Louis-
based management consulting company. Her research in-
terests are in the area of work affect, job attitudes, and
employee retention.

Lisa K. Gundry is Professor of Management in the
Kellstadt Graduate School of Business and Director of the
Center for Creativity and Innovation at DePaul University.
She teaches Creativity in Business and Entrepreneurship
Strategy, and her research focuses on creativity and innova-
tion strategies and processes in organizations.

Martine R. Haas is an associate professor of management
at the Wharton School of the University of Pennsylvania.
She received her PhD from Harvard University. Professor
Haas has worked as a management consultant for McKinsey
and Company in London, and for the international develop-
ment agency Oxfam. Her research explores how knowledge
is utilized within and across complex organizations and the
implications for important performance outcomes. She has
published articles in academic journals including Adminis-
trative Science Quarterly, Management Science, Organiza-
tion Science, and Strategic Management Journal.

Allegre L. Hadida is an Assistant Professor at Judge
Business School and a Fellow of Magdalene College



in Cambridge, UK. Her research interests include the
Resource-Based View, New Institutional Economics, and
arts management. She is a Visiting Professor at HEC, Paris,
and was on research leave at MIT Sloan School of Manage-
ment in 2007.

S. Duane Hansen is a PhD student at the Krannert School
of Management, Purdue University. He earned his MBA,
Beta Gamma Sigma, at Willamette University. He has con-
ducted research or managed technology-related projects
for several large organizations and is currently pursuing
research interests in organizational monitoring, trust, and
leadership.

Hunter L. Harris is currently researching organizational
politics within management settings and hopes that this
stream of research will help further understanding and ul-
timately alleviate the epidemic of malicious workplace
politics. He founded the Center for Advanced Research in
Organizational Politics. Hunter has completed a number
of consulting engagements in organizational effectiveness
and business process engineering roles including Honey-
well International, United Technologies Corp, GlaxoSmith-
Kline Pharmaceuticals, USAA, and Agilent Technologies.
His education includes BS (Marketing) from Oklahoma
State University, MBA from Wake Forest University,
MILR (Strategic HRM) from Cornell University, and is
currently pursuing his PhD (Management) from Vanderbilt
University.

S. Alexander Haslam is Professor of Social and Organi-
zational Psychology at the University of Exeter. A former
Chief Editor of the European Journal of Social Psychology,
in 2005, he received a Kurt Lewin award for outstanding
contribution to research in social psychology from the Eu-
ropean Association of Experimental Social Psychology.
His most recent books are Psychology in Organizations:
The Social Identity Approach (2nd ed. 2004) and Social
Identity at Work: Developing Theory for Organizational
Practice (with van Knippenberg, Platow, & Ellemers 2003).
In 2006, he was made a Fellow of the Canadian Institute of
Advanced Research.

John Hassard is Professor of Organizational Analysis at
Manchester Business School (University of Manchester)
and Senior Professorial Research Associate at the Judge
Business School, University of Cambridge. Previously, he
taught and researched at the London Business School and
Universities of Cardiff and Keele. His main research in-
terests lie in theories of organization, critical management
studies, and the empirical analysis of industrial change,
especially in relation to transitional economies. On these
subjects, he has published 12 books and more than 100 re-
search articles. Hassard is currently a board member of the
Society for the Advancement of Management Studies.

Jinyu He is an Assistant Professor at the Department of
Management of Organization of the Hong Kong University

About the Contributors « xxv

of Science and Technology. He received his PhD in Strate-
gic Management from the University of Illinois at Urbana-
Champaign. His primary research interests are corporate
governance and firm-level competitive behavior.

Shaoyi He, Associate Professor of Information Systems,
California State University San Marcos. He received his
PhD from the University of North Carolina at Chapel Hill
in 1998. His current research interests include interplay
of technology, culture, and language in global e-business;
multilingual information access and retrieval on the Web;
multilingual issues in e-commerce Web site glocalization;
and language barriers in marketing across cultures. He has
published papers in such academic journals as Journal of the
American Society for Information Science, Information Pro-
cessing and Management, Journal of Information Communi-
cation and Library Science, Electronic Library, and Journal
of China Society for Scientific and Technical Information.
He is a member of the Association of Computing Machinery,
Association for Information Systems, and American Society
for Information Science and Technology.

Colette Henry is Head of Department of Business Stud-
ies at Dundalk Institute of Technology and Director of
the Institute’s Centre for Entrepreneurship Research. Her
research interests include entrepreneurship education and
training, program design and evaluation, enterprise policy
and effectiveness, female entrepreneurship, and the creative
industries. She is author of Entrepreneurship Education
and Training, coeditor of Female Entrepreneurship: Im-
plications For education, Training and Policy published
in September 2006, and editor of Entrepreneurship in the
Creative Industries—A Global Perspective. She also edits
the Ernst & Young Entrepreneur of the Year Case Series and
the INTRE—Irish Cases in Entrepreneurship (Volume 2).

Clive Holtham, after taking a master’s degree in manage-
ment, trained as an accountant and was Young Accountant
of the Year in 1976. Following 6 years as a Director of
Finance and IT, he moved to the Business School in 1988.
His research is into the strategic exploitation of information
systems, knowledge management, and management learn-
ing. He has been an adviser to the European Parliament
on educational multimedia. In 2003, he was awarded a
UK National Teaching Fellowship. He is author of a large
number of publications, lectures, broadcasts, and consults
in the United Kingdom and internationally.

Russell Hoye, PhD, is an Associate Professor in Sport Man-
agement in the School of Sport, Tourism and Hospitality
Management at La Trobe University, Australia. His research
and teaching interests focus on the governance and manage-
ment of sport organizations and the fields of organizational
theory and public policy. His most recent books include
Sport Governance (2007), and Working with Volunteers in
Sport: Theory and Practice (2006). He is the Series Editor
for the Sport Management Series
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Loretta Inglis is a lecturer in the Department of Manage-
ment, Monash University, Melbourne, Australia. She has
published in the area of nonprofit organizations, leadership
and arts management..

Kerr Inkson, PhD (University of Waikato, New Zealand),
is an Adjunct Professor of Management at the University of
Waikato, New Zealand. He has published over 60 refereed
journal articles (including articles in Administrative Sci-
ence Quarterly, Journal of Applied Psychology, Journal of
Management Studies, Human Relations, Journal of Orga-
nizational Behavior, and Journal of Vocational Behavior),
over 30 book chapters, and 12 books including The New
Careers (with M. B. Arthur & J. K. Pringle 1999), Cultural
Intelligence (with D. C. Thomas 2004), and Understand-
ing Careers: The Metaphors of Working Lives (2007). He
is a former Chair of the Careers Division, Academy of
Management.

Uma Janardana Iyer is an Associate Professor and coor-
dinator for Industrial/Organizational Psychology program
at Austin Peay State University. She received her PhD
from the Indian Institute of Technology, India and previ-
ously taught at the psychology department at University
at Albany. Iyer has presented her research work at numer-
ous professional and international conferences and has
several publications in peer-reviewed journals in manage-
ment and psychology. Iyer has won teaching excellence
award and was an invited delegate at the Oxford Round
Table, United Kingdom. Her research interests include
performance evaluation, achievement motivation, job at-
titudes and behavior, diversity, and cross-cultural issues
at workplace.

Mariann Jelinek, PhD, is the Richard C. Kraemer Chair of
Strategy at the Mason School of Business at the College of
William and Mary in Williamsburg, Virginia, and visiting
Research Professor at the Technical University of Eind-
hoven, the Netherlands. Her research centers on innovation,
technology and organizations, and high-technology firms
and mature industries.

Murray E. Jennex, PhD, PE, CISSP is an Associate Pro-
fessor at San Diego State University, Editor in Chief of the
International Journal of Knowledge Management, Presi-
dent of the Foundation for Knowledge Management (LLC),
and the HICSS Knowledge Management Systems Track
cochair. He is the author of over 100 journal articles, book
chapters, and conference proceedings.

M. Eric Johnson is Director of Tuck’s Glassmeyer/McNa-
mee Center for Digital Strategies and Professor of Opera-
tions Management at the Tuck School of Business, Dart-
mouth College. His teaching and research focuses on the
impact of information technology on supply chain manage-
ment. His research articles have appeared in such academic
journals as Management Science, Operations Research,
IEEFE Transactions on Engineering Management, Produc-
tion and Operations Management, Manufacturing and Ser-

vice Operations Management, and Transportation Science.
He holds PhD in engineering from Stanford University.

Ruth Kanfer is Professor of Psychology at Georgia Institute
of Technology, Atlanta, Georgia. She is a Fellow of APA,
SIOP, and APS and past representative on the AoM Board of
Governors. Her research interests include the role of person-
ality and motivation in skill training, job performance, job
search, and workforce aging. Recent awards for her work in-
clude SIOP’s Distinguished Scientific Contributions Award,
and the Williams Owens Scholarly Achievement Award.

Hugo M. Kebhr is holding the Chair of Psychology at the
Technical University Munich. A Heisenberg Fellow of the
German Research Foundation and a von Humboldt Fellow,
Kehr received his habilitation and his PhD in psychol-
ogy from the University of Munich. His research interests
include work motivation, volition, self-management, and
leadership.

Elizabeth Kelley is a member of the Faculty of Man-
agement, Dalhousie University, Halifax, Nova Scotia. She
received her PhD in Management from Saint Mary’s Uni-
versity, Halifax. Her research explores the role of context in
leadership theory and practice and her dissertation (2005)
focused on leadership in a virtual environment.

E. Kevin Kelloway is Professor of Management and Psy-
chology at Saint Mary’s University and Senior Research
Fellow at the CN Centre for Occupational Health and
Safety, Halifax. Kelloway’s research interests include oc-
cupational health psychology, leadership, the development
and measurement of work attitudes/values, unionization,
and the management of knowledge workers.

Frances A. Kennedy is an Associate Professor at Clem-
son University teaching management accounting. Kennedy
also has 13 years of experience in public accounting and
in industry. She worked as accounting manager in a manu-
facturing facility and as an analyst on a new product devel-
opment team. Kennedy’s research focuses on performance
measurements and control systems in lean enterprises. She is
the 2006 recipient of the Silver Lybrand Medal awarded by
the Institute of Management Accounting and the 2006 Award
of Merit from the International Federation of Accountants for
her contributions to the field of management accounting.

Gary A. Knight is Associate Professor and Director of In-
ternational Business Programs at Florida State University.
His research focus is international business strategy, born-
global firms, and the effect of terrorism on international
firms. He has written over 90 articles published in aca-
demic journals and conference proceedings. He serves on
the editorial review boards of the Journal of International
Business Studies, Journal of International Marketing, and
Journal of International Entrepreneurship. He obtained a
MBA from the University of Washington and a PhD from
Michigan State University, and he was an executive in in-
dustry prior to joining academia.



S. C. Lenny Koh, PhD, is Director of Logistics and Supply
Chain Management Research Group, Full Professor in Op-
erations Management, at the University of Sheffield Man-
agement School United Kingdom. She holds a Doctorate
in Operations Management and a first-class honors degree
in Industrial and Manufacturing Systems Engineering. Her
research interests include ERP/ERPII, uncertainty manage-
ment, modern operations management practices, logistics
and supply chain management, e-business, e-organizations,
knowledge management, sustainable business, and eco-
logistics. She has over 185 publications and is in the Mar-
quis Premier Edition of Who’s Who of Emerging Leaders.
She is editor of several journals and chairperson of inter-
national conferences.

Ans Kolk is Full Professor at the University of Amster-
dam Business School, the Netherlands. She is also director
of the research institute. Her areas of research, teaching,
and publications are in corporate social responsibility and
environmental management, especially in relation to the
strategy and management of international business firms
and international policy. Professor Kolk has published in a
range of international journals such as Journal of Interna-
tional Business Studies, Harvard Business Review, Manage-
ment International Review, California Management Review,
Journal of World Business, World Development, Journal of
Business Ethics, Business and Society, European Manage-
ment Journal, Business Strategy and the Environment, and
Business and Politics.

Tobias Kollmann is a Professor of Business Administra-
tion at the University of Duisburg-Essen, Germany. He re-
ceived his doctorate in 1997 with a thesis on the acceptance
of innovative telecommunication and multimedia systems.
From 2001, he was the chair of e-business at the University
of Kiel, Germany, teaching at the Multimedia Campus Kiel.
Since 2005, he is the chair of e-business and e-entrepreneur-
ship at the University of Duisburg-Essen, where he focuses
particularly on questions of business venturing and business
development in the field of the net economy.

Janet L. Kottke is a Professor of Psychology at Califor-
nia State University, San Bernardino and founder of the
Master of Science program in Industrial and Organiza-
tional Psychology offered at CSUSB. Her research interests
include workplace diversity, measurement of individual
and group outcomes, and graduate education planning and
programming.

Roderick M. Kramer is the William R. Kimball Professor
of Organizational Behavior at the Stanford Business School.
He is the author or coauthor of more than 100 scholarly ar-
ticles. His work has appeared in leading academic journals,
as well as popular journals. He is the coauthor of numerous
books, including Negotiation in Social Contexts, Trust in
Organizations, Power and Influence in Organizations, and
Trust and Distrust Within Organizations. He has been on
the editorial boards of numerous leading academic journals
including Administrative Science Quarterly and Organiza-
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tion Science. He lives in Stanford, California with his wife
and children.

Sascha Kraus is Assistant Professor at the University of
Oldenburg and member of the board of the Institute of Man-
agement Research Cologne (Germany). He lectures Entre-
preneurship and Innovation Management at the University
of Klagenfurt and the Vienna University of Economics and
Business Administration (Austria). Kraus holds a doctorate
from the University of Klagenfurt as well as several mas-
ter’s degrees from universities from Germany, The Nether-
lands, and Australia. He has further been founder of a new
business venture in the media branch and board member of
two German SMEs. His main research areas are Strategic
Management and Entrepreneurship.

Wendelin M. Kiipers, Senior Lecturer and Senior Re-
searcher, Department of Business Administration, Leader-
ship, and Organization at the University in Hagen, Ger-
many, and is also teaching at Universities of St. Gallen
and Innsbruck. He received PhDs from the University of
Witten/Herdecke, Germany and Ruhr University. From
March 2008 he will be affiliated with Massey University,
New Zealand. His published research focuses on integral
leadership as well as on the emotional and aesthetic dimen-
sions and issues of knowledge and learning in and of orga-
nizations. He is developing an integral “pheno-practice,” the
practical relevance of phenomenology for questions related
to integral ways of organizing and managing.

Dovev Lavie is an Assistant Professor at the University of
Texas at Austin. He received his PhD in Management from
the Wharton School at the University of Pennsylvania. Lavie
is a Sloan Industry Studies Fellow, a winner of the Academy
of Management William H. Newman Award, a recipient
of the Academy of Management BPS Distinguished Paper
Award, a recipient of the INFORMS TMS Best Disserta-
tion Award, and also a Landau Fellow, currently serving
as a senior lecturer at the Technion. Focusing on strate-
gic management, Lavie’s research interests include value
creation and appropriation in alliance networks, relational
capabilities and performance implications of alliances, and
applications of the resource-based view in interconnected
technology-intensive industries. His work has been pub-
lished in the Academy of Management Review, Academy
of Management Journal, and the Strategic Management
Journal among other outlets.

Gwo-Guang Lee is a professor in the Department of In-
formation Management at National Taiwan University of
Science and Technology (NTUST), Taipei, Taiwan. He
received a PhD from the School of Computer Studies at
the University of Leeds, UK, in 1993. His current research
interests focus on organizational behavior, knowledge man-
agement, and IS strategic planning.

Orly Levy is a consultant based in Tel Aviv, Israel. In her
research and consulting practice, she specializes in leading
and managing cultural change in multinational corpora-
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tions, managerial global mind-set development, and cross-
cultural team effectiveness. Her research publications have
appeared in the Journal of International Business Stud-
ies, Journal of Organizational Behavior, The International
Journal of Human Resource Management, and Advances in
International Management. She received her PhD in sociol-
ogy from the University of Wisconsin-Madison.

David Lewin, PhD, is the Neil Jacoby Professor of Manage-
ment, Human Resources, and Organizational Behavior at
UCLA, where he is Senior Associate Dean for the MBA pro-
gram. He has published 19 books and more than 150 articles.
His recent books include International Perspectives and
Challenges in Human Resource Management, Human Re-
source Management: An Economic Approach, The Human
Resource Management Handbook, Advances in Industrial
and Labor Relations, Volume 15, and Contemporary Issues
in Industrial Relations. He is senior editor of Advances in
Industrial and Labor Relations, and a member of the edito-
rial boards of Industrial Relations, Industrial and Labor
Relations Review, and California Management Review.

Marvin Lieberman, PhD (Business Economics, Harvard
University), is Professor of Policy at the UCLA Anderson
School of Management. His teaching and research interests
are in the areas of competitive strategy, industrial econom-
ics, and operations management. He has published articles
on various business topics including market entry and exit,
first mover advantages, cost reduction and productivity
improvement, and strategic investment.

Peter W. Liesch is Chair of the Enterprise and International
Business Cluster at The University of Queensland Business
School. He has published widely in academic journals, in-
cluding the Journal of International Business Studies, Jour-
nal of Operations Management, Journal of World Business,
Journal of Business Research, Journal of Management
Studies, Management International Review, and others. He
is a Professional Member of the Economic Society of Aus-
tralia, and a Fellow of the Australian Institute of Manage-
ment. He serves on the Standing Committee of University
of Queensland’s Academic Board. His research interests
include internationalization of the firm, alternative systems
of exchange, and international business operations.

Hsiu-Fen Lin is an assistant professor in the Department of
Shipping and Transportation Management, National Taiwan
Ocean University. She holds a PhD in Information Man-
agement from National Taiwan University of Science and
Technology. Her research interests include electronic com-
merce, knowledge management, and organizational impact
of information technology.

Jeanne M. Logsdon, PhD, is a Regents Professor and holds
the Jack and Donna Rust Professorship of Business Ethics
at the Anderson Schools of Management, University of
New Mexico. Her current research focuses on many topics
related to corporate social performance, including global
business citizenship, business ethics, shareholder activism,

environmental problems and remedies, and collaboration
between the private, nonprofit, and public sectors. Logsdon
coauthored with three colleagues Global Business Citizen-
ship: A Transformative Framework for Ethics and Sustain-
able Capitalism, published by M.E. Sharpe in 2006. She
has served as the editor of Business & Society and co-edited
the Proceedings of the International Association for Busi-
ness and Society annual meetings in 2005, 2006, and 2007.
She was presented with the Sumner Marcus Award for
Outstanding Service by the Social Issues in Management
Division of the Academy of Management in 2007.

T. C. Daniel Loh, PhD, is a member of Logistics and
Supply Chain Management Research Group and a Uni-
versity Tutor at the University of Sheffield Management
School United Kingdom. He holds a Doctorate in Opera-
tions Management and a first-class honors degree in Indus-
trial and Manufacturing Systems Engineering. His research
interests include Supply Chain Management, ERP/ERPII,
Uncertainty Management, Knowledge Management, E-
logistics and the use of Radio Frequency Identification in
warehouse management. He has over 3 years commercial
experience in electronic company and over 10 research
publications both national and international.

Ravindranath “Ravi” Madhavan, PhD (University of
Pittsburgh), is an Associate Professor of Business Adminis-
tration at the Joseph M. Katz Graduate School of Business,
University of Pittsburgh. His research seeks to understand
the interaction structure of competitive advantage as it
applies to corporate strategy and to the dynamics of glo-
balization.

Naveen K. Malhotra is Professor of International Busi-
ness and Finance at Eckerd College. He holds BA, MBA,
and PhD degrees from University of Delhi, University of
Tampa, and University of South Florida. He has published
widely on the issues of Lifelong Learning and International
Business. As the Sam M. Walton Free Enterprise Fellow at
Eckerd College, he directs the highly successful service-
learning chapter of Students in Free Enterprise. His teams
have repeatedly won regional and national championship
awards and have been recognized for their efforts by the
City Council and the Mayor of St. Petersburg, Florida.

Leo McCann, PhD, is Lecturer in International and Com-
parative Management at Manchester Business School. He
is primarily interested in the sociology of work and em-
ployment, especially in transitional economies (particularly
Russia and China) and the advanced economies of the
United Kingdom, the United States, and Japan.

Jonathan Morris is Professor of Organizational Analysis
and HRM Section Head at Cardiff University’s Business
School. His research interests are in management and or-
ganization in East Asia and management and new organi-
zational forms and currently, a large ESRC-funded project
critically evaluating the management of the UK Labour
government’s modernization agenda.



Matthew Nicholson, PhD, is a Senior Lecturer in Sport
Management in the School of Sport, Tourism and Hospitality
Management at La Trobe University, Melbourne, Australia.
His research and teaching interests focus on the relationship
between sport and the media, the contribution of sport to so-
cial capital, and sport policy development and practice. His
most recent books include Sport and the Media: Managing
the Nexus (2007), Sport Management: Principles and Ap-
plications (2006), and Australian Sport: Better by Design?
The Evolution of Australian Sport Policy (2004).

Tjai M. Nielsen is an Assistant Professor in the School of
Business at The George Washington University (GWSB).
Nielsen teaches in GWSB’s MBA and doctoral programs. He
has authored more than 20 research articles and book chap-
ters on work teams and executive development. Recently,
Nielsen received a Best Reviewer Award from the Academy
of Management. He currently serves on the editorial boards
of the Journal of Organizational Behavior and Group &
Organization Management. Prior to joining GWSB, Nielsen
worked as a consultant for RHR International Company. In
this role, he worked with a variety of organizations in North
America, Europe, and the Middle East.

Sonia Ospina is Associate Professor of Public Management
and Policy and Faculty Director of the Research Center for
Leadership in Action at New York University’s Robert F.
Wagner Graduate School of Public Service. Her work is
grounded on institutional analysis and organizational theory
and spans both the United States and Latin America. Her re-
search explores how responsibility is negotiated and distrib-
uted among stakeholders participating in collective problem
solving in society and in organizations and its impact on
democracy. Ospina currently directs a Ford Foundation
sponsored multiyear, national research project on social
change leadership in the United States and participates
in a comparative study of public management evaluation
systems in thirteen countries in Latin America. She has au-
thored numerous articles and books, among them, I/lusions
of Opportunity: Employee Expectations and Work Place
Inequality (Cornell University Press, 2006). Ospina earned
her PhD in Sociology and a master’s in Public Policy and
Management from the State University of New York at
Stony Brook.

Ken Peattie is Professor of Marketing Strategy at Cardiff
Business School, which he joined in 1986, after spending
time working in marketing practice in the international
paper and electronics industries. He is also Director of the
ESRC Research Centre for Business Relationships, Ac-
countability, Sustainability, and Society (BRASS), which
specializes in research into corporate sustainability and
social responsibility. His research focuses on the implica-
tions that sustainability has for the marketing and corporate
strategies of business, and for marketing and management
research and education. He has authored two books and
numerous book chapters and refereed journal articles on
these issues.
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Ronald W. Perry is Professor of Public Affairs at Arizona
State University. His principal research interests are in di-
saster preparedness, public hazard education, and disaster
operations. Perry currently serves on the Steering Com-
mittees for the Phoenix Urban Area Security Initiative,
the Phoenix Metropolitan Medical Response System, and
the Arizona Council for Earthquake Safety. He holds the
Award for Excellence in Emergency Management from the
Arizona Emergency Services Association and the Award
for Outstanding Environmental Achievement from the U.S.
Environmental Protection Agency. The Phoenix Fire De-
partment selected him for the Pearce Memorial Award for
Contributions to Hazardous Incident Management.

Claudia Peus is Assistant Professor of Social/Organiza-
tional Psychology at Ludwig Maximilian University Mu-
nich (Germany) and a Visiting Scholar at MIT’s Sloan
School of Management. Her research interests include the
impact of leadership on follower attitudes and behaviors,
leadership development, and women in management. In
addition to her academic work, she is involved in executive
education programs for managers of commercial as well as
non-profit organizations.

Elly Philpott is a Senior Research Fellow at the University
of Bedfordshire, a visiting lecturer at the University of
Hertfordshire and a private business consultant. She has a
BSc in Physical Science, a Master’s in IT for Manufacture,
and a PhD in Concurrent Engineering and design ethos. She
has worked in international supply chain management in
the telecommunications sector and with various aerospace
and automotive OEMs to improve new product introduc-
tion processes. More recently, She has been engaged in the
support of local SMEs.

Rebecca Piekkari is Professor of International Business
at the Helsinki School of Economics, Finland. Her area of
expertise is international management, with a specific focus
on management of global corporations. She has also written
about the use of qualitative research methods in interna-
tional business. Her articles have appeared in the Journal
of Management Studies, European Management Journal,
International Journal of Cross-Cultural Management, In-
ternational Business Review, Management International
Review, Corporate Communications, and Business Commu-
nication Quarterly. Her most recent book is the Handbook
of Qualitative Research Methods for International Business
(with C. Welch) published by Edward Elgar in 2004.

Frank T. Piller is a Professor of Management at RWTH
Aachen University, Germany, and the director of its innova-
tion management group. He also holds a research affiliation
with the MIT Design Lab at the Massachusetts Institute of
Technology in Cambridge, Massachusetts. He graduated
summa cum laude with a PhD in operations management
from the University of Wuerzburg, Germany, and worked
as an assistant/associate professor at TUM Business School
(Munich, Germany) from 1999 to 2004. Before joining
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Aachen University, he held a research fellowship at MIT
Sloan School of Management from late 2004 until 2007.
Piller’s research focuses on user cocreation, mass custom-
ization, and the management of discontinuous innovation.

Pierpaolo Pontrandolfo is Full Professor in Business and
Management Engineering at the Polytechnic of Bari, Italy,
where he is Head of Department of Environmental Engi-
neering and Sustainable Development. He holds a PhD in
Advanced Production Systems. He was visiting scholar at
the University of South Florida, USA, in 1995 and 1997.
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ORGANIZATIONAL EMERGENCE
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million people globally are involved in the process

of starting up a new venture (Reynolds, Bygrave, &
Autio, 2003). This makes the study of emerging organiza-
tions one of the primary areas of research in the field of en-
trepreneurship (Aldrich, 1999). Organizational emergence
is a dynamic process involving activities such as obtain-
ing resources, developing products, hiring employees, and
seeking funding. New ventures undertake these activities at
different times (Lichtenstein, Dooley, & Lumpkin, 2006),
and in different orders (Carter, Gartner, & Reynolds, 1996).
Carrying out these activities lays the foundation for the new
venture to develop unique capabilities and to gain the trust
of stakeholders.

Organizational emergence involves those activities and
events that are undertaken before an organization becomes
an organization. This is the “in creation” period in the life
cycle of an organization. The individuals who undertake
purposeful actions to construct an organization based on
their vision are referred to as nascent entrepreneurs (Aldrich,
1999; Baron, 1998, 2000; Bird, 1988). During emergence,
the nascent entrepreneurs bring together resources and en-
gage in activities that will eventually distinguish the business
as an entity that is separate from the individuals who began it
(Carter et al., 1996; Reynolds, Storey, & Westhead, 1994).

While start-up activities are an important component
when trying to understand an emerging organization, it
is also important to develop an understanding of the in-
dividuals involved in the start-up process. These nascent
entrepreneurs may form an organization on their own, or
work with others in a team (Aldrich, 1999). They have dif-
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It has been estimated that at any one time over 500

ferent motivations for starting a firm, from wanting greater
independence to trying to gain wealth (Carter et al., 1996),
and they tend to have different support systems and career
mentors. While some nascent entrepreneurs have a high
regard for themselves and their ability (Markman, Balkin,
& Baron, 2002), others are more modest. In addition, indi-
viduals who are thinking about starting a business tend to
look for start-up opportunities in different places, and have
very different ideas about what the size and scope of the
business should be once the new venture is established.

In this chapter, we examine the scholarship around or-
ganizational emergence. To do so, we start by taking a look
at the well-regarded conceptual model of organizational
emergence developed by Katz and Gartner (1988). We
then examine the empirical research with respect to who
nascent entrepreneurs are and what nascent entrepreneurs
do. Specifically, we review research on entrepreneurial
cognition plus start-up activities and social capital. We
then discuss the scholarship on indicators of emergence or
start-up success. Finally, we present two sources of data on
nascent firms that scholars can use when examining this
phenomenon. We conclude with some possible areas of
future research about emerging organizations.

CONCEPTUAL FRAMEWORKS:
THE KATZ AND GARTNER MODEL

Katz and Gartner (1988) developed a well-regarded frame-
work that explains organizational emergence by outlining
four basic properties of emerging organizations. These



properties are as follows: intentionality—the purposeful
effort involved in organization emergence; resources—the
tangible building blocks of an organization; boundary—the
creation of protected or formalized areas in which emer-
gence occurs; and exchange—the crossing of boundaries
to either secure inputs (e.g., resources) or outputs of the
organization. While we will look at these four properties
independently, it is important to remember that we are do-
ing so for conceptual convenience and that these properties
are interrelated and overlap substantially.

Intentionality

Intentionality is “an agent’s seeking [of] information that
can be applied toward achieving the goal of creating a new
organization” (Katz & Gartner 1988, p. 431). Organizations
are created by individuals acting purposefully, and there-
fore it is the entrepreneurs’ intentions that lead to activi-
ties involved in organization creation (Bird, 1988; Shook,
Priem, & McGee, 2003). In the Katz and Gartner model,
intentionality is used to represent the individual cognitive
characteristics of the nascent entrepreneur, thus addressing
the question of who nascent entrepreneurs are.

Resources

Resources are the building blocks of an organization.
They include human and financial capital, property, and
equipment (Katz & Gartner 1988, p. 432), as well as personal
funds, time, and experience (Brush, Greene, & Hart, 2001).
Resources are used, combined, and coordinated into the pro-
duction activities of the new organization (Penrose, 1957).
Studies examining the role of resources in new ventures
find that different resource configurations influence new
firm success, firm resources interact with firm strategies,
and entrepreneurs “make do” with the resources that they
have (Baker & Nelson, 2004; Brush et al. 2001; Chandler &
Hanks 1994; Edelman, Brush, & Manolova, 2005).

Boundary

Boundary is the “barrier condition between the organiza-
tion and its environment” (Katz & Gartner 1988, p. 432).
It is the “space” where the organization exerts some con-
trol over the resources in its environment. Boundaries can
be determined by social relations, time, legal and formal
contracts, and physical and spatial considerations (Scott
1987). As boundaries coalesce, routines and competencies
are developed within the now defined firm, which allows
it to compete and cooperate (Aldrich, 1999). Boundaries
may be formal, as in legal form, or informal, as in the case
when the entrepreneur makes a conscious decision to found
the business (Learned, 1992). Early boundary-defining ac-
tions include deciding on which people to hire, how jobs
are structured, and how new members interact with each
other, including how they interact with people outside the
organization (Aldrich, 1999). Empirical studies examin-
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ing boundaries of new organizations find that in the early
phases of organizational evolution, organizational struc-
tures, practices, and boundaries vary widely, but tend to be
informal and fluid (Bhave 1994).

Exchange

Exchange refers to cycles of transactions that occur
within an organization (Katz & Gartner, 1988). While ex-
change can occur within the boundaries of an organization
(i.e., across different areas of the organization), for small
fledgling firms, most exchanges occur across organizational
boundaries or between firms. The pattern of exchange usu-
ally involves resources or inputs that are transformed into
outputs (Katz & Kahn, 1978). Exchanges are inherent in
the social contract: employees or participants in the organi-
zation agree to perform certain work in exchange for pay,
rights, or privileges (Weick, 1979). Resources are acquired
through an exchange process while goods and services are
produced and exchanged across boundaries of the organiza-
tion (Scott, 1987).

Limitations of the Katz
and Gartner Model

While the Katz and Gartner (1988) framework pro-
vides researchers with a solid foundation for examining
the phenomenon of organizational emergence, as with all
frameworks it has a number of limitations. Specifically, the
framework was initially developed as a means for entrepre-
neurship researchers to identify new ventures in the greater
population of firms, and so focuses on tangible dimensions
of organizations that are considerably more easily identi-
fied. In doing so, it fails to adequately develop the theoreti-
cal framework for a number of less tangible dimensions that
play an important and ongoing role in the development of
new firms. Two such dimensions are behaviors that lead
to enhanced organizational legitimacy and behaviors that
lead to organizational knowledge creation, accumulation,
and transfer.

EMPIRICAL RESEARCH:
THE NASCENT ENTREPRENEUR

Early research on entrepreneurial cognition looked at what
is now known as “trait research.” Emerging from the early
psychological research on needs (McClelland, 1961), en-
trepreneurial trait research focused on the search for a
set of stable personality characteristics that distinguished
entrepreneurs from nonbusiness owners. Trait factors in-
cluded characteristics such as age, marital status, and family
background. Typically these traits were easy to identify and
readily measurable (they included items such as gender,
education, family, and race).

The objective behind this line of inquiry was to determine
the individual’s propensity to engage in entrepreneurial
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behavior based on the individual characteristics of an en-
trepreneur. While the best of these studies compared en-
trepreneurs to nonentrepreneurs (Collins & Moore, 1964)
or compared groups of entrepreneurs (Smith, 1967), the
general consensus is that research on entrepreneurial traits
did little to advance our knowledge of entrepreneurship, and
that entrepreneurship researchers would be better served
focusing on what entrepreneurs did as opposed to who they
were (Gartner, 1989; Shaver & Scott, 1991).

While trait research has largely been undercut by more
recent scholarship, work in this area still exists on specific
key individual dimensions. For example, the level of educa-
tion has been explored in international studies of nascent
entrepreneurs, with the general finding that individuals with
medium to high levels of education are more likely to engage
in start-up behaviors (Arenius & De Clerck, 2005; Delmar &
Davidsson, 2000). Also, previous experience in starting one’s
own firm has been found to correlate with start-up behavior
(Cooper & Gimeno-Gascon, 1992). However, traits such as
previous management experience, and amount of work ex-
perience have not been found to lead to new venture start-up
(Aldrich & Kim, 2005; Delmar & Davidsson, 2000).

More recent scholarship examines specific cognitive
attributes of nascent entrepreneurs. For example, entrepre-
neurial intentions—individuals’ beliefs influencing their
intentions (Shapero, 1982)—has been explored in the theo-
retical work of Bird (1988), Katz (1992), and Krueger and
Brazeal (1994). In addition, empirical work by Kolvereid
(1997) provides support for the importance of entrepreneur-
ial intentions to start-up success.

Another extension of the work on intentions is a re-
cent study on the reasons why nascent entrepreneurs chose
entrepreneurship as a career (Carter, Gartner, Shaver, &
Gatewood, 2003). The study examined the importance
of (a) financial success, (b) innovation, (c) recognition,
(d) independence, and (e) self-realization by comparing na-
scent entrepreneurs to a control group of nonentrepreneurs.
Counter to many of the common notions about entrepre-
neurship, the results found that financial success and in-
novation were not primary reasons why people started their
own businesses. In fact, none of the variables studied were
found to have a singular impact on the start-up motivations
of nascent entrepreneurs, suggesting that motivations be-
hind starting a new venture are complex and interrelated.

Moving away from intentions, other scholars use the
idea of entrepreneurial cognition in their work as well.
McGrath and MacMillan (1992) found that the content of
entrepreneurial beliefs is similar across international cul-
tures. Cooper, Woo, and Dunkelburg (1988) discovered that
entrepreneurs believe their own chances of success are very
high—higher than the chances of success they perceive for
other firms. Gatewood, Shaver, and Gartner (1995) found
that the cognitive beliefs associated with entrepreneurial
persistence vary by gender. Edelman, Friga, Mishina, and
Yli-Renko (2004) examined the role of objective versus
subjective environmental perception on the likelihood of a
nascent firm becoming an operating business. They found

that the nascent entrepreneur’s perception of the environ-
ment was significantly more important when starting a new
venture than an objective environmental measure. Finally,
Forbes (1999) provided a comprehensive review of the lit-
erature on cognition and nascent entrepreneurs.

Social Capital

One important, boundary-spanning activity in which
nascent firms are involved is the development of relation-
ships, or social capital, with others who are outside the
newly defined boundaries of the firm. Social capital is the
set of resources that accrue to an individual or group by
virtue of their social connections (Coleman, 1988). Social
capital is different from other forms of capital in that it is
not owned by an individual but instead is a function of the
relationship between two or more individuals.

Recently, a number of empirical studies have examined
the role played by social capital in the process of starting
a new venture. Kim, Aldrich, and Keister (2003) found a
positive effect between the decision to become nascent en-
trepreneurs and the number of relatives who own their own
businesses. This finding suggests that mentoring and family
ties are important when starting a new firm, implying that it
may be possible to transfer social capital among friends and
family. International studies on nascent entrepreneurs indi-
cate that those who know others who are self-employed, and
hence have more extensive social networks, are more than
twice as likely to start a new venture (Arenius & Minniti
2005). Finally, Davidsson and Honig (2003) found a general
pattern of the increasing importance of social capital over
the start-up period. Their findings indicate that social capital
is less important at the beginning of the start-up process;
however, as the firm moves toward increasingly greater
financial performance, social capital takes on a more im-
portant role. This suggests that not only is the development
and use of social capital a necessary component of growing
a new venture, but also that as a resource, social capital be-
comes increasingly important as young firms move beyond
the initial start-up phase and into growth.

Start-Up Teams

While it important to understand who nascent entrepre-
neurs are from an individual perspective, over 50% of new
ventures in the United States are started not by individuals,
but by teams (Aldrich, Carter, & Ruef, 2004). This suggests
that the process of starting a new firm is a collective, not
an individual, effort. Most new firms (74%) are started by
a team of two, and of these two-person teams, the majority
(53%) are marital partners or family members (Aldrich,
Carter, & Ruef 2004).

Ruef, Aldrich, and Carter (2003) further examine new
venture team composition. Moving beyond those firms
started by marital partners, they found that start-up teams
are comprised of individuals who are similar in gender,
ethnicity, and occupational background. This suggests that,



counter to the description portrayed by many entrepreneur-
ship textbooks, new firms are not started by a large group
of individuals who collectively bring a number of critical
skills or competencies to the new firm, but instead they are
started by a small number of people who are either family
members, or who are very similar.

Reuf, Aldrich, and Carter’s (2003) findings have impor-
tant implications for researchers interested in the develop-
ment of organizational capabilities. Capabilities are the
firm’s ability to exploit a particular set of organizational
resources. In young firms, capabilities are directly related
to the skills of the start-up team. For nascent firms that are
in the process of start-up, this finding implies that new firms
are not only are likely to have a limited set of capabilities,
but also that the set of capabilities inherent in the new firm
is not likely to rapidly expand. If nascent firms are going
to survive and then thrive beyond the initial start-up period,
Reuf et al.’s findings argue for a well-defined initial strategy
that matches the capabilities of the nascent firm with the
market opportunity.

BEHAVIORS AND ACTIVITIES
OF NASCENT ENTREPRENEURS

While there has been a substantial body of work examining
the question, Who are nascent entrepreneurs? an equally
substantial number of scholars have looked at organizational
emergence from the perspective of what nascent entrepre-
neurs do. These researchers are interested in the behav-
iors or activities surrounding the start-up process (Carter,
Gartner, & Reynolds, 2004). Using a variety of theoretical
frameworks to better understand the start-up process, these
behavior-oriented scholars conduct research on topics such
as the number of activities nascent entrepreneurs undertake
(Carter et al., 1996), the grouping of those activities into a
logical ordering (Manolova, Brush, & Edelman, 2002), the
timing of start-up activities (Lichtenstein, Carter, Dooley, &
Gartner 2004), and which activities precede other important
start-up events (Delmar & Shane, 2004).

In the mid-1990s there was a flurry of activity in the
behavioral area of new venture start-up. For example,
Reynolds and Miller (1992) examined a sample of nascent
entrepreneurs and found that start-up activities did not have
a logical progression. Following this research, Gatewood et
al. (1995) explored whether cognitive factors and entrepre-
neurial activities led to the formation of a business, as mea-
sured by sales. They found that activities involving setting
up business operations, such as purchasing raw materials
and supplies, hiring and training employees, producing,
distributing, and marketing a product or service were sig-
nificantly correlated with the creation of a new firm. Carter
et al. (1996) identified a random sample of adults who were
in the process of starting a venture. They examined specific
start-up activities such as personal commitment, financial
support, hiring, and activities that developed the structure
of the business. They found that it was the number of activi-
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ties, and in particular those activities that are more tangible,
(e.g., looking for facilities and equipment, forming a legal
entity) that increased the likelihood of survival.

While these early studies showed that the activities of
nascent entrepreneurs who started a business are differ-
ent from those of nascent entrepreneurs who did not, they
suffered from problems of retrospective bias, lack of gen-
eralizability, and small sample size. These data collection
issues were part of the impetus for the creation of the
Panel Study of Entrepreneurial Dynamics (PSED) datasets
(a more complete discussion of the PSED dataset can be
found later in the chapter), which specifically examine the
start-up activities of nascent entrepreneurs. Building off of
PSED data that was either collected in the United States or
internationally, a number of more recent studies examine
the connection between start-up activities and the prob-
ability of start-up.

Shane and Delmar (2004) examined groups of plan-
ning, legitimacy, and market activities and their effect on
the probability of starting a new venture (defined as not
disbanding) of 223 Swedish new ventures. They found that
planning and legitimacy were significantly correlated with
the probability of starting a new venture but that market
activities had no effect. Two additional studies examined
the timing of business plans and found that new ventures
that wrote business plans before talking to customers and/or
before beginning marketing or promotion had a lower rate
of termination than other firms (Delmar & Shane, 2003a;
Shane & Delmar, 2004). An additional study showed that
those firms engaging in legitimizing activities were less
likely to disband (Delmar & Shane, 2004).

Finally, Brush, Edelman, and Manolova (in press) ex-
amined the behaviors of nascent entrepreneurs using and
then extending the Katz and Gartner (1988) properties of
emerging organizations framework. They found that all of
the four properties are important to the start-up effort and
that the more properties (behaviors) in which nascent en-
trepreneurs engaged, the greater the likelihood they were to
start a new organization. However, counterintuitively, their
findings also suggest that the intention to start a new firm
(intentionality) does not necessarily precede nascent entre-
preneurs engaging in other organizing activities and that
the rapidity through which nascent entrepreneurs moved
through the start-up process was not a determinant of start-
up success.

ORGANIZATIONAL
EMERGENCE INDICATORS

While conceptually simple, measuring organizational emer-
gence presents scholars with a number of empirical chal-
lenges. One popular method of determining organizational
emergence is to examine organizational exchange. How-
ever, even exchange is not straightforward in that there is
not one agreed upon measure of exchange that determines
emergence. In this section we will examine two popular
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methods of determining organizational emergence: first
sales and operating success.

First Sale

One popular measure of exchange in the context of
organizational emergence is first sale. First sale is a major
milestone for a new firm. Not only does the first sale have
the effect of generating early cash, which can lead to sub-
sequent financial independence, the firm’s first sale helps it
gain visibility, increase its organizational legitimacy in the
eyes of its customers, begin to gain market share, and in-
crease the likelihood of continued survival (Schoonhoven,
Eisenhardt, & Lyman 1990). First sale signals the nascent
firm’s market entry as an operational new venture, and thus
marks the end of the discovery phase and the beginning
of opportunity exploitation (Davidsson & Honig, 2003;
Reynolds & Miller, 1992).

Many new firms engage in start-up activities and then,
when they have developed a viable product or service, they
have an exchange event, which is typically the first sale.
However, using first sales as an indicator of emergence
is problematic. Researchers using event history analysis
methodology found that it is also common to see nascent
entrepreneurs test their new idea by selling their new prod-
uct or service before they engage in organization-building
activities (Manolova, Brush, & Edelman, 2002). Indeed, it
may be that starting a new business is predicated upon the
nascent entrepreneur’s early first sales success. Therefore,
it is important to determine when first sales occurred in
the overall process of starting a new firm. Conservative
scholars have concluded that this difference in the timing
of first sales indicates that first sales should be used as an
indicator of emergence in conjunction with other activities
or indicators. For scholars this means that, by itself as a
stand-alone measure, first sale is not a reliable indicator of
organizational emergence.

Operating Business

While exchange, operationalized as first sale, is one
popular way that scholars use to determine organizational
emergence, another common measure they use to determine
if the new venture has emerged is whether or not the firm
is an operating business. While by definition less precise
than first sales (because this operationalization of emer-
gence relies on the exchange perceptions of the nascent
entrepreneur), this perceptual determination of emergence
overcomes many of the problematic issues involved with
trying to use first sale as an emergence benchmark.

Operating business is typically used as an indicator of
emergence when the researcher is interested in determin-
ing if the new venture has had short-term success. Again,
while conceptually clear, this measure of emergence also
has a number of difficulties associated with its usage. Prin-
cipally, because it is based on the perceptions of the nascent

entrepreneur, the researcher is less able to determine the
precise stage of emergence of the new venture. Consider,
for example, that one nascent entrepreneur may assert that
her new venture is an operating business, while the same
set of circumstances may be interpreted by another nascent
entrepreneur as a new venture that is still trying but is not
yet operational. This problem can be overcome with a broad
definition of operating, but the cost of this definition is a
lack of measurement precision.

As indicated by the above discussion, using exchange
either alone, operationalized as first sales, or as a percep-
tual measure in operating business is problematic. Even the
simple process of combining data that states the business
is operating with data that states the nascent entrepreneur
is still trying is problematic, given that recent data collec-
tion efforts have indicated that some nascent entrepreneurs
have been trying to start a new venture for over 20 years
(Gartner, Carter, & Reynolds, 2004). One additional inter-
esting perspective on new venture performance splits suc-
cess and failure into two distinct categories, with success
operationalized as either an operating business or not, and
failure defined as still trying. The logic in this approach
is that success in starting a new venture is as much about
finding out if an idea is viable, and those nascent entrepre-
neurs who are still trying have not determined the viability
of their concept (Davidsson, 2006). While this approach
has not been adopted in the empirical literature to date, the
logic of this operationalization is compelling and deserves
further consideration.

Clearly, no matter how exchange is used as an operation-
alization of performance, the determination of whether or
not the new venture is successful is problematic. While this
is not an issue for practicing entrepreneurs, for researchers
trying to study emergence phenomena, this issue is cause
for considerable concern. Young scholars, looking at emer-
gence from a data-driven perspective, must be aware of the
issues related to the measurement of emergence, and clearly
state the definitions they are using as well as the limitations
of their chosen operationalizations.

ORGANIZATIONAL EMERGENCE:
DATASETS FOR FUTURE RESEARCH

To enhance the research on organizational emergence, there
are a number of publicly available databases that contain
specific data about new ventures. At the most basic level,
U.S. census data and Dun and Bradstreet are two important
sources of data available to researchers interested in a more
statistical approach. Census data is drawn from the IRS
tax-withholding records and very often lists new ventures
faster than Dun and Bradstreet, a private database. The data
contain information about the number of new firms, the
number of employees, estimated number of receipts, and
annual payroll (Phillips, 2000). While census data alone
may not address a particular research question, it is a good



source of contact information and when merged with other
databases such as Dun and Bradstreet, can supply an ac-
curate snapshot of entrepreneurial activity in a particular
city or region.

Panel Study of Entrepreneurial Dynamics (PSED)

The Panel Study of Entrepreneurial Dynamics (PSED)
is designed to investigate the earliest stage of the orga-
nizational life cycle. PSED looks at the process of new
business creation, or “the number and characteristics of
nascent entrepreneurs who attempt to start businesses and
the likelihood that such attempts will result in the formation
of new businesses” (Gartner, Shaver, Carter, & Reynolds,
2004, p. ix). Nascent entrepreneurs are defined as persons
who have not received a positive cash flow from the new
business for more than three months. This decision rule
was established in order to differentiate new businesses “in
the process of emergence” from already established new
businesses.

PSED consists of one initial and three follow-up phone
and mail surveys, which track a nationally representative
sample of nascent entrepreneurs over the course of five
years. The idea was to track the number and characteristics
of individuals who attempt to start up a business, as well
as the characteristics and outcomes of the entrepreneurial
start-up process. The dataset combined respondents’ an-
swers to survey questions from the four interview waves
of the study. Thus, for each respondent the dataset contains
information whether or not a specific start-up activity was
undertaken over the course of the study, and if so, in what
month and year it was undertaken. For example, at the
time of the initial data collection (Wave 1 of the phone
interviews) a respondent may have reported that she had
not completed a business plan, but may have subsequently
reported that a business plan had been completed (at the
time of Waves 2, 3, or 4). Researchers would count that a
business plan had been completed regardless of the timing
of this start-up activity.

The PSED study identified individuals who reported
that they were trying to start a new business within the
12 months preceding the initial wave of the study (Wave
1 of the phone survey), which took place in 1998—-1999.
The question regarding the perceived outcome of the en-
trepreneurial initiative (whether the nascent entrepreneur
believed the new business was already operating, an active
start-up, an inactive start-up, or no longer being worked on
by anyone) was asked in the follow-up waves of data collec-
tion (e.g., in Waves 2, 3, and 4 of the phone survey), which
took place, as follows: Wave 2—in 1999-2001, Wave 3—in
2001-2003, and Wave 4—in 2003. If a nascent entrepreneur
reported that the new business was already operating or
that it was no longer being worked by anyone, their case
was not tracked from that point on. If, however, a nascent
entrepreneur reported that the business was still a start-up
(active or inactive), the case was tracked in subsequent
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data collection waves. Thus, for each initially identified
nascent entrepreneur, the data set contains information on
the outcome of the start-up process over the course of 5
years (1998-2003).

The phone and mail survey gathered different informa-
tion from respondents. The phone survey was more focused
on demographic characteristics of nascent entrepreneurs
as well as on the start-up team and the start-up activities
and behaviors. In contrast, the mail survey concentrated on
the cognitive aspects of start-up and asked questions about
the aspirations of individual entrepreneurs, their reference
groups, and career reasons about why they choose to be-
come an entrepreneutr.

While the phone survey and mail survey complement
each other in that they each provide valuable but differ-
ent information about nascent entrepreneurs, a number of
nascent entrepreneurs chose to participate in the phone
survey only, hence there is less data for evaluation in the
mail survey. Another broader issue with PSED data that
affects both the phone and the mail survey is missing data.
A number of important questions have low response rates
and thus are problematic to include in a systematic study
of new ventures.

The PSED dataset has produced a number of interest-
ing findings. In the area of minority entrepreneurship for
example, the PSED has shown that Blacks are 50% more
likely to engage in start-up activities than Whites and that
Hispanic men are slightly more likely than White men to be
involved with start-up. In addition, education significantly
predicts nascent entrepreneurship, particularly for Blacks
and Hispanics. Specifically, approximately 26 of every 100
Black men and 20 of every 100 Hispanic men with graduate
education experience report efforts to start a new business.
This compares to 10 of every 100 White men with graduate
education experience.

Given the widespread interest in the PSED dataset, a
number of volumes specifically devoted to nascent entre-
preneurs have been published. Gartner et al. (2004) edited
a book titled The Handbook of Entrepreneurial Dynamics:
The Process of Organization Creation that details the PSED
data collection process. This book provides researchers
with the theoretical background of many of the variables
in the PSED dataset and is an indispensable guide to navi-
gating the data. In addition, two recent monographs in the
Foundations and Trends in Entrepreneurship series have
been published about nascent entrepreneurs and the PSED
data. The first titled Nascent Entrepreneurs by Davidsson
(2006) has an extensive review of over 75 papers on nascent
entrepreneurship, while the second titled New Firm Cre-
ation in the U.S.: A PSED I Overview by Reynolds (2007),
provides detailed statistical analysis of the PSED variables
across the four waves of data.

Finally, through the sponsorship of the Kaufmann foun-
dation, efforts are underway to collect data for the PSED II.
This second study is a focused attempt to study the start-up
teams and organizing behaviors of nascent entrepreneurs.
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While longitudinal in nature like the PSED I, PSED II does
not include a mail survey and so is limited to data that can
be collected over the phone. Data collection for PSED II is
ongoing and results are currently not available.

Global Entrepreneurship Monitor (GEM)

The Global Entrepreneurship Monitor (GEM) program
is an ongoing compilation of data about entrepreneurship
start-up efforts globally. The program began in 1999 with
data collection efforts in 10 countries, and by 2006 had
grown to encompass entrepreneurial activity in 39 coun-
tries. The objectives of the GEM project are to (a) measure
difference in the level of entrepreneurial activity between
countries, (b) uncover factors determining the levels of
entrepreneurial activity, and (c) identify policies that may
enhance the level of entrepreneurial activity (Minniti,
Bygrave, & Autio 2006). Key findings from the GEM re-
ports indicate that there are systematic differences in rates
of entrepreneurship across countries. However, contrary
to popular belief, the relationship between high levels of
entrepreneurship and economic growth is not consistent as
GEM findings indicate that there are a few highly entrepre-
neurial countries with low economic growth. In addition,
the reports highlight a number of national features and
characteristics associated with entrepreneurial activity.

In addition to the global report, the GEM group also
produces a number of smaller reports on subgroups of en-
trepreneurs that may be of interest to researchers and policy
makers. In 2005 these included special reports on high-
expectation entrepreneurs and on women entrepreneurs.
Researchers interested in conducting a finer grained analy-
sis can examine entrepreneurship in a particular country or
regional cluster accessing the data through a country spe-
cific report. Traditionally GEM has limited its data collec-
tion efforts on early stage entrepreneurs, however, in 2005,
the focus of GEM was expanded to include characteristics
of established business owners as well as the degree of in-
novativeness, competitiveness, and growth expectations of
both early-stage and established ventures (Minniti et al.,
2006). Summary and full GEM reports are available on the
Internet or though the two sponsoring institutions, Babson
College and the London Business School.

CONCLUSION

scholars agree that start-up is not a linear process, studies so
far have primarily employed linear methodologies in their
analysis. Different methodologies, such as ethnographic
studies, would add much to the field of study but not only to
explore what entrepreneurs do, why they do what they do in
terms of competitive forces or legitimacy building, and how
often they engage and then reengage in the same activities
are equally compelling questions for study. For example,
it seems quite reasonable to assume that the process of
obtaining credit from suppliers, looking for start-up financ-
ing, or obtaining raw materials are all activities that must
be undertaken multiple times. However, what is not clear is
the temporal pattern or possible rhythm that successful en-
trepreneurs may develop when undertaking these activities.
Ongoing ethnographic studies may uncover such patterns.

Who entrepreneurs are is also an area where alternative
methodologies such as in-depth case studies or ethnography
could greatly add to our understanding. While entrepreneur-
ial traits are relatively easy to study, they have done little
to further our understanding of what makes an individual
a successful entrepreneur. Coupling what entrepreneurs do
with who they are in terms of their cognitive abilities would
be a valuable contribution.

Finally, more attention needs to be paid in the start-up
process to who entrepreneurs know. Social capital is an area
that currently receives a great deal of attention when firms
are in the growth stage. Less attention, however, has been
paid to social capital of firms at their inception. Additional
studies showing the benefits of social capital, both from a
competitive perspective as well as from a legitimacy build-
ing perspective would be of great interest.

While the study of young organizations is inherently an
interesting one, adopting a particular focus on emerging or-
ganizations is especially so. Emerging organizations, unlike
their small firm or growing organization counterparts face
unique challenges that seem almost insurmountable to the
casual observer. However, data indicates that not only are
many people interested in starting their own firms, but that
young organizations are the engines of growth for develop-
ing as well as developed economies. Therefore, engaging in
the study of these dynamic new firms is not only in the best
interest of the young scholar, but also is in the best interest
of society in general.
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CORPORATE ENTREPRENEURSHIP
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rowth, innovation, and flexibility are the main traits

associated with entrepreneurship. Both theorists

and practitioners consider these traits as desirable
not only for entrepreneurial ventures, but also for estab-
lished corporations. In the Schumpeterian view, however,
the transition from a new venture to an established firm
is associated with a descent of entrepreneurial spirit and
an ascent of bureaucratic management. The integration of
theories of organizational design and entrepreneurship re-
sults in the concept of corporate entrepreneurship (CE) that
focuses on entrepreneurial behavior in larger established
organizations.

The concept of CE has gained considerable recognition
over the past three decades. Its popularity stems from the
varied contributions CE can make to a firm’s financial and
nonfinancial performance. Thus, CE can improve financial
indicators of performance, such as returns on assets and
company growth. With regard to nonfinancial outcomes,
CE facilitates collaboration, the renewal of operations, and
the creation of new products, services, and processes, thus
improving the firm’s competitive position. Moreover, CE
activates organizational learning that is crucial for acquir-
ing new competencies and capabilities that facilitate the
exploration of new growth options beyond its traditional
markets and industries.

However, the expansion of the term entrepreneurship
beyond its classical use raises several questions that will be
answered in this chapter:

*  Which environmental and organizational conditions call for
CE?

e What are the strategic intents that CE aims at, and which
internal key variables affect the design and outcomes of
CE? How can CE be managed appropriately?

* How does CE affect firm performance, and what factors
influence the CE-performance relationship?

BACKGROUND

A new competitive environment is taking shape in the 21st
century. The following paragraphs discuss the resulting
challenges for business development in the 21st century
and align these to the current situation of established or-
ganizations.

21st-Century Competitive
Environment Challenges

Managers today face major strategic discontinuities that
are changing the nature of competition. The technological
revolution and increase in globalization represent major
challenges to companies’ ability to remain competitive.
For instance, the digital revolution in the form of electronic
business processes conducted via the Internet is altering the
fundamentals of how companies run their businesses. The
recent strategic discontinuities include the elimination of
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industry boundaries, coalescence between industrial and
service businesses, computer-aided design and communi-
cation, and the opening of global markets. In many cases,
these discontinuities occur simultaneously and are dif-
ficult to predict. Moreover, firms encounter these changes
coexistent to intensive foreign competition in domestic
markets.

In this complex competitive environment, uncertainty
and discontinuous, abrupt change are the only constant.
Change and uncertainty may cause serious problems to
those companies, which rely on the time-tested behavior
of the past and are not able to adapt to the new com-
petitive environment. On the other hand, change and un-
certainty imply major opportunities to those firms able
to respond to the dynamically changing conditions by
continuously adjusting their purpose and shape. In the
21st century, organizations should not solely respond to
preordained environmental conditions, but should instead
influence and actually create their environment by innova-
tion. Facing unrelenting discontinuities, companies have
to develop new strategies and organizational designs to
gain or maintain a competitive advantage. Organizations
must consider learning to be of critical importance to
stay in sync with persistent change. Organizations have
to develop and maintain strategic flexibility in this ex-
ceedingly complicated environment. The 21st-century
environmental conditions call for building dynamic core
competencies, focusing on and developing human capital,
implementing new contemporary organizational structures
and cultures, as well as using and inventing sophisticated
technology. In short, the new competitive environment
requires new types of organizations and leaders to assure
survival and gain in global market leadership. Firms may
be able to benefit from the new competitive environment
if they are able to identify and exploit the opportunities
of uncertainty.

21st-Century Organizational Problems

We can observe a substantial maladjustment between
organizational characteristics and requisites of the 21st-
century competitive environment. In order to facilitate
survival and progress and overcome Stinchcombe’s /i-
abilities of newness (and therefore competitive disadvan-
tages compared to established companies), entrepreneurs
have to install structures, systems, controls, rewards, and
procedures—they have to transfer the entrepreneurial ven-
ture to a managed firm. However, along with years of
installing routines, structures, and systems emerge bu-
reaucracy, conservative tendencies, risk avoidance, and
a focus on proven procedures as the dark side of striving
for efficiency. The former can become so ingrained within
an organization that they might cause serious problems
with regard to flexibility and change. The reluctance to
change due to evolutionary maturation is widely known as
liability of age. This organizational inertia is threatening
the organization’s survival and, ironically, may result to

some degree from the very congruence that made a firm
successful in the past. Organizations that fit best to a given
environment at a certain time tend to be successful. When
the environment changes, however, the organization’s suc-
cess has led to structural and cultural inertia, which retards
the organization from executing necessary changes along
with the competitive environment. In other words, internal
forces for stability that originate in a company’s past and
present success might cause future failure. Consequently,
a tightened culture within an organization is one of the
main reasons for short-term success and potential long-
term failure.

Increasing bureaucratization and goal displacement,
however, are not inevitable phenomena every organization
is destined to experience during its development. In order
to enable strategic renewal, revitalization, or business op-
portunity seeking and exploiting, firms have to overcome
the strong internal forces for stability. Entrepreneurial re-
searchers have developed possible solutions to help tackle
organizational inertia. The stream of research that analyzes
entrepreneurial phenomena on the organizational level of
established companies is labeled CE.

FROM ENTREPRENEURSHIP TO
CORPORATE ENTREPRENEURSHIP

Traditionally, entrepreneurship is defined as and is limited
to the founding of a new venture by an individual actor.
The development of CE is based on the shift from the
emphasis of entrepreneurship research to the firm, instead
of the individual. Gartner is often cited as being the first
to shift the focus of entrepreneurship to the firm level by
interpreting entrepreneurship as the creation of new organi-
zations, by individuals or by an organization. Reflecting the
underpinnings of Kirzner and Schumpeter, this definition
lacks aspects such as innovation of new combination or
exploitation of opportunities, which are both decisive with
regard to the creation of competitive advantage. A broader
definition holds entrepreneurship as the creation of new
economic activity that subsumes all activity that is new to
an organization and changes its offerings on or position in
the market. Thus, CE does include but is not limited to the
creation of new ventures.

The firm-level approach to entrepreneurship is consis-
tent with classical economics, in which an individual en-
gages in an entrepreneurial venture, since individuals as
well as firms, regardless of age or size, can undertake new
economic activity and thus be entrepreneurial. In contrast
to individual entrepreneurs, established companies hold a
firm base of traditional products and customers, which they
have to defend against competitors and economic downturn
and, moreover, must respect stakeholders’ interests when
pursuing new entrepreneurial opportunities.

Following this argument, CE must chase several distinct
strategic intents, and CE research must include multiple
underlying levels.



INTENTIONS OF CORPORATE
ENTREPRENEURSHIP

There is a growing consensus in research that CE follows
three major intentions: innovation, venturing, and strategic
renewal. While the strategic value of these activities seems
to vary from one industry to another, the three intentions
of CE form a constellation of activities that facilitates the
sustainable progress and growth of a firm.

The first intention of CE is innovation, which, in general,
describes the introduction of something new to the market.
Innovation occurs in varying degrees, ranging from new-
to-the-world products and services to minor improvements
or adjustments or new applications of an existing product
or process. Innovation is based on the firm’s commitment
to and investment in creating new products, services, and
processes, which all may lead to the creation of new busi-
ness models. Thus, innovative activities aim at the develop-
ment of new dominant designs that may profoundly change
industries such as Google’s search algorithm, which almost
completely replaced prior searching solutions. A bureau-
cratically managed organization is unlikely to achieve such
a radical innovation.

Sharma and Chrisman (1999) highlight that innova-
tion usually occurs in concert with venturing or strategic
renewal. In the absence of both, however, to be entrepre-
neurial the innovation must be of the Schumpeterian variety
such as an original invention or idea transferred into a com-
mercially usable form that is new to the market and has the
potential to transform both the competitive environment
and the organization itself.

The second intention of CE is venturing or corpo-
rate venturing, respectively. According to Sharma and
Chrisman (1999), venturing refers to corporate entrepre-
neurial efforts that follow from or lead to innovations that
exploit new markets, new product offerings, or both. It
may or may not result in the formation of new organiza-
tional units (e.g., new divisions). Moreover, these ventures
may or may not reside within the existing organization.
While internal venturing activities lead to the creation of
new organizational units within the current organization,
external corporate venturing occurs when new business
creation resides outside the boundaries of the existing orga-
nization. External corporate venturing creates autonomous
or semi-autonomous organizational entities. Commonly
used forms are joint ventures, spin-offs, and venture capital
innovations, which vary in the degree of separateness from
the parent company.

Corporate venturing activities serve multiple purposes
beyond the creation of new businesses. For instance, ven-
turing leads to the development of new organizational
competencies and capabilities as well as knowledge about
distant markets and industries, and keeps the organization
alert to various business opportunities outside its current
operations. Additionally, several risks are associated with
corporate venturing. First, it often takes the company away
from its traditional core competencies, which leaves it vul-
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nerable to competitive attacks. Second, the integration of
existing and new businesses may be difficult due to dif-
ferences in cultures, goals, and strategic priorities. Third,
new ventures take away resources from current operations
and thus results in another source of tension within the
organization.

In order to avoid falling for these risks, successful corpo-
rate venturing necessitates managerial skills to nurture both
existing and new businesses. Furthermore, because many
new ventures are cross-divisional in nature, they demand
the broad representation of various units in the company.
For the new venture, clear and specific goals and milestones
that are evaluated on a regularly basis have to be set. In
doing so, the organization must consider that new ventures
need time to develop until they influence the organization’s
financial performance.

The third intention is strategic renewal. The premise
behind this strand is that firms need to adapt persistently
to the ever-changing environmental conditions in order to
ensure progress and growth. Therefore, strategic renewal
subsumes corporate entrepreneurial efforts that lead to
significant changes of a firm’s business, corporate strategy,
and structure. These changes usually base on innovation
and alter preexisting relationships within the organization
or between the organization and its environment. Strategic
renewal intends to revitalize the firm’s operations, to build
new competitive skills and, to some extent, to change its
strategic thrust. Strategic renewal may challenge prevail-
ing cultural assumptions and embody dramatic changes
in terms of structure and strategy. It may influence all
hierarchy levels and business units. For instance, these
changes may result in the revision of systems, routines,
and processes and may alter the technological configura-
tion of the organization. The effect of strategic renewal
on a company’s financial performance might be relatively
moderate in the short run due to the high initiation costs
and the time organizational members need to adapt to the
reconfiguration, but will amplify gradually with the diffu-
sion of the new setting.

INTERNAL DIMENSIONS OF
CORPORATE ENTREPRENEURSHIP

In effectively modeling firm-level entrepreneurship, key
variables in the individual realm, the organizational struc-
ture and culture, and the overall strategy affect the design
and outcomes of CE. Consequently, the subsequent para-
graphs will proceed along these lines.

Corporate Entrepreneurship and the Individual

Some scholars regard CE solely as the extension of
individual entrepreneurship to the context of existing orga-
nizations because all entrepreneurial activities—within or
outside a corporate context—originate in the creative acts
of individuals. Organizations striving for the benefits of CE,
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therefore, need employees who are able to think and act en-
trepreneurially. Pinchot (1985) uses the term intrapreneur to
describe dreamers who do this. These people take hands-on
responsibility for creating innovation of any kind within an
organization. In his definition of corporate entrepreneurs,
Kierulff (1979) argues that these persons or teams examine
potential new market opportunities, obtain resources to
meet attractive opportunities, and initiate production as well
as sales. Thus, corporate entrepreneurs start new business
ventures within the corporation.

Of course, the individual alone is not sufficient to make
CE efforts successful. Additional prerequisites for pros-
perous entrepreneurial activities can be found in environ-
mental and organizational aspects as several CE models
in the academic literature suggest. This broader focus,
then again, does not negate the important role of the indi-
vidual in corporate entrepreneurship. For instance, pre-
cipitating events in the environment of the firm may in
fact stimulate entrepreneurial activities, but only if they
are perceived as business opportunities by individual
members of the organization. External challenges, how-
ever, do not necessarily trigger constructive reactions,
since cognitive constraints of the individuals involved af-
fect their opportunity-recognition capabilities and subse-
quent action. Consequently, an entrepreneurial-orientated
firm needs employees who are capable of perceiving en-
trepreneurial opportunities. Such opportunity recognition
capabilities are, for instance, determined by prior knowl-
edge of industries, markets, or customers. Moreover, an
individual’s alertness to opportunities is conditioned by
his or her intelligence, creativity, optimism, and percep-
tion of risk.

Of course, opportunity perceiving is a conditio sine
qua non of potential success; it is, however, by no means a
sufficient condition. In their seminal paper, Shane and Ven-
kataraman (2000) posed not only the question “why some
people, and not others, discover” (p. 218) entrepreneurial
opportunities, but also asked why some people, and not oth-
ers “exploit these opportunities” (p. 218). Equally, an entre-
preneurial company not only needs employees perceiving
opportunities, but also needs employees actually behaving
in an entrepreneurial way upon the discovery of such oppor-
tunities. Consequently, an entrepreneurial orientation (EO)
firm needs people who execute—people who are not only
capable of perceiving opportunities but who also strive to
exploit opportunities. This behavior is termed opportunity
exploitation willingness (OEW).

Yet, in an organizational context, the transformation of
such entrepreneurial ideas into successful innovation is a
very complex undertaking due to restrictions concerning
access to resources, autonomy of the subordinate, and emo-
tional support to intrapreneurs. Morris and Kuratko (2002)
address this problem by claming that intrapreneurs do not
necessarily need to be the inventors of new products, ser-
vices, or processes, but they must be able to turn innovative
ideas into profitable results. Consequently, conforming to

prevailing definitions of entrepreneurship, putting the pur-
suit of opportunities at the very heart of entrepreneurship
theory, perceiving business opportunities and subsequently
developing these into profitable results may be considered
as an indispensable prerequisite for employees in entrepre-
neurial organizations.

Corporate Entrepreneurship and Organization

Given the advantages associated with CE, firms have to
identify effective ways to stimulate and spur organizational
members’ entrepreneurial thinking and acting. A proentre-
preneurship organizational architecture recognizing struc-
tural and cultural aspects is crucial to encourage individual
and collective entrepreneurial behavior. In their pure forms,
however, entrepreneurship and organization are bipolar op-
posites and blending the two in a single firm seems nearly
impossible. In the last two decades, there has been a grow-
ing number of studies examining ways to organizationally
include discovering and pursuing of opportunities in a cor-
porate environment that is focused mainly on the efficient
exploitation of existing resource combinations. Concerning
the locus of entrepreneurship, Birkenshaw (2003) suggests
a distinction between dispersed and focused entrepreneur-
ship. The former approach refers to the realization of CE at
various locations within the organization, while the latter
separates corporate entrepreneurial activities into special-
ized units.

Thus, some companies opt to formalize their CE efforts
by creating units that support and champion entrepreneurial
activities. Creating separate organizational units, such as
new business development, brings together entrepreneurial
individuals looking for creative ways to develop new busi-
nesses, markets, or products. In pursuit of business opportu-
nities, these entrepreneurial units benefit from being small
and flexible. This approach even shields entrepreneurial
processes against the negative impact of bureaucratic cul-
tures in large hierarchical systems. In a way, large estab-
lished corporations mimic the advantages of small firms
by dedicating separate units to entrepreneurship. The idea
of bringing together entrepreneurial individuals may ben-
efit significantly from interfirm strategic alliances. In joint
ventures, research and development (R&D) alliances and
learning alliances, creative employees from different firms
may collaborate and thus create new ideas and products.
Furthermore, a centralized approach makes it easier for
firms to track their investments and evaluate the results
gained from CE efforts.

Other companies follow a more dispersed approach to
CE; they distribute entrepreneurial activities across the
whole organization. In these companies, entrepreneurial
thinking and acting are not restricted to a particular unit
(e.g., new business development or R&D), but are scattered
over all parts of the organization. The underlying assumption
of this approach is that each employee has the capacity for
both entrepreneurial and managerial behavior. Companies



use incentives and seed money to encourage the entrepre-
neurial activities of the individual members of the organiza-
tion. These efforts capitalize on and stimulate employees’
interest in developing and championing innovative ideas that
benefit both their units and the firm as a whole. The meaning
of the concept of dispersed CE is enriched by connecting
it to the discussion on organizational form, in particular
with regard to the way an organic design (in the sense of
Burns and Stalker, [1961]) of the organization supports
an entrepreneurial culture. An entrepreneurial culture ap-
pears to provide an antecedent to entrepreneurial initiatives
throughout the organization. Organic organization structures
promote discovery and risk taking, which are crucial for
entrepreneurial initiatives. They are characterized by both
informal and formal communication across divisional (even
hierarchical) boundaries and build support and momentum
for new ideas within the firm. A sense of autonomy gives
employees the freedom to take initiative and act. Senior
management commitment and, in particular, political, orga-
nizational, and financial support from managers—especially
when ideas fail—allows employees to explore innovative
ideas without fearing damage to their reputation or, worse,
the loss of their jobs. Thus, dispersion of entrepreneurship
throughout the organization requires conscious efforts to
create and maintain an entrepreneurial culture.

Informal initiatives of individual members often com-
plement established formal systems and fill voids that
exist in them. Once their viability has been proven, in-
formal activities may be integrated into the company’s
formal CE projects. Thus, individual, informal activities
are often the forerunners of formal CE venture programs.
Still, conflicts might arise between formal and informal
entrepreneurial processes where employees pursue ideas
that either clash with the formal organizational agenda or,
alternatively, are suppressed by managers because they do
not understand or like the ideas. Therefore, it is important
to create a system to evaluate informal initiatives and
determine which projects have the potential to advance
company performance.

Corporate Entrepreneurship and Strategy

While the fields of entrepreneurship and strategic
management have developed largely independent of each
other, in their basic principles, both focus on how firms
adapt to environmental change and exploit opportunities
created by uncertainties and discontinuities in market
development. Thus, entrepreneurial and strategic per-
spectives should be integrated to examine strategies that
facilitate progress and sustainable growth. This integra-
tive approach, describing entrepreneurial action within a
strategic perspective, is called strategic entrepreneurship
or entrepreneurial strategy. In the beginning of the 21st
century, a debate on the notion of entrepreneurial strate-
gies appeared in several research issues and works (e.g.,
Ireland, Hitt, Camp, & D. L. Sexton, 2001) and substi-
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tuted, to a certain extent, the general discussion about CE
in the 1990s. The purposed debate is how to adopt entre-
preneurial mindsets and act toward strategic orientation in
a way that the implementation of entrepreneurial strategy
in which entrepreneurship becomes the dominant logic
fosters the creativity and initiatives of employees and also
the company’s performance.

Strategic management theorists have suggested that an
entrepreneurial approach to strategy making may be vi-
tal for organizational success. For instance, Miller and
Friesen (1982) posit that entrepreneurial companies try to
obtain a competitive advantage by habitually making radi-
cal innovations and taking risks. Relating it to leadership
style, Mintzberg (1973) identified such (entrepreneurial)
behavior as one of the three modes of strategy making.
Proactive, entrepreneurial strategy making seems to repre-
sent an important strategy-making process, in particular in
fast-changing and competitive environments. Thus, to build
entrepreneurship into an organization is essentially a task of
strategic decision makers.

In its essence, strategic entrepreneurship is the integra-
tion of entrepreneurial (i.e., opportunity seeking) and strate-
gic (i.e., advantage seeking) perspectives in developing and
taking actions designed to sustain progress and growth. It
includes a set of commitments and actions framed around
entrepreneurial processes that firms design and use to de-
velop current and future competitive advantages in promis-
ing product-market or technological arenas. Using CE strat-
egy as a primary means of strategic adaptation reflects the
firm’s decision to seek advantage through entrepreneurial
initiatives on a sustained basis. Strategic entrepreneurship
is a fundamental orientation toward the pursuit of oppor-
tunity and defines the essence of the firm’s functioning.
Therefore, CE strategy is a shared ideology that has more
to do with commitments to ways of acting and responding
than with the firm’s specific position within its external
environment. Thus, CE strategy is not to be found at one
level or unit within the organization. Rather, it embraces
the whole organization and is ingrained structurally and
culturally as part of its core being. In short, the term stra-
tegic entrepreneurship refers to CE as a holistic concept of
strategic management.

MANAGING CORPORATE
ENTREPRENEURSHIP

While the last paragraphs referred to the content of CE by
addressing what is undertaken, the following paragraphs
represent key entrepreneurial decisions that answer the
question of how CE is undertaken. Scholars have paid
attention to the question of how to manage entrepreneur-
ial processes in established companies since the 1970s.
This stream of research generated three partly overlapping
approaches that have gathered broad attention: entrepre-
neurial management, EO, and ambidexterity.



16 « ENTREPRENEURSHIP IN THE 21ST CENTURY

Entrepreneurial Management

Stevenson (1983) conceptualizes entrepreneurship as an
opportunity-based management approach. He holds that en-
trepreneurship can help organizations remain vital and can
contribute positively to firm- and society-level value cre-
ation. In line with former approaches of scholars like Khand-
walla (1977) or Mintzberg (1973), in his conceptualization,
Stevenson contrasts entrepreneurial management styles with
administrative management styles. Entrepreneurial firms
(promoters) pursue and exploit business opportunities with-
out regard to resources currently controlled, while adminis-
trative firms (trustees) strive to make the most efficient use
of their resource pools. Certain internal and external factors
push established firms toward either entrepreneurial or ad-
ministrative behavior.

An operationalization of Stevenson’s reasoning by
Brown, Davidsson, and Wiklund (2001) results in a catego-
rization of a firm’s management behavior along eight dimen-
sions. Two of them, strategic orientation and commitment
to opportunity, constitute the nucleus of the construct. The
other six dimensions, commitment of resources and control
of resources, management structure and reward philosophy,
entrepreneurial culture and growth orientation, just have
strengthening or weakening influences on the former.

Strategic orientation describes the factors driving the
creation of strategy. The entrepreneurial strategy is driven
solely by the business opportunities that exist regardless of
the resources, which may be required to exploit them. Once
an opportunity is chosen to exploit, the required resources
may be acquired. Conversely, the administrative strategy
aims at utilizing the resource pool of the firm efficiently.
The existing resources serve as a starting point and only
business opportunities that fit into these are relevant to
the firm. The commitment to opportunity describes the
way companies react to emerging business opportunities.
Entrepreneurial organizations are action oriented and are
able to commit to action rapidly. Contrary, administrative
organizations are analysis oriented and their behavior tends
to be slow and inflexible. Decisions are made in peripatetic
processes including multiple decision constituents, negoti-
ated strategies, and a focus on risk reduction. Therefore,
these organizations may be unable to pursue opportunities
characterized by a short window of opportunity. An op-
portunistic commitment of resource, as the first subdimen-
sion, describes the attempt of entrepreneurial organizations
to maximize value creation by exploiting opportunities
while minimizing the resources applied. The firm com-
mits just small amounts of resources in a multistep man-
ner with minimal risk exposure at each step. This allows
the firm to commit investments in a very flexible manner.
Conversely, an administrative management of resources is
characterized by a deep analysis in advance with large, but
nearly irreversible, investments. Concerning the control of
resources, entrepreneurial firms reduce the resources they
own and make use of others’ resources including financial

capital, intellectual capital, and skills and competencies,
by subcontracting or outsourcing. Contrary, administrative
organizations favor control of resources by ownership. The
management structure or organization’s structure, respec-
tively, of entrepreneurial firms is organic. This includes
flat hierarchies and multiple informal networks. Organic
structures are designed to convey flexibility as well as
opportunity creating and seeking. Administrative organiza-
tions are mechanistic structures characterized by formalized
hierarchies, clearly defined lines of authority, routines, and
control systems. The reward philosophy of a firm influences
individuals’ behavior. Entrepreneurial-oriented firms are
interested in creating and harvesting wealth and, therefore,
base remuneration on how individual members contribute
to the creation of wealth. Thus, compensations are linked
to the success of the individual, his or her team, and/or the
whole organization. Administratively managed firms, on the
other hand, relate remuneration to the amount of resources
under the individual’s control (e.g., people, assets) and with
seniority. Thereby, individual success is remunerated with
promotion to a position with control of more resources.

In addition to the above-mentioned dimensions,
Stevenson’s (1983) later work suggests two more
dimensions regarding growth orientation and entrepreneurial
culture. Entrepreneurial firms desire rapid growth and,
conveniently, it is said that entrepreneurial management is
related to growth in a positive way. Administrative firms
try to obtain growth as well, but at a slower and steady
pace. In their believing, administrative management will
help create this kind of growth. Concerning the culture of a
firm, entrepreneurial firms aim to create an entrepreneurial
culture characterized by creativity and experimentation
resulting in new ideas and innovations. Administrative
firms create a work atmosphere with just enough individual
activity to match the possessed resources.

In summary, Stevenson (1983) describes the dichotomy
of two kinds of management styles: entrepreneurial man-
agement versus administrative business. His reasoning of
entrepreneurial management puts opportunity-based be-
havior at the center and suggests that this posture is crucial
to the long-term vitality of the economy. EO, the next dis-
cussed approach to firm-level entrepreneurship, partly over-
laps with Stevenson’s opportunity-based concept, albeit
highlighting other aspects of an entrepreneurial proclivity.

Entrepreneurial Orientation

If strategic leaders and the culture of a given firm to-
gether generate a strong motion to innovate, to accept risks,
and aim for new entrepreneurial opportunities, one can
speak of a high EO. Thus, EO is a term that addresses
the mindset of firms. An entrepreneurial posture can be
regarded as a firm-level strategy-making process that com-
panies use to enact their organizational purpose, sustain
their vision, and create competitive advantages. Building
EO into an organization is essentially a task of strategic



decision makers and represents a configuration of policies,
practices, and processes that provide insights into the bases
of entrepreneurial decisions and actions. Miller (1983) de-
fines an EO firm as one that “engages in product market
innovation, undertakes somewhat risky ventures, and is first
to come up with proactive innovations, beating competitors
to the punch” (p. 771).

The salient dimensions of EO have been derived from
an integration of the strategy-making process and entrepre-
neurship research. Today, there is a strong consensus that
five distinct dimensions should measure EO. In his seminal
conceptualization, Miller (1983) identified the first three
dimensions of EO, which have been used consistently in
academic literature. These dimensions address risk taking,
innovativeness, and proactiveness of a firm. While today
most studies treat EO as an independent variable, Miller
originally sought to identify the antecedents of entrepre-
neurial behavior on the firm level.

First, risk taking describes firms that act and decide al-
though faced with considerable uncertainty. It involves tak-
ing bold actions, venturing into the unknown, borrowing
heavily, and committing significant resources to ventures
with uncertain outcomes. These firms prefer the typical
relationship of high risk and high return in an investment
context. The tendency to accept risky conditions on the
organizational level can be facilitated by a high-fault tol-
erance. Second, innovativeness addresses the capability
and willingness to develop and execute new initiatives
(for instance toward new processes, new products, or new
markets) and is associated with a predisposition in creativ-
ity and experimentation as well as high R&D-investments.
Third, proactiveness refers to behavior aiming at antici-
pating and foreseeing future needs and developments. It
describes an opportunity-seeking forward-looking perspec-
tive characterized by the introduction of new products and
services ahead of the competition. In the early 1990s, the
focus of EO research changed and the three original di-
mensions were treated for the first time as an independent
variable, which was linked to performance as the variable
to explain.

Lumpkin and Dess (1996) extended the construct by
adding two further dimensions: competitive aggressive-
ness in distinction to proactiveness and autonomy. Entre-
preneurial firms and start-ups are keenly concerned with
opportunities and threats in the external environment be-
cause these factors may support or limit their success. The
proactiveness dimension of EO captures the response to an
entrepreneurial opportunity, but omits the question of how
EO firms respond to threats. Competitive aggressiveness re-
flects this aspect of EO and therefore describes the intensity
of a firm’s efforts to outperform rivals and is characterized
by aggressive responses to the actions of competitors. Last,
the autonomy dimension of the EO construct pertains to the
degree to which individuals are allowed to autonomously
pursue entrepreneurial opportunities—this is, independent
action undertaken by entrepreneurial leaders or teams di-
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rected at bringing about a new venture and seeing it to
fruition. Autonomy is said to be facilitated by, for instance,
flat hierarchies or a high degree of delegation within an
organization.

Apparently, the EO construct transfers some of the well-
known categories describing the individual entrepreneur to
the organizational level—such as an individual’s attitude
toward risk or McClelland’s (1953) need for achievement
of individuals, which overlaps with competitive aggressive-
ness and proactiveness on the organizational level. Just as
entrepreneurship researchers of the past have been trying to
correlate an individual’s traits with entrepreneurial behav-
ior and even—regrettably unsuccessful most of time—to
entrepreneurial success, today’s entrepreneurship research-
ers aim at elucidating the role of organizational EO as an
independent variable.

There have been strong debates in academic literature
as to whether or not the dimensions of EO are indepen-
dent or covary under certain conditions. Some suggest the
EO construct is best viewed as a unidimensional concept.
Others have argued the dimensions of EO may occur in dif-
ferent combinations. Empirical findings suggest that unique
combinations of EO provide more precise explanations of
entrepreneurship as firm-level phenomena as well as greater
insights into linkage of EO and performance.

In a recent discussion concerning the management of a
firm’s entrepreneurial activities, Dess and Lumpkin (2005)
indicate that more may not always be better—that is, each
EO dimension bears potential benefits for the firm but
comes with its own pitfalls as well. No single dimension
should be developed to an absolute maximum, because of
the inherent risk, which is specific to each dimension. The
dimensions indeed require a delicate balance between too
much and too little entrepreneurial behavior. Therefore, the
next paragraphs deal with the balance of entrepreneurial
and preservative modes in strategic management.

Ambidextrous Management

Many CE initiatives focus on the question of how to
overcome inertia by implementing entrepreneurial pro-
cesses and behavior patterns but disregard the challenge
of simultaneously preserving efficient existing processes.
Probably the most discussed concept aimed at filling this
gap is called ambidextrous management or ambidexter-
ity. Ambidexterity integrates seemingly opposing activi-
ties within an organization that aim at preserving existing
business (exploitation) and at the same time discovering
entrepreneurial opportunities (exploration). Ambidexter-
ity could be defined as the dual management of seemingly
opposing tasks forcing managers to accept the challenge
of paradox management. The ambidexterity concept has
been utilized to describe a variety of possible distinctions.
What unifies these distinctions is that the dimensions of
ambidexterity are always diametrically opposite of each
other. For instance, some scholars see ambidextrous firms
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as capable of implementing incremental and revolutionary
change at the same time, while others see ambidextrous
distinctions in academic literature that address efficiency
versus flexibility, differentiation versus low-cost strategic
positioning, enabling versus coercive bureaucracy, centrifu-
gal versus centripetal forces, or global integration versus
local responsiveness (for an extensive overview cf. Gibson
& Birkinshaw, 2004).

Gibson and Birkinshaw (2004) define a particular varia-
tion of ambidexterity as a firm’s capacity to achieve align-
ment and adaptability simultaneously at the level of busi-
ness units. Afterwards, this approach has been dedicated
to the business unit level in large, established corporations.
Ambidextrous organizations that integrate preservative and
entrepreneurial activities are built with the explicit goal to
excel both today and tomorrow. To sustain an organization in
the long run, organizations need to engage in two fundamen-
tally opposing activities—they need to develop and preserve
their existing business and they need to develop and explore
their future business. Thus, firms exaggerating one side of
ambidexterity either suffocate in conservatism or drown in
chaos caused by too much change. What complicates the
path toward the attainment of this integrative goal is the
necessity to execute both kinds of activities simultaneously.
Early conceptualizations of ambidexterity such as Duncan’s
(1976) did not yet mention this simultaneous pursuit of op-
posing goals, as is the case in today’s academic discourse,
but rather recommended a sequential pursuit of such seem-
ingly opposing goals. This sequential pursuit is linked to
the notion of punctuated equilibria, wherein long periods of
exploitation are punctuated by short periods of exploration.
The need for a simultaneous balancing of exploration and
exploitation through ambidextrous management, however,
is well established and commonly accepted.

In essence, if executed well, ambidextrous management
is a helpful instrument that—by integrating entrepreneur-
ial activities as a complement to everyday business—can
possibly help to deal with organizational inertia and the
dynamics in the 21st-century competitive environment,
and sustain durable competitiveness. There is a plethora
of examples of how established corporations succeeded in
building an ambidextrous organization at least at some time
in their history. These examples include such renowned
firms as Nokia, GlaxoSmithKline, Seiko, Hewlett-Packard,
and Johnson & Johnson.

EXPLORING THE CORPORATE
ENTREPRENEURSHIP-PERFORMANCE
RELATIONSHIP

As mentioned in the introduction, CE can make varied con-
tributions to an organization’s financial and nonfinancial
performance (e.g., creating new products and goods, learn-
ing new skills, renewing its operations). When exploring
the CE-performance link, it is essential to recognize the

multidimensional nature of the performance construct. In
other words, entrepreneurial activity may lead to favorable
outcomes on one performance dimension (e.g., adaptability,
flexibility, growth in sales) and unfavorable outcomes on a
different dimension (e.g., reliability, efficiency, return on
investment) at the same time. Furthermore, there is strong
need for balancing short-run and long-term considerations.
For example, heavy investments in R&D lead to higher
costs instantly, albeit they may lead to product and process
innovations and, therefore, competitive advantages in the
long run.

In general, most theoretical assertions associate CE
with superior performance. However, failed initiatives of
opportunity-focused corporations such as Ericsson in the
late 1990s, which concentrated almost exclusively on the
development of new technologies, lead to the conjecture
that a simple monocausal relationship between CE and
performance does not exist per se. For this reason, the fol-
lowing paragraphs review the extant literature on the CE-
performance relationship and provide possible adjustments
to the relationship and a number of explanations about
mediating factors.

Theoretical Assertions and Empirical
Evidence on the CE-Performance Link

Several contributions propose a positive CE-perfor-
mance relationship. The bulk of the early supportive evi-
dence, however, was anecdotal and testimonial in nature.
There are not only theoretical papers, but also several em-
pirical studies, sustaining these assertions and showing
that entrepreneurial firms can indeed perform better in the
market. For example, in their pioneering study, Covin and
Slevin (1991) confirmed the expected positive relationship
of entrepreneurship and performance for large corporations
in 1986. Zahra and Covin (1995) found a positive relation-
ship of CE with financial measures of company perfor-
mance in a long-term study of 108 established companies.
They found CE particularly effective among firms in hostile
environments, and the relationship tends to grow over time.
Wiklund (1999) found a growing body of research that
offers overall support to the positive relationship of com-
pany performance and EO. Moreover, Zahra, Jennings, and
Kuratko (1999) suggest—after reviewing 25 years of firm-
level entrepreneurship research—that there is substantial
evidence to link CE and performance, and that firms with
an EO achieve superior performance.

However, despite these numerous theoretical and empiri-
cal findings, the relationship between CE and performance
is, to some extent, questionable due to some contradic-
tory empirical findings. A recent meta-analysis of 37 em-
pirical studies conducted by Rauch, Wiklund, Frese, and
Lumpkin (2004) show entrepreneurial postures only mod-
erately linked to performance. Moreover, the positive em-
pirical findings mentioned previously are at the same time
challenged by a number of studies in which a significant



relationship between CE and performance is not evidenced
in the data. Some studies even argue theoretically that
entrepreneurial strategy types are more likely to lead to
low performance, since CE is reported as being a resource-
consuming strategic orientation, requiring extensive invest-
ments by the firm.

In addition, most empirical studies on CE are cross-
sectional in nature and therefore run the risk of falling for
survivor bias. Especially firms scoring high on the risk-
taking dimension of an EO might be responsible for this
kind of bias. Moreover, although it is a legitimate goal to
thwart organizational inertia with higher entrepreneurial
efforts, firms pursuing this goal too forcefully tend to face
continuous liabilities of newness. That is, they constantly
transfer the organization toward a condition that is compa-
rable to the risky beginning of the organizational lifecycle.

For these reasons, the assumption of a straightforward
correlation between CE and performance seems to be too
simple. Not only do differences in research design and
methodological idiosyncrasies lead to mixed empirical
findings—admittedly, the CE-performance relationship is
moderated by a variety of possible influences. For instance,
the model of entrepreneurship as firm behavior by Covin
and Slevin (1991) considers different internal, external,
and strategic variables influencing CE directly and at the
same time moderating its relationship to performance.
Guth and Ginsberg (1990) suggest an alternative frame-
work consisting of strategic leadership and organizational
and environmental aspects. Following them, to model the
EO-performance relationship effectively, key variables in
the individual realm, the environment, and the organization
itself are not to be neglected if one aims to examine CE in
a coherent way.

Environmental Influences
on the CE-Performance Link

Of course, the previously discussed appropriate manage-
ment of CE and the commitment and ability of the indi-
vidual are strong moderators of the CE-performance link,
but considering the findings described in the last paragraph,
the influence of the environment has to be recognized as
well. In academic literature, actually, some of the strongest
findings associate the CE-performance relationship with
the external environment. Covin and Slevin (1991) note
that the environment has a strong if not deterministic effect
on entrepreneurial activity. The environment provides the
initial conditions and the context that either facilitates or
constrains the prosperousness of entrepreneurial behavior.

Therefore, identifying the proper conditions for entre-
preneurial organizations is an important subject in CE re-
search. The relationship between entrepreneurial activities,
the surrounding environment, and performance has been
discussed in several theoretical contributions and empirical
studies. A literature review leads to four environmental fac-
tors that can be used to describe the proper entrepreneurial
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setting in order to achieve superior performance with an
EO. Shane and Venkataraman (2000) state that in order
to “have entrepreneurship, you must first have entrepre-
neurial opportunities” (p. 220). Dynamic environments
are more likely to provide many of these opportunities as
changing conditions, displace existing bases for competi-
tive advantage, and provoke new explorations of sources of
advantage. Stable environments, however, tend to reinforce
existing sources of competitive advantage, providing only
a few opportunities. Moreover, traditional industries in
stable environments allow firms to evolve slowly, mean-
ing there is no direct pressing need for the exploitation of
entrepreneurial opportunities. Entrepreneurial opportunities
occur in heterogeneous environments marked by multiple
market segments with diverse customer characteristics and
needs. This diversity possesses a broader scope and mul-
tiple opportunities for pursuing corporate entrepreneurship.
Environments demonstrating high levels of rivalry between
industry competitors and vulnerability to outside influences
have also been correlated with corporate entrepreneurship.
These harsh conditions, called hostile environments, have
to be regarded as a strong incentive for companies to rec-
ognize opportunities as a source of competitive advantage.
Moreover, the abundance of resources can be observed
as a prerequisite for the actual conversion of ideas into
innovations. Under these conditions, the external envi-
ronment presents a greater probability for the existence,
a pressing need for the perception, and the resources for
the exploitation of entrepreneurial opportunities. Although
organizations may conduct entrepreneurial activities in all
types of environments, the prospect of positive impacts on
performance are, in conclusion, higher in dynamic, hetero-
geneous, hostile, and abundant environments.

FUTURE DIRECTIONS

The concept of CE includes numerous promising and worth-
while questions that warrant future research. First, consider-
ing the pathological consequences of organizational inertia
and the large number of approaches addressing the question
of how to overcome existing inertia, it is indeed surprising
that there is almost no research on the topic of avoiding the
emergence of inertia. Therefore, in contrast to the existing
curative approaches, scholars could aim at developing pre-
ventive approaches that may allow firms to avoid falling for
the emerging forces of inertia.

Second, most approaches to CE focus on the question of
how to overcome inertia and enable opportunity seeking and
pursuing by implementing entrepreneurial processes and
behavior patterns. However, they disregard the challenge
of simultaneously preserving efficient existing processes
and defending a firm base of traditional products and cus-
tomers against competitors and economic downturn. Until
now, scholars have focused insufficient attention on the
antagonism in strategic alignment depending on the need
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for managing both exploitation and exploration. Research
on ambidexterity aiming at a balance between preservative
and entrepreneurial behavior, for instance, could integrate
the dimensions of EO in order to identify optimal levels of
entrepreneurship and management.

Third, scholars could explore what factors may aug-
ment and inhibit the strength of the relationship between
CE and performance. Under what conditions would strong
organizational cultures cause core rigidities, and, in con-
sequence, erode innovativeness and discourage risk taking
as well as opportunity seeking? Moreover, in how far are
reward systems able to facilitate entrepreneurial actions of
both managers and employees?

Fourth, research focusing on the link between CE and
best practices of leading-edge companies could help schol-
ars to inductively derive theory that can later be tested to
confirm or disconfirm extant knowledge. In doing so, they
would enhance the viability of descriptive and normative
CE theory.

SUMMARY

The 21st-century competitive environment challenges es-
tablished companies and their strategic leaders to integrate
innovation, opportunity seeking, and strategic flexibility
in their organizational architectures in order to facilitate
survival and progress. Possible solutions that aim at tack-
ling the maladjustment between requisites of 21st-century
competition and the organizational setting of established
companies characterized by bureaucracy, risk avoidance,
and conservative tendencies have been developed in entre-
preneurship research. The integration of theories of organi-
zational design and entrepreneurship resulted in the concept
of CE that focuses on entrepreneurial behavior in larger
established organizations.

This chapter has shown that the concept of CE with its
intents on innovation, venturing, and strategic renewal is
an applicable response to the challenges of the 21st-century
competitive environment. However, CE is not to be found
at one level or place within the organization. Rather, it is
reflected across the organization and ingrained as part of
its core being. Therefore, entrepreneurial phenomena on
the firm level have to be analyzed on several levels, in par-
ticular in the individual realm, the organizational structure
and culture, and the overall strategic alignment. The stream
of research that focused on the question of how firm-level
entrepreneurship can be managed generated three partly
overlapping approaches. First, entrepreneurial management
puts opportunity-based behavior at the center. Second, EO
addresses the mindsets of firms characterizing them as risk
taking, innovative, proactive, autonomy conveying, and
aggressive in competition. Third, ambidexterity integrates
seemingly opposing activities within an organization that
aim at preserving existing business (exploitation) and at
the same time discovering entrepreneurial opportunities
(exploration).

The investigation of the CE-performance relationship
shows that, in general, CE is associated positively with
performance, though the assumption of a straightforward
correlation between CE and performance seems to be too
simple. Admittedly, the CE-performance relationship is
moderated by a variety of possible influences that may en-
hance or inhibit the strength of the CE-performance link.
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SociaL ENTREPRENEURSHIP
AND SocCIAL ENTERPRISE

WOLFGANG BIELEFELD
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ocial entrepreneurship and social enterprise are top-

ics that have sparked considerable growing interest

among leaders in the business, nonprofit, and govern-
ment sectors as well as among academics in management,
nonprofit, and public administration or policy programs.
Interest in the academic community can be traced to the
late 1970s, which saw the beginning of an agenda among
those studying nonprofits and voluntary action to begin
examining the relations between the nonprofit, for-profit,
and government sectors. This has grown into a major aca-
demic focus and now includes theory and research on the
limits of each organizational form; their interactions in
industries where they coexist; and the blending, blurring,
and combining of market and nonmarket structures and
organizational forms. Social entrepreneurship touches upon
a number of the issues currently being discussed in depart-
ments of economics, sociology, and public affairs. More
recently, there has been a significant growth in the number
of university centers established for the study and teaching
of social entrepreneurship, typically in business or public
affairs schools in centers for nonprofit study. Among non-
profit practitioners, the interest in social entrepreneurship
has focused on the generation of earned income. Nonprofits
have a long history of earning income. Nonprofit commer-
cial activities in the past, however, were primarily designed
to provide services to constituencies the organization was
dedicated to serving (i.e., establishing a used clothing store
for the poor). In the United States, this picture changed in
the early 1980s. The economic slowdown and social service
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budget cuts during the Reagan administration led a number
of nonprofits to either consider or initiate earned income
ventures to make up for lost government funding. In 2000,
the nonprofit sector became concerned about the possibility
of further budget cuts from the George Bush administration.
In addition, conservative outlooks in and out of government
brought a rise in calls for both the nonprofit and public sec-
tors to invest in market-based solutions to social problems,
including paying more attention to earned income as a
source of financial sustainability. Accompanying this has
been a proliferation of consultants and support organiza-
tions as well as a variety of funding sources for these mar-
ket-based solutions. For example, 2007 marked the eighth
meeting of the Social Enterprise Alliance. The meeting is
a major gathering of those devoted to promoting nonprofit
commercialization. The interest in social entrepreneurship
has recently taken on global dimensions as well. In addition
to those in the United States and Western Europe, active
social entrepreneurship agendas can be found in Eastern
Europe, Latin America, and Asia. A number of global-level
supply-and-demand side factors have led to the increasing
interest. On the supply side, Nicholls (2006) cites increased
global per capita wealth, improved social mobility, an in-
crease in the number of democratic governments, increased
power of multinational corporations, better education lev-
els, and improved communications. Demand-side factors
include environmental and health crises, rising economic
inequality, spread of a market ideology, and a more devel-
oped role for nonprofit organizations. Because the growth



of interest in social enterprise and social entrepreneurship
is relatively recent and there are a variety of actors and are-
nas involved in discussion and practice, it is not surprising
that there are a variety of outlooks, opinions, and concep-
tual formulations. Terminology is an issue. For example,
the terms social entrepreneurship and social enterprise are
sometimes used interchangeably but other times are not.
This has been and continues to be a source of confusion and
contention. The term social entrepreneurship is problematic
in that at this point, there is no agreement on major aspects
of a definition. Essentially, however, when the term is used
in a manner consistent with the term entrepreneurship, it
refers to a process of the development of a new product or
an organization to serve a social need. In contrast, the term
social enterprise is a narrower concept and there is general
agreement on its definition. It refers to methods of com-
mercial or earned income generation. Some commentators
and practitioners hold social enterprise as a key component,
if not the essence, of social entrepreneurship, but others do
not. In addition, most of the discussion to date has been
about social enterprise and not about social entrepreneur-
ship, although this is changing rapidly. As well, a variety
of social-enterprise practices and techniques have been
developed, which are being used by managers, promoted
by consultants and professional schools, and funded by
foundations and others. This chapter will proceed as fol-
lows. We will first review some basics of entrepreneurship.
We will then define social entrepreneurship, examine how
it is related to previous thought on entrepreneurship, and
consider some of the special considerations entailed in the
management of social entrepreneurship. We will conclude
by discussing social enterprise and its management.

ENTREPRENEURSHIP

Before discussing social entrepreneurship in any detail, it is
useful to consider entrepreneurship as it has been conceptu-
alized and practiced. This is important because the evolving
discussion of social entrepreneurship takes the previous
conceptualization of entrepreneurship as its starting point.
Therefore, at the very least, all of the factors associated with
entrepreneurship are potentially relevant to social entrepre-
neurship as well. A further question would be the degree
to which social entrepreneurship should be conceptual-
ized and practiced differently. This leads to the possibility
of a useful distinction between “social” entrepreneurship
and, as it is now sometimes termed, “conventional” or
“commercial” entrepreneurship. Entrepreneurship was first
defined in the 1700s. Over the years, a number of differ-
ent viewpoints toward and definitions of entrepreneurship
have developed. Currently, no single definition is accepted
by all. Definitions have emphasized a broad range of ac-
tivities, including the bearing of uncertainty, the creation
of new organizations, the exploration of new opportunities,
the bringing together of the factors of production, and the
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production of new combinations. However, two general
orientations toward entrepreneurship have been identified.
One is focused on the actions of individuals in the market
economy. The economist Richard Cantillon (circa 1730) de-
fined entrepreneurship as self-employment. Entrepreneurs
buy at current prices to sell at (hopefully higher) prices in
the future. They are, consequently, the bearers of risk. Fol-
lowing this orientation, in 1816 Jean Baptiste Say defined
the entrepreneur as one who utilizes all means of production
to create profit through the value of the products that are
thereby created. These early proponents of entrepreneur-
ship laid the foundation to what has become known as the
Austrian School approach to entrepreneurship. The current
form of this approach is expressed by Israel Kirzner, who
holds that an entrepreneur is motivated by profit and seeks
to recognize and act upon market opportunities. This is
consistent with Peter Drucker’s definition of an entrepre-
neur as someone always searching for change, responding
to it, and exploiting it as an opportunity. An alternative
orientation to entrepreneurship was put forth by Joseph
Schumpeter in the 1930s. Schumpeter’s focus was on the
entrepreneur as an innovator, on the creative drive itself,
and on the impacts of entrepreneurship on industry and the
economy. The entrepreneur develops new combinations of
goods, services, and organizational forms in the service of
a relentless drive to create (to found a “private kingdom”
in Schumpeter’s terms). This orientation has been dubbed
“high-level entrepreneurship” and linked historically to the
birth of new industries and the concomitant death of exist-
ing ones through a process of creative destruction. Entre-
preneurship, therefore, can be conceptualized on what could
be termed a macro (industrial or Schumpeterian) level and
a micro (individual, organizational, or Kirznerian) level.
It can also be viewed as involving a wide range of com-
plex phenomena including innovation, the management of
change, new product development, small business manage-
ment, and industry evolution. In addition to various parts
of the management field, entrepreneurship is relevant to the
fields of economics, sociology, history, and psychology.

This discussion highlights one of the problems that has
been noted in the field of entrepreneurship. The definition
and range of topics covered is so broad that some question
whether there can ever be a theory of entrepreneurship.
Despite this lack of specificity, the concept is widely used.
The Academy of Management Entrepreneurship Division’s
(2007) domain statement specifies, “The Entrepreneurship
Division’s domain is the creation and management of new
businesses, small businesses and family firms, as well as the
characteristics and special problems of entrepreneurs.” The
division’s major topic areas include

e new venture ideas and strategies;

» ecological influences on venture creation and demise;

« the acquisition and management of venture capital and
venture teams;

¢ self-employment;
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» the owner-manager;

* management succession;

e corporate venturing;

« the relationship between entrepreneurship and economic
development.

In addition, the number of colleges and universities of-
fering courses related to entrepreneurship is extensive (it
was put at over 1,600 in 2005) and textbooks abound. Most
of this academic activity is oriented toward present and
future managers in MBA programs and specifically covers
aspects involved in creating, starting, financing, and grow-
ing new ventures. The entrepreneur (on this micro level) is
thought of as someone who perceives an opportunity and
creates an organization to pursue it. The process is generally
conceived of as involving several stages, including

e acreative or innovative idea that is recognized as an op-
portunity;

» the decision to start a new organization or venture to exploit
the opportunity;

» the development of business, marketing, organizational,
and financial plans;

» the acquisition of initial capital;

» strategies for market entry;

» strategies and resources for growth; and possibly

« the process of ending the venture.

As can be seen from this listing, in the entrepreneurial
process the focus is not primarily on the innovative idea
itself, but upon its recognition and development as part of
an opportunity. Three components have been held to be
critical (Timmons & Spinelli, 2003): the opportunity, the
entrepreneur, and the resources needed to start the organi-
zation and foster its growth. The business plan integrates
these elements into a strategic direction for the organiza-
tion. Within this process, factors at the individual, social,
organizational, and environmental levels are relevant. Per-
sonal attributes such as locus of control or experience may
interact with environmental opportunities or role models to
influence the innovation stage. These and other personal
factors such as job dissatisfaction or commitment, social
factors such as networks and family, and environmental
factors such as resources and competition may influence the
decision to launch the venture. Market, resource, and other
environmental factors, personal managerial talent, and or-
ganizational capabilities will influence the planning, initial
implementation, growth, and end stages. All of these factors
will be relevant to social entrepreneurship as well.

SOCIAL ENTREPRENEURSHIP

Definitions of the term social entrepreneurship and social
entrepreneur vary in terms of the details they include. A

scan of current definitions of social entrepreneurship re-
veals definitions such as the following:

« Creation of viable socioeconomic structures, relations, in-
stitutions, organizations, and practices that yield and sustain
social benefits

« Use of entrepreneurial behavior for social ends

e Art of simultaneously obtaining both social and financial
return on investment

Definitions of social entrepreneurs include

« change agents in the social sector;

» people who take risks on behalf of the people their organi-
zation serves;

o path breaker with a powerful new idea who combines
visionary and real-world problem-solving creativity, has
strong ethical fiber, and is totally possessed by his or her
vision for change; and

¢ an individual who uses earned-income strategies to pursue
social objectives.

Paul Light (2006) has noted a number of limitations in
the definitions that have been given. For most, the focus is
almost always on individuals as change agents, not on groups
or organizations. Social entrepreneurs usually work in the
nonprofit sector and are invariably only interested in new
programs or solutions, which they generally want to start
from scratch. This is opposed to creating innovations through
adapting existing programs. Throughout, there are only oc-
casional references to management practices. In addition,
social entrepreneurs are viewed as entrepreneurial at all time.
Finally, the use of social enterprise (commercial income) as
a key factor is stressed. Light offers a broader definition. In
his definition, a social entrepreneur is an individual, group,
network, organization, or alliance of organizations that seeks
large-scale change through pattern-breaking ideas in how
governments, nonprofits, and businesses can address signifi-
cant social processes. In this definition, social entrepreneurs

« do not have to be individuals;

» seek sustainable, large-scale change;

» can develop pattern-breaking ideas as to how or what gets
done;

» exist in all sectors (nonprofit, for-profit, and government);
and

« need not engage in social enterprise to be successful.

In addition, the quantity of social entrepreneurship can
vary greatly across individuals or entities and the intensity
of social entrepreneurship can and does ebb and flow over
time as circumstances change. This discussion raises a num-
ber of central questions, three of which will be discussed
in the remainder of the chapter. The discussion will bring
to the forefront major management considerations. We will
consider these questions:



* How is social entrepreneurship related to its predecessor
(commercial or conventional entrepreneurship)?

e What are the implications for social entrepreneurship of a
macro (industry-level) perspective on entrepreneurship?

e What are the implications for social entrepreneurship of a
micro (individual- or organizational-level) perspective on
entrepreneurship?

SOCIAL AND CONVENTIONAL/
COMMERCIAL ENTREPRENEURSHIP

The question as to the degree to which there are similari-
ties and differences between the new conceptualization of
social entrepreneurship and entrepreneurship as it has been
previously conceived has implications for theory as well
as practice. In addressing this question, a first step would
be to examine the connotations of the term “social,” as this
is what is proported to separate the two types of entrepre-
neurship. This implies that we need to, and can, clearly
separate the social from the nonsocial. In reality, most
activity is probably best seen as located somewhere along
a continuum that ranges from completely social to com-
pletely nonsocial (Nicholls & Cho, 2006). Nevertheless,
social entrepreneurship is held to entail activity seeking to
advance social objectives. This is accomplished by provid-
ing benefits for some group or collective—in any case,
benefits that jointly go to more than one individual. Its op-
posite, private objectives, implies the intention of providing
benefits that are restricted to an individual separately from
other individuals. An open question, of course, is the degree
to which providing private benefits results in beneficial
outcomes for the collective. While conceptually clear, this
brings up a number of issues in practice that managers
may have to confront. As many have noted, social interests
are heterogeneous, which means that there are potentially
incompatible values and goals that can result in fundamen-
tally different and conflicting social objectives. This raises a
number of complex questions, including who gets to define
what any given social interest is (the entrepreneur or some
other group of citizens) and whose social interests are ul-
timately pursued and at whose expense. This is especially
problematic at the macro level of social entrepreneurship,
where there may clearly be some who benefit more from
large-scale changes than others. This may be especially
likely in projects involving developed and developing coun-
tries, where goals and values are most likely to be widely
divergent. These issues seldom enter into current conversa-
tions about social entrepreneurship. The “social” is usually
treated as an obvious and unproblematic matter requiring
no further examination or explanation (Cho, 2006). Most
discussions about social entrepreneurship have had a pro-
cedural focus, concentrating on the nature of the particular
behaviors that make the pursuit of social ends entrepreneur-
ial. Given that we can identify a set of goals that can be
considered social, the next question is how an entrepreneur
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would approach them as opposed to strictly commercial
objectives. If someone wanted to be a social entrepreneur,
it would not be very clear from the literature how he or she
should go about it. One major question is to what degree
the person would, or should, do the same things that a for-
profit, or commercial, entrepreneur would do. What can
social entrepreneurs learn from the study and practice of
commercial entrepreneurship? Austin, Stevenson, and Wei-
Skillern (2006) provide a detailed and useful examination
of this question. They define social entrepreneurship as in-
novative social value creation. They hold that differences
between social and commercial entrepreneurship will be the
result of four major variables:

e Market failure—will create different entrepreneurial op-
portunities for social entrepreneurship and commercial
entrepreneurship

» Mission—results in fundamental differences between social
entrepreneurship and commercial entrepreneurship

* Resource mobilization—will require different management
approaches in social entrepreneurship and commercial
entrepreneurship

e Performance measurement—social entrepreneurship will
necessitate the measurement of social value in addition to
commercial value

They base their discussion of the management implica-
tions of social entrepreneurship on Sahlman’s PCDO model
(1996), which holds that the management of entrepreneur-
ship necessitates the creation of a dynamic fit between
People (P), Context (C), the Deal (D), and the Opportunity
(O). They maintain that social entrepreneurship differs from
commercial entrepreneurship in each of these elements.
Opportunity differences are most distinct due to differ-
ences in organizational missions and responses to market
failure. The impact of the Context varies because of the
way that the interaction of mission and performance mea-
surement influences management. The role of People (and
other resources) varies due to differences in the difficulties
in resource mobilization. Finally, the terms of the Deal
are fundamentally different because of the way resources
must be mobilized and the ambiguities of performance
measurement. Austin, Stevenson, and Wei-Skillern (2006)
conclude that the PCDO framework needs to be adapted
for social entrepreneurship in several important respects.
Most importantly, the social purpose of the activity needs
to be stressed. They recommend replacing the (commercial)
Deal with what they term the “Social Value Proposition”—
a conceptualization of the social value or benefits to be
produced. In addition, People should be replaced with
economic and human resources in order to highlight the
distinction between these two types of resources and their
disparate requirements for the management of social entre-
preneurship. The considerations of the differences between
social entrepreneurship and commercial entrepreneurship
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involve a number of implications for practice. Management
will need to pay attention to the following:

e The centrality of social value—this must be the first and
foremost consideration

¢ Organizational alignment—alignment with external actors
may be needed to deliver social value

¢ Organizational boundaries—boundaries may need to be
more flexible

* Cooperation—social value may be enhanced by coopera-
tion instead of competition

SOCIAL ENTREPRENEURSHIP
AND THE MACRO PERSPECTIVE

With its focus on industry- or economy-wide changes, a
macro perspective leads to a view of social entrepreneurship
as a process aimed at making large-scale system changes.
This would be accomplished through entrepreneurial in-
novations that have the potential to address significant and
widespread social problems. This definition of social entre-
preneurship is held and promoted by funding and support
organizations, for example,

» Skoll Foundation (2007): Social entrepreneurs are society’s
change agents, pioneers of innovations that benefit human-
ity. Motivated by altruism and a profound desire to promote
the growth of equitable civil societies, social entrepreneurs
pioneer innovative, effective, sustainable approaches to
meet the needs of the marginalized, the disadvantaged, and
the disenfranchised. Social entrepreneurs are the wellspring
of a better future.

e Ashoka (2007): Social entrepreneurs are individuals with
innovative solutions to society’s most pressing social prob-
lems. They are ambitious and persistent, tackling major so-
cial issues and offering new ideas for wide-scale change.

What sets social entrepreneurs in this tradition apart
from conventional social service providers is that social
entrepreneurs will use creativity, innovation, and resource-
fulness in nontraditional, pioneering, and disruptive ways
that aim at large-scale, systemic change. In order to have the
significant, large-scale, systemic impacts sought, however,
innovations must be developed and implemented on an
appropriate scale. In the social entrepreneurship literature,
this process is referred to as scaling for impact (or scaling
up). A number of alternatives have been proposed for scal-
ing up, or increasing, the impact of a social venture once
it has been developed. According to the Center for the
Advancement of Social Entrepreneurship (2007), in the
most general sense, “Scaling social impact is the process
of closing the gap between the real and the ideal condition
as it pertains to particular social needs or problems. Scaling
social impact can occur by increasing the positive social
impact created, decreasing the negative social impact of
others, or decreasing the social need or demand.” Increasing

social impact is the technique most often discussed. Scal-
ing up has been viewed as a process that can be used for
programs or services, organizational models, or principles.
In this process, a social entrepreneur will first develop a
concept (the beneficial program, model, or principle) and
demonstrate its utility and effectiveness on a small scale
and at a local level. Modest expansion can then be used
to develop experience and techniques that will enhance
efficiency. Finally, full-blown scaling up through wide-
scale expansion will provide the large-scale impacts sought.
This can be accomplished through providing significantly
more services (with the goal of increasing the quantity or
quality of impact), diversifying the communities served or
services offered, or expanding geographically. Geographic
expansion, or branching, involves establishing new service
sites in other geographical locations operating under a com-
mon name and using a common approach. Branching can
prove beneficial in a number of ways. It may result in much
wider social impact through providing access to whole
new communities. Also, it may enhance the chances of
organizational or program survival by providing access to
new resource providers or partners. Finally, it may improve
efficiency through economies of scale and enhance effec-
tiveness through innovations resulting from local experi-
mentation. In addition, scaling up can be accomplished in
more indirect ways, including information dissemination or
affiliation with others in networks. For example, a program
model might be promoted through licensing agreements or
partnerships. Even more indirect channels are available, in-
cluding influencing public policy, influencing social move-
ments, or changing or creating markets through research,
public influence, or advocacy or lobbying.

Networks have been widely viewed as a particularly
useful tool for social entrepreneurs and especially those
seeking to extend impact and scale up (Dees, Emerson,
& Economy, 2001, 2002). Networks could allow social
entrepreneurs to collectively do things they couldn’t do
individually, such as expand total capabilities and reach,
provide economies of scale, and enhance access to re-
sources. They may be a way to link organizations in the
nonprofit, for-profit, and public sectors and in this way
significantly advance the solutions to social problems, since
the dimensions of significant problems typically span sec-
tor boundaries. It is useful, therefore, to consider some of
the basics of network structures. A variety of interorgani-
zational relationships are available for network formation.
They vary in terms of a variety of factors, including the
level of engagement, importance to the mission, magnitude
of resources involved, scope of activities, interaction level,
managerial complexity, and strategic value. One useful way
of conceptualizing interorganizational relations is in terms
of the amount or level of control network partners have over
each other. For example, networks of information exchange
are not likely to involve any control by partners over each
other. The coordination of activities, on the other hand, is
likely to involve some mutual accountability for action.
More intense cooperation could involve mutual agreements



regarding the sharing of resources, and complete collabora-
tion could involve mutual agreements about the sharing of
resources, power, and authority. In addition, the establish-
ment and maintenance of any interorganizational relation-
ship is difficult due to a number of well-documented factors
including internal differences between organizations and
the process of relationship establishment and maintenance
(making connections, ensuring strategic fit, managing the
relationship, etc.). For social entrepreneurship, particular
issues might be the social objectives and expectations of
the partners, the value of the exchange for each partner, and
the extent and measurement of the social value produced.
Divergent social objectives were discussed previously and
the assessment of social value will be considered next. In
any case, these issues are especially likely to the extent that
network partners have different missions, cultures, man-
agement styles, service philosophies, and so on. This may
be especially problematic if partnerships are cross-sector,
where internal differences may be especially pronounced.
Regardless of the techniques available to them, managers
must assess the wisdom of attempting to scale up. Accord-
ing to Taylor, Dees, and Emerson (2002), there are costs and
risks. These include pulling the organizations from its mis-
sion (to be discussed next), financial and human resource
strains, and the risk of overestimating needs or demands.
In addition, growth may hurt effectiveness and poor per-
formance at a site may hurt the organization’s reputation.
Finally, control may require more bureaucracy, which may
lead to less innovation, when, of course, more innovation
should be the goal. Consequently, organizations should take
care to balance the costs and risks with the potential for
increasing impact. This may be more difficult when there is
pressure to scale up from funders who want to demonstrate
the efficacy of their funding of your program.

SOCIAL ENTREPRENEURSHIP
AND THE MICRO PERSPECTIVE

In commercial or conventional entrepreneurship, the in-
dividual or organizational (micro) approach focuses on
the entrepreneur’s exploitation of market opportunities for
arbitrage. The entrepreneur is motivated by profit and seeks
to generate efficiencies that will generate more arbitrage
opportunities. For social entrepreneurship, the micro ap-
proach can, likewise, involve market orientation as a key
element (Nicholls & Cho, 2006). This will lead to a defini-
tion of social entrepreneurship as involving (or consisting
entirely of) social enterprise, an approach that combines
social impact with commercial income. This is exemplified
by what has been called a double bottom line or blended-
value orientation, in which both financial and social returns
are sought. In this approach, managerial considerations
involve incorporating both social objectives and organiza-
tional operations within commercial markets. In general,
the notion of social enterprise can be applied to nonprofit,
for-profit, and government activity. A social enterprise can
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be generally defined to be an organization that has net posi-
tive externalities in its operations, products, and services,
and indeed consciously attempts to increase its positive
externalities and lower its negative ones (Jamison, 2006).
In terms of nonprofits and for-profits, social enterprise is
conceptualized as occurring along a continuum in what are
being termed hybrid organizations. Kim Alter (2006) has
provided one of the most extensive discussions of various
models adopted by these organizations. Her typology con-
siders corporate structure, mission, programs, and finances.
At one end of the spectrum of organizational types are or-
ganizations relying on philanthropic capital and concerned
exclusively with social returns. Purely philanthropy orga-
nizations appeal to goodwill, are mission driven, and seek
to create social value, and income and profit are directed
toward mission accomplishment. Organizations with these
characteristics have been labeled traditional nonprofits. At
the other end of the spectrum are organizations relying on
commercial capital and concerned with financial returns.
Purely commercial organizations are market driven, ap-
peal to self-interest, seek to create economic value, and
distribute profit to shareholders and owners. Organizations
with these characteristics have been labeled traditional for-
profits. Between these poles is a range of organizational
forms concerned with both social and economic returns.
These are referred to as hybrid organizations. Hybrid or-
ganizations have some mix of elements from the poles of
the spectrum. Hybrid organizations themselves fall along
a continuum and include

e nonprofits with some earned income;

» nonprofits or for-profits with a roughly equal concern for
social and financial ends (often conceptualized as “true”
social enterprises); and

« for-profits with some emphasis on social responsibility.

In this framework, social enterprise is defined as any
revenue-generating venture created to contribute to a social
cause while operating with the discipline, innovation, and
determination of a for-profit business. Social enterprises
can be classified based on the degree to which they are
mission oriented, ranging from completely central to the
mission to unrelated to it. Consistent with this, the activities
of an enterprise can vary in terms of their social program
content and the support they provide to social goals. On
the one hand, enterprise activities could be synonymous
with social programs, thereby completely supporting social
goals. On the other hand, enterprise activities could only
be partially overlapping with social programs, thereby sup-
porting some social goals as well as some nonsocial goals.
Finally, enterprise activities could be completely separate
from social programs, thereby merely providing financing
for social programs.

The role of profits in an organization could be a fac-
tor that distinguishes nonprofit and for-profit social en-
terprises. There may not be any difference between the
two organizational types in the degree to which a social
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venture is explicitly designed to serve social purposes.
In for-profits, however, while the venture’s primary goal
may be social impact, the for-profit structure of the orga-
nization necessitates strict attention to the financial bottom
line. In addition, the for-profit setting may require more
explicit and extensive use of financial objectives to guide
managerial decision making and determine success. In the
nonprofit context, social enterprise has been defined by
the Social Enterprise Alliance (2007) as an earned-income
business or strategy undertaken by a nonprofit to generate
revenue in support of its charitable mission. Earned income
can consist of payments received in direct exchange for a
product, service, or privilege. The focus is squarely on the
mission, which is consistent with the outlook expected of
nonprofit organizations. The role of commercial activity in
nonprofits is controversial, however. As mentioned earlier,
nonprofits earning income is not a new phenomenon. The
contemporary impetus and pressures for nonprofit earned
income strategies can be traced to funding difficulties for
nonprofits in the late 1970s. These were the result of infla-
tion and recession, escalating costs, and tighter budgets
for nonprofits. They were exacerbated by declining public
support for programs of interest to nonprofits by the Reagan
administration in the early 1980s. In addition, the 1990s
saw more competition for grants and contributions due to
the increased number of nonprofits. Also in the 1990s, a
series of scandals in the nonprofit sector led to an erosion
of public confidence in the sector. Finally, the 1990s and
onward saw the rise of a conservative ideological emphasis
on market-based solutions in both the public and nonprofit
sectors. Currently, a host of drivers and benefits are cited
for nonprofit social enterprise including the following:

e Freedom from the constraints imposed by government or
philanthropic dollars

« Diversity funding sources

¢ Fund overhead, innovation, or unpopular causes

« Sustainability for the long term

» Take advantage of new opportunities

* New expectations from funders: asking nonprofits to be-
come self-sustaining

e Desire to meet double bottom lines (social value and in-
come) or triple bottom lines (social value, income, and
environmental neutrality)

» Create entrepreneurial spirit in the organization

* Enhanced understanding of clients (needed for commercial
success)

e Tests social value (since value can be measured by the
willingness to pay)

e Add skills and competencies to organization

* Enhances profile of the organization among funders and
community

On the for-profit side, several factors have been held as
drivers for social enterprise, primarily an increasing con-
cern about corporate social responsibility and the spread
of for-profits into areas where nonprofits have typically

been the exclusive or dominate service providers. There are
numerous conceptualizations and definitions of corporate
social responsibility. The basic idea, however, is that busi-
ness has some obligation or responsibility to society. The
fulfillment of this responsibility can be seen in a firm’s ef-
forts to do more to address a social problem than the firm
would have done in the course of its normal pursuit of prof-
its (Vogel, 2005). While the idea has a history going back to
the beginnings of the corporate form, the establishment of
the legality of corporate philanthropy in 1945 gave the topic
new relevance in the United States. Moreover, since the
1990s, there has been increasing pressure for corporations
to conceive of their social responsibility on a global scale.
This is primarily because in many cases national govern-
ments alone seem unable to deal successfully with global
social problems. In addition, for-profits have expanded their
activities into new social service areas. In some cases, these
service areas have been opened to for-profits by govern-
ment privatizations or change in provider policy. For ex-
ample, the government may decide to let for-profits bid for
contracts that previously had been reserved for nonprofits.
In addition, for-profits have moved into some social service
areas to exploit opportunities to earn profits while providing
social benefits. A high-profile example is the current inter-
est among some for-profits in the “base of the pyramid.”
The base of the economic pyramid is defined as the four-
plus billion people in the world who earn less than four dol-
lars a day and live in poverty. Conventional business has not
considered the base of the pyramid a viable market because
these individuals received services provided by govern-
ments and/or nonprofit organizations. Some corporations,
however, are seeking new, creative strategies to profitably
improve the social conditions in such target markets.

ISSUES IN SOCIAL ENTERPRISE

In this section, we will consider in more detail some of the
issues currently being discussed regarding social enterprise.
While the discussion of these issues has mostly been in
terms of social enterprise in nonprofit organizations, the
issues are also relevant to for-profit social enterprise. There
is a vigorous debate about the near-term future of earned
income activities by nonprofits. One camp is of the opin-
ion that we are on the verge of a big increase in nonprofit
commercial activity based on its promotion by key actors
and practice by increasing numbers of organizations. For
example, Massarsky (2006) argues that social enterprise in
the nonprofit sector has reached a tipping point, as indicated
by a number of markers including collective action, specific
language and a common terminology, presence of debate or
differences of opinion, increases in publishing and media
attention, increases in resources available to support the
issue or idea, a set of projected or actual changes in behav-
ior, new policies or legislation, increases in activity among
university faculty and administrators, and tools and metrics.
Most research on social enterprise to date, however, has



been anecdotal in nature. Until more systematic research
accumulates, the claims just made must be seen as specula-
tive. Moreover, data does not show that there has been a
large increase in commercial income in the nonprofit sector
(Foster & Bradach, 2005). An additional question that needs
to be addressed is the degree to which nonprofits that rely
heavily on earned income are successful in their ventures,
and there are doubts about the extent of nonprofit success
to date (Foster & Bradach, 2005). In addition, it has been
speculated that problems in the capital market may prevent
expansion. Nonprofit sources of capital (donations and
grants) are insufficient and the link to performance is weak.
For-profit sources of capital (debt and equity), on the other
hand, do not recognize social value creation, and high-risk
capital is only available in certain sectors. In addition,
basic questions remain concerning the positive and nega-
tive impacts of nonprofit commercialization on different
types of nonprofits, on the nonprofit sector and its various
subsectors, and on community or society. As this indicates,
multiple levels need to be considered. For example, social
enterprise may benefit particular organizations, but might
harm the community, the sector, or society. It may diversify
nonprofit income, but may reduce the presence or impact
of nonmarket activity or values. Of course, debates about
the characteristics, extent, and consequences of market and
nonmarket aspects on society have been held for a long
time. Social enterprise should be brought more explicitly
into these discussions. One way to proceed as these dis-
cussions develop is to adopt a contingency view of social
enterprise. The question then becomes not if, but when,
how, and with what effect social enterprise takes place.
In addition, more research is needed on the limits as well
as the advantages and disadvantages of providing goods
and services via social enterprise techniques as opposed to
traditional philanthropic or public provision techniques. Of
concern are impacts on

 the nature of the goods and services produced;

 the distribution of these goods and services;

« the recipients of these goods and services;

» the producers of these (the impacts on nonprofits);

» other stakeholders, including the community or
neighborhood;

 the sector and the consequences of more blurring and blend-
ing of organizational forms; and

» society, including the availability of social benefits.

There are also a host of organizational and managerial
questions. What are the organizational impacts of social
enterprise on various types of nonprofit organizations? To
what degree are ventures viable and what are the conse-
quences of venture failure? How should opportunity costs
be conceptualized and taken into account? What are the
impacts in terms of mission drift, organizational culture,
and accountability to constituencies or the community?
Finally, increased commercial activity may threaten the
legitimacy as well as the tax exemption on which the
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sector is based (Weisbrod, 2004). We will examine two
of these issues here. A major question for both social
entrepreneurship and social enterprise is how to define
and measure the social bottom line—variously termed the
social value, social returns, or social impact—of social
enterprise. While a long-standing question for nonprofits,
this question is also of great relevance to for-profit orga-
nizations. Because for-profit organizations have explicit
concern about profits and experience difficulties in mea-
suring social impact and assigning value to it, they have
problems making decisions about investments or resource
allocation. In the broadest sense, things are valued be-
cause they are judged to be good or worthwhile. More spe-
cifically, several types of value have been distinguished.
Outcome value results when something improves people’s
welfare and quality of life. Activity value, on the other
hand, lies in the process by which an outcome is produced.
Finally, excellence value is created when an outcome or
activity inspires others to strive to learn and excel. As-
sessing social value, therefore, may involve determining
the value of things that can’t be easily, directly, or at all
monetized, such as social capital, cohesion, or quality of
life. Without such an assessment, however, how does an
organization know to what degree it has provided social
value and in what ways the financial bottom line relates to
this? Several recent discussions of this issue are illustra-
tive. The Aspen Institute (Gentile, 2002) has proposed the
term social impact management to mean “. . . the field of
inquiry at the intersection of business practice and wider
societal concerns that reflects and respects the complex
interdependency between these two realities” (p. 2). For
this type of management, three aspects of a business activ-
ity need to be considered:

e Purpose—in both societal and business terms

* Social context—the legitimate rights and responsibilities
of multiple stakeholders need to be considered by manage-
ment, and proposed strategy needs to be evaluated for both
financial returns as well as broader social impacts

* Metrics—there needs to be measurement of both social
performance and profitability for both short- and long-term
time frames

A recent study sheds light on the current state of af-
fairs in social-impact assessment and points to numerous
issues. In March of 2003, the Rockefeller Foundation and
the Goldman Sachs Foundation hosted over 50 funders to
discuss the issues surrounding assessing social impact and
social return on investment. The discussion concluded:
“The field has yet to establish a common understanding
of ‘social impact’—what it is or how to measure it. Cur-
rently, measures of impact vary from funder to funder and
organization to organization” (p. 2). Sixteen social impact
assessment methods currently in use in the nonprofit and
for-profit sectors were presented to the group. Four promi-
nent social-impact assessment tools used by nonprofits
were discussed and evaluated in detail, including
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* Roberts Enterprise Development Fund: OASIS;

* New Profit, Inc.: Balanced Scorecard;

¢ Edna McConnell Clark Foundation: 70 indicators; and
e Coastal Enterprises, Inc.: SROI and longitudinal data.

This discussion of the use of social-impact assessment
methods identified a number of challenges. Conceptual
challenges exist because the best practices are not stan-
dardized and theories of change are not aligned among
grantors, investors, and nonprofits. Operational challenges
exist because values cannot always be measured, quality
implementation of assessment is essential but difficult,
third parties may be needed to help achieve more techni-
cally sound assessment, and time horizons for output and
outcome measurement are long. Structural challenges exist
because significant diversity exists within each nonprofit
field and reporting requirements are not usually aligned
among funders, creating difficulties for recipients. Finally,
practical challenges are entailed because funders often lack
clear goals, funding priorities may be inconsistent and shift,
and trust and mutuality between funders and recipients are
limited. Given this evaluation of the state of the field as
described in the report, it appears that while social impact
assessment is important and a number of approaches are
being developed, much remains to be done.

We conclude with the consideration of another issue of-
ten raised in connection with social enterprise in nonprofit
organizations—mission drift. It should be noted, however,
that this issue is also relevant to for-profit social enterprises.
In general, mission drift can vary in severity and can be
characterized by both internal and external factors. Inter-
nally, when mission drift occurs, mission will not provide a
good guide for daily activity and opportunities will be pur-
sued even if they do not further the mission. Externally, it
will be difficult to identify or understand the organization’s
mission by observing its actions. Richard Male and As-
sociates (2007) list a number of indicators of mission drift,
including the following:

» Focus on income first and build programs around the dollars

» Income acquisition is seen as a problem or crisis

» Key organization members are not clear what the mission is

e A core of board members/volunteers pushes the organiza-
tion in certain directions

e Large turnover of staff or board members

e Media coverage and publicity are very important

» Frequent questions about adherence to ethical standards

» Organization is coasting—not on cutting edge of creativity
or effectiveness

Numerous commentators have noted possible tensions
between nonprofit missions and market orientation in or-
ganizations pursuing double bottom lines. It is held that
balance and trade-offs are necessary for social enterprise
activities. The goal and process of generating both social
and economic value can result in decisions and actions that
can be in opposition to each other. For example, increasing

earned income by instituting or increasing client fees or
charges may result in decreasing social impact. Conversely,
extending services to new clients may necessitate increased
costs. In these cases, managers must calculate the financial
and social trade-offs involved and both market discipline
and organizational ethics and integrity must be taken into
account. Mission drift under these circumstances would
occur where activities to meet financial goals begin to
dominate or change social missions or mandates. Mission
drift entails a number of possible negative consequences. A
nonprofit’s reputation among stakeholders and the public
may be damaged. In addition, funding may be jeopardized if
funders feel that donations are no longer necessary because
commercial income is sufficient. Finally, a nonprofit’s orga-
nizational culture could be threatened by the introduction of
market-based outlooks or the hiring of business and indus-
try experts or professionals. The assessment of mission drift
is made more problematic in that organizational change is a
very complex process. Change could take place in any part
of the organization, including highly visible and formal fac-
tors, such as mission statements, strategy, or objectives, or
in much less visible day-to-day staff directives, service de-
livery details, or service recipient outcomes. Management
may have relatively little difficulty assessing changes in the
visible and formal factors but much more difficulty observ-
ing changes in the less visible activities. The problem is that
missions and strategies are often general enough to be met
in a variety of ways. Detecting mission drift, therefore, may
require management to look at changes in day-to-day work
activities. Making things more complex is the possibility
that these activities may, in fact, drift without there being
any changes in official mission or strategy statements. In
addition, even if there are changes, there is the question of
whether they are due to an emphasis on financial goals or
are the result of other factors (such as a change in the envi-
ronment). Finally, if the social mission of provision of so-
cial benefits has, in fact, changed, to what degree are these
changes positive or negative? It could result, for example,
in a renewed sense of purpose in the organization. On the
other hand, it could damage the organization’s reputation,
split the organization’s culture, and decrease services to the
community.

CONCLUSION

The goal of this chapter has been to shed light on current
discussions and debates about social entrepreneurship and
social enterprise. These are areas of considerable interest to
both practitioners and academics and a wide range of actors
have become involved. Developments are being made on
both conceptual and practical fronts and significant dollars
are being spent by major funders. Both social entrepreneur-
ship and social enterprise, however, raise a number of is-
sues. Social entrepreneurship is just starting to explore and
find its definition and place in both the nonprofit and for-
profit sectors. Given that it is a manifestation of the powerful



process of entrepreneurship, however, it has the potential to
make major and positive contributions. If researchers and
practitioners together can discover how organizations can
promote and harness innovation and creativity and bring
these more effectively to bear on social problems, the con-
stituencies of these organizations and society as a whole
will benefit greatly. Social enterprise, on the other hand,
has been discussed for some time and is being vigorously
promoted. Basic questions remain, however, regarding the
proper conceptualization and role of market and nonmarket
orientations in both the nonprofit and for-profit sectors.
These questions and issues have, however, been relatively
well identified in the literature and addressing them furthers
our understanding of current practices and points to future
applications. This will both advance our understanding and
improve the management of socially oriented nonprofit and
for-profit organizations.
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to the current state of knowledge on high technol-

ogy entrepreneurship and to identify questions that
are not yet answered, are open for debate, and are in need
of further empirical research. (We have listed suggested re-
search projects at the end of this chapter.) This chapter will
discuss each of these items in turn, beginning with defini-
tions and the importance of entrepreneurship, and turning
next to the state of innovation in the U.S. innovation system
and the sources of innovation. Next, moving through a
typical sequence of start-up events, we identify significant
issues that may create crises. (See also Chapter 1 on or-
ganizational emergence). We conclude with comparisons
of the climate and institutional arrangements that support
entrepreneurship in the United States and elsewhere.

The goals of this chapter are to introduce the reader

ENTREPRENEURSHIP
AND ITS IMPORTANCE

First, what is entrepreneurship, why is it important, and
what is different about high technology entrepreneurship?
While there are many definitions, we define entrepreneur-
ship as a process of innovation that creates a new organiza-
tion (new venture or start-up).! An entrepreneurial venture
is a relatively recently founded firm that is both young and
small, but not by design and not for long. High technology
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entrepreneurs seek high growth and expect their ventures to
develop into complex enterprises. Entrepreneurship thrives
in countries whose national institutions and social norms
support new venture creation and when collaboration is
facilitated between industry, government, and educational
institutions.

Entrepreneurship is important because it fosters economic
growth. The rate of entrepreneurship surged throughout the
world in the last quarter of the 20th century, thriving in
countries as diverse as China, India, the Czech Republic,
Turkey, Korea, Ireland, Peru, and the United States, accord-
ing to the Global Entrepreneurship Monitor (GEM; 2006), a
42-country, 5-continent study of the dynamic entrepreneur-
ial propensities of countries. GEM investigators reported
that a country’s rate of entrepreneurial activity is positively
correlated with national economic growth (measured as per
capita GDP) over time, 1999-2006.

Entrepreneurs expand existing markets by identifying
niches, thereby increasing competition and economic ef-
ficiency. They also create entirely new markets by develop-
ing innovative products as well as innovative applications
and variants of existing product lines. New markets present
profit opportunities to others, spurring further economic
activity. Worldwide, the rate of early stage (nascent) en-
trepreneurship varies across countries from a low of 2.7%
(Belgium) to a high of 40% (Peru), with the United States
and Australia at 10% and 12%, respectively. However, this



rate also depends on the demographic cultural and institu-
tional characteristics of each country. (See Chapter 37 for a
discussion of culture-sensitive global strategies.)

Of the 24.7 million business firms in the United States
in 2004, 99.7% employed between 10 and 200 people, ac-
counting for 45% of the total private payroll, and just over
half of 112.4 million workers in the nonfarm private sector.
Small firms created 60% to 80% of the net new jobs annu-
ally for the last decade, and are more innovative than their
larger counterparts, producing 13 to 14 times as many pat-
ents per employee. They also account for up to 80% of sales
of new innovative products in the first years after launch.
Patents filed by small businesses are twice as likely as those
filed by large firms to be among the top 1% of patents in
subsequent citations (U.S. Small Business Administration,
2006). These are the “high technology” small firms that
offer wealth creation, jobs, and economic growth because
they are so innovative.

High technology describes the “technology intensive-
ness” of a business or industry, which is often measured
by money spent on research and development (R&D) as
a percent of revenues to develop innovative products and
technologies. The all-industry U.S. average research and
development R&D/Sales ratio is 3.4%, varying from less
than 1% to a high of 20%. High technology industries’
rates range from 8.3% for the U.S. semiconductor industry
to 20% for the software industry. Other measures include
the fraction of all employees involved in R&D or with
advanced degrees or technical education. Biotechnology,
nanotechnology, electronic device manufacturers, photon-
ics, and medical instruments are considered technology-
intensive industries.

What is “high technology” is relative to whatever else
is available: It depends upon when you ask the question.
In 1890, “high” or cutting-edge technologies included pe-
troleum refining, street railways, machine tools, and tele-
phones. In 1990, it was electronics and computers. By 2007,
consumer devices like the iPhone and nanoengineered ma-
terials are high technology, as are genetically engineered
medications that target specific diseases. What was “high
technology” in one era quickly becomes the accepted norm
in the next.

High technology entrepreneurship is the process of
starting a new venture based on scientific advances or
a technology not generally in use or not in use in the
industry in question. Recognizing opportunity, gathering
needed resources and people, structuring an organization
and bringing the product to market are all aspects of new
venture creation—and each can be challenging. High tech-
nology entrepreneurship differs from entrepreneurship in
nonscience-based industries, because it creates a higher
proportion of innovative products than nonscience-based
entrepreneurship, accounting for the Small Business Ad-
ministration’s patent citation counts and other measures
of innovativeness previously mentioned. High technology
entrepreneurship is also high in risk, because the market
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success of a new technology cannot be forecast (Rosenberg,
2000), and because new ventures face “liabilities of new-
ness,” or a greater likelihood of failing than older, estab-
lished firms (Stinchcombe, 1965; Schoonhoven, 2005).

High technology entrepreneurship is also potentially
high in rewards, because new technology can transform
whole industries and create new markets. Entrepreneur-
ship is the most likely entry to market for new, “disruptive”
technologies—those that change the way business is done,
rendering older methods obsolete (Tushman & Anderson,
1986). Established firms tend to improve existing technolo-
gies and products, rather than introducing wholly new ones.”
Innovation does take place in large corporations. Consider,
for example, IBM’s development of the System 360 (Chan-
dler, 2001), Texas Instruments’ introduction of commercial
silicon transistors (Jelinek, 1979), or Monsanto’s shift into
biotechnology (Day & Jelinek, 2007). Because significant
innovations are rare in established firms, we focus on en-
trepreneurship, new ventures, and start-ups.

Would-be entrepreneurs must find new technologies,
generate viable commercial applications, mitigate risks,
create profitable paths to market, accumulate the neces-
sary resources to proceed, and organize all this into a new,
independent entity. New businesses fail at a higher rate
than older, more established firms, especially businesses
based on new science and technology. Yet it is difficult to
predict which new ideas, innovations, and technologies will
succeed to yield the new jobs, wealth, new industries, and
new technology applications that make high technology
entrepreneurship so attractive. Dell Computer Corporation,
a well-known exemplar, began as a part-time business in
a college dormitory room, but became the world’s largest
personal computer firm with worldwide sales and market
capitalization of more than $50 billion by 2007, about 15
years after its founding. Dell’s highly information-intensive
business model uses computers and the Internet to serve
both consumer and corporate customers and set new stan-
dards for service, delivery, and convenience.

But how do innovations and new technologies come into
commercial use? Where do the ideas come from in the first
place, and how do they come to be accepted? We turn first
to a brief survey of selected frameworks about entrepre-
neurship and then to innovation and technical entrepreneur-
ship in the United States.

THEORIES OF ENTREPRENEURSHIP

Joseph Schumpeter (1936, 1940/1950), an early-20th-
century economist, argued that innovation by entrepreneurs
led to “gales of creative destruction” as innovations caused
old products, ideas, technologies, skills, and equipment to
become obsolete. More contemporary researchers concur
that new technology drives economic growth by displac-
ing older expenditures of capital, labor, and time as well
as providing goods and services formerly unavailable, or
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available only to the very wealthy, as well as longer life,
and better health (North, 1981, 1990; Rosenberg, Landau
& Mowery, 1992).

Yet despite centuries of scholarly attention, no gen-
eral theory about entrepreneurship has emerged, nor have
substantive disciplinary theories of entrepreneurship, so
we cannot systematically compare alternative theories
(Schoonhoven & Romanelli, 2001). Instead, we consider
five frameworks that have evolved to account for the phe-
nomenon:? two are “macro” frameworks that examine the
firm in its external environment, industry, and institutional
context; two others are “micro” frameworks addressing en-
trepreneurs and entrepreneurial teams. The social network
approach to entrepreneurship, which we will discuss last,
lies in between.*

Liability of Newness

At the macro level, both theory and research show new
organizations failing more often than older firms, the so-
called “liability of newness.” All organizations are depen-
dent upon and constrained by their social system, but new
organizations must create new roles, a process that is time
consuming, may involve trial-and-error learning, has the
potential for interpersonal conflict, and is imbued with in-
efficiencies in execution of the new roles and the venture’s
work (Stinchcombe, 1965).

New ventures rely primarily on social relations among
strangers, and interpersonal trust is initially low among
strangers, so relationships are precarious. Loyalty and thus
the commitment to the venture’s goals are also uncertain—
complicating efforts to efficiently execute a business plan.
Lastly, new ventures typically lack external legitimacy,
so establishing relationships with potential customers and
suppliers is difficult: new organizations must start from
scratch. Where existing rival organizations have strong ties
to customers, it is more difficult for the new organization
to displace rivals. Despite the difficulty of first gaining
customers, the greater those customers’ reliance on the new
product or service, the greater their stake in the venture’s
survival. It is not unusual for customers to invest in new
ventures that supply critical products or services.

Less obvious “social conditions” affecting new firms’
survival include a nation’s institutional framework. For
some 40 years after World War II, private property was
outlawed in China under its communist government. Entre-
preneurs were not allowed to join the Communist Party (the
sole political party) until the late 1990s, and the political
institutions of China did not support the founding of new
ventures. In Japan, which has a history of economic domi-
nation by a small number of very large industry groups (the
kieretsu), entrepreneurship is still not common (although it
is becoming more so among the young). “Lifetime employ-
ment” by a large company was the prevailing social ideal,
and it remains socially shameful to be laid off, fired, or out
of work in Japan, especially for a man. Japan’s institutions

have not favored high technology entrepreneurship; most
Japanese technology firms began as subsidiaries of much
larger firms, rather than as independent start-ups. Japan
and China have different institutional arrangements than the
United States, and thus different social conditions.

New firms in science-based industries face an additional
liability in their search for innovation (Schoonhoven, 2005).
The time required to create new product knowledge is un-
certain, making it difficult to predict when the first working
prototype will be complete, or when income from first sales
will be realized: The new firm must spend cash without rev-
enues to support itself for months longer than expected, and
those attempting highly innovative products take longer to
reach first revenues (Schoonhoven, Eisenhardt et al., 1990),
raising the likelihood of failure.

Why are newness liabilities important for a potential
entrepreneur? The simple fact that new firms fail at a higher
rate than established firms describes the relatively high risk
as well the substantial challenge of high technology entre-
preneurship. For a discussion of practical actions entrepre-
neurs might take to mitigate these liabilities of newness, see
Schoonhoven, 2005. Good textbooks on entrepreneurship
also review multiple sources of risk for a new venture,
along with risk mitigation strategies (e.g., Timmons &
Spinelli, 2007).

Death Rates: Industry Size,
Legitimation, and Competition

One prominent framework argues that as the number of
new firms in an industry (called a population) increases, the
death rate of new firms decreases. However, after a certain
point, death rates increase again. Referred to as “density-
dependent death rates” (Hannan & Carroll, 1992), this same
relationship has been found in a wide range of industries
such as credit unions, telecommunications, semiconductors,
newspapers, and hospitals (e.g., Barnett & Carroll, 1987;
Ruef, 1997). The practical implication is that death rates of
new firms differ as industry size increases over time; first
movers face a particular challenge.

Researchers argue that population density—the number
of firms in an industry—determines both the level of legiti-
mation of the industry and the degree of competition within
it (Hannan & Carroll, 1992). As density increases, legiti-
mation also increases—until, after a certain point, further
density creates greater competition for resources, driving
up mortality rates. There are several practical implications
of these ideas. An entirely new type of organization—the
first of its kind—will struggle to establish its legitimacy
with other suppliers and customers and thus face greater
likelihood of death. As other new firms enter, the industry’s
increasing density increases legitimation for all, improving
the likelihood of survival for any given firm. As more firms
compete, death rates increase again because there are too
many firms competing for similar resources, creating an
industry “shake out” when the less fit firms fail.



Entrepreneurial Characteristics

Microlevel research investigates entrepreneurs (who
range from “entrepreneurs by necessity,” such as indigents
who start street stalls in underdeveloped countries, to the
technical specialists who start high technology businesses).
Conventional wisdom holds that entrepreneurs are more
comfortable with risk, more achievement oriented, and
more self-directed. Ethnic minorities, women, and immi-
grants are often entrepreneurs—perhaps because of barriers
to entry or advancement in mainstream businesses, or a
desire for more personal control over outcomes. (See also
Chapter 65 on ethnic and minority enterprise, Chapter 67
on family-friendly organizations, and Chapter 6 on women
entrepreneurs.) However, classic personality trait research
has not been able to predict who will become an entre-
preneur or who will succeed. Yet important psychological
and cognitive variables such as differences in opportunity
recognition, expectancies for performance, and attributions
do distinguish entrepreneurs.’

Key characteristics of entrepreneurs center on their abil-
ity to recognize opportunities: This ability is a function of
their personal networks; their ability to think “outside the
box” of conventional thought; their personal experience;
or their ability to see that their problem is also the problem
of many others. Entrepreneurs are often highly networked:
Their wide social contacts link to key resources. A review
of entrepreneurship dynamics highlights these distinctive
capabilities—but we focus on high technology entrepreneur-
ship dynamics per se, rather than on entrepreneurs’ personal
characteristics.

Teams of Entrepreneurs

Because small businesses tend to be relatively simple
undertakings, they are often started by a single individual.
By contrast, new high technology firms tend to be founded
by teams of entrepreneurs (Boeker, 1989; Schoonhoven,
Eisenhardt et al., 1990). One reason is that entrepreneurship
is a social network process (Aldrich, 1999): Most of the
resources required to start a new venture must be obtained
through others, including introductions to potential inves-
tors and help recruiting key talent. Ventures founded by a
team of entrepreneurs will enjoy larger and more diverse
networks—individual members’ networks multiplied by
the number of founders on the team (minus any redundant
elements of their networks).

Then, too, the tasks required to found a new high tech-
nology venture are complex, and can easily overwhelm the
knowledge, experience, and available time of any single
individual. Contemporary science-based technologies are
typically multidisciplinary, requiring the input and col-
laboration of multiple specialists to bring a new product
or service to fruition. Among new science-based ventures,
firms founded by fully staffed teams (that is, those having
top management members who cover all critical business
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functions) bring first products to market faster than less
adequately staffed teams (Schoonhoven, Eisenhardt et al.,
1990). Ventures developing a new technology product must
rapidly build key capabilities within the first year, attracting
quality personnel in essential functional areas and building
functional integration across the new organization, which
speeds first products to market. Ventures lacking key staff
will lag in building such integration.

New ventures benefit from a “strong” founding top man-
agement team of three or more members with a range of
industry and functional experience in addition to more
recently trained technical experts. Ventures with strong
founding top management teams have the highest reve-
nue growth rate in their first four years (Eisenhardt &
Schoonhoven, 1990), a higher probability of reaching $20
million in revenues, and a higher probability of going public
(Schoonhoven,Woolley, & Lyman, 2007). A strong team’s
variety can also be reflected in its diverse social network.

Entrepreneurship as a Social Network Process

A growing body of research sees entrepreneurship as a
social network process in which entrepreneurs draw on their
personal networks for information, advice, and specialist
expertise—capabilities not yet developed in the start-up. In
short, networks can provide a firm with access to a wider
range of resources, information, markets, and more (Gulati,
Nohria et al., 2000)—the resources entrepreneurial start-ups
need to recognize opportunities (Cooper, 2001) or compete
effectively (McEvily & Zaheer, 1999).

Networking with established firms can provide an array
of benefits including social capital (Tsai, 2000), trust (Kale,
Singh et al., 2000), and access to the broader network’s
resources through informal as well as formal relationships
(Kogut, 2000) for both U.S. and non-U.S. entrepreneurial
firms (Lee, Lee, et al., 2001). Other benefits include cred-
ibility or legitimacy—Ilike vouching for the quality of tech-
nology or new products (Cooper, 2001). Such links are most
valuable when they are complementary to the skills, capa-
bilities, and resources of the entrepreneurial firm (Chung,
Singh, et al. 2000); when they stimulate new learning or
capability (Hitt, Dacin, et al., 2000); or when they provide
resources the entrepreneurial firm lacks altogether (Starr &
MacMillan, 1990; Dubini & Aldrich, 1991). Further benefits
from networking, alliances, and similar ties accrue for inde-
pendent as well as “corporate entrepreneurship” efforts.® In
short, network ties are critical to successful entrepreneur-
ship. We turn next to the U.S. innovation system.

BRIEF TOUR OF THE
U.S. INNOVATION SYSTEM’

Because the United States has been the most prolifically
entrepreneurial society, there is great worldwide interest
in the U.S. innovation system, how it works in comparison
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to others, and whether its approaches can be adopted else-
where. We turn first to the U.S. innovation system and its
sources of innovation. Next, we identify critical start-up is-
sues. We conclude with comparisons of the institutional ar-
rangements that affect entrepreneurship in the United States
and in selected other countries. Our tour of innovation and
technical entrepreneurship in the United States begins with
the relationships between U.S. universities and industries,
patent and bankruptcy laws, and entrepreneurship.

A typical innovation path envisions a scientific dis-
covery that is refined in the laboratory by countless small
insights, and then moved into “development”—to apply the
ideas to a new or existing commercial product or service
need. An open marketplace for ideas means that others
refine the original ideas, so the economy becomes increas-
ingly efficient as entrepreneurs apply new knowledge. Such
macro perspectives embrace economic theory, industry,
geographic analysis, and business history studies of entre-
preneurship, as well as the “institutional” factors that com-
prise the national framework of laws and systems within
which entrepreneurship occurs.

U.S. patent law grants the innovator a limited monopoly
to exploit a discovery, in return for disclosing its details.
This law is written into the U.S. Constitution. Americans
were renowned as innovators from the earliest days of the
country—and as adopters of others’ technology, much as
the Chinese, Koreans, and Indians are seen today—well
into the 20th century. Global trading relations in the World
Trade Organization (WTO) hinge on extensive diplomatic
negotiations about intellectual property (IP) rights—that is,
patent and copyright ownership, licensure, and protections.
Developed-country innovators want their IP protected so
that others must pay to use inventions; developing country
users want access to products or ideas they see as essential.
Current disputes between developed economies like the
European Union and the United States, and the less devel-
oped economies like China and India include pharmaceuti-
cals (especially drugs for HIV-AIDS), bioengineered crops
(such as RoundUp Ready™ cotton or soybeans), and video,
music, software, and other digital IP.

U.S. universities receive most federal research funds
and are the source of most basic scientific discoveries as
well as trained students to work in industry. Hundreds of
public universities (such as the University of California and
similar schools in every state) are supported by state legisla-
tors interested in economic development and by industrial
firms eager to sponsor research to solve their problems. One
result: U.S. colleges and universities have historically been
highly responsive to industry needs—generating whole new
disciplines like petroleum engineering and aeronautical
engineering, computer systems and materials science (and
graduates trained in them) well before European or Asian
universities.

About 80% of U.S. federal funding for scientific re-
search since World War II is given to universities and is
aimed at “fundamental” research with no commercial ap-
plication necessarily in sight. Industries can sponsor (or

perform) further research into commercial applications to
generate proprietary IP. Since researchers’ students often go
into industry, much new knowledge is transferred directly
through them, or otherwise “leaks” into commercial firms
(some sources estimate that as much as 95% of new knowl-
edge is transferred by these means, rather than by the much
more widely mentioned—and hotly contested—technology
licensing efforts by universities).

Close relationships between the U.S. military and its
suppliers, particularly firms in the aeronautical, communi-
cations, and computer industries, have also helped fuel U.S.
high technology entrepreneurship. Billions of dollars of in-
vestment in military and technical space research has given
rise to commercial semiconductor electronics (leading to an
explosion of computer and telecommunications devices),
the Internet (initially a Department of Defense communica-
tions link), and global positioning technology (at first avail-
able to civilians only in a degraded signal, now routinely
included in automobiles and cell phones, and in handheld
devices for hikers). Government-supported research is also
conducted within federal laboratories, National Aeronautics
and Space Administration (NASA), and National Institute
of Standards and Technology (NIST), among others.

These close relationships have favored technology and
science research and its eventual commercial application
to a greater degree in the United States than in many other
countries.® Historically, the United States has invested
substantial amounts on research and education relative to
other countries, while other countries lacked the requisite
infrastructure for research with links between laboratories
and commercial firms. The era from 1950 to 2000 saw tre-
mendous scientific, technical, and economic growth in the
United States and in other countries. This growth boosted
investments to foster similar technology transfer: When
the United States launched its National Nanotechnology
Initiative in 1999 with some $2 billion of research invest-
ment, other countries also invested heavily, so that U.S.
nanotechnology expenditures have remained at only about
28% of the global total, despite the increase. By contrast,
especially after World War II, the U.S. investment dwarfed
that of all Europe and Asia for decades.

The Bayh-Dole Act and
University Entrepreneurship

Many sources cite the Bayh-Dole Act’ of 1980 as the
spur for U.S. university interest in commercially valuable
research, technology innovation, and licensing. Bayh-Dole
permitted universities to take title to federally funded dis-
coveries made on their campuses. Since most university
research is federally funded in the United States, in practical
terms the universities took title for a// discoveries made on
their premises by faculty, staff, or graduate students, clari-
fying ownership and the right to license. Despite economic
theory arguments that incentives are critical to encourage
risky technology development investments (Teece, 1986),
technology licensure has produced few big winners for



universities—and all of these were broadly licensed, some-
times to hundreds of firms (thus undercutting the argument
that exclusive ownership was required to commercialize
technology). The (very) few enormously valuable discover-
ies that seemed to corroborate the assumed value of licenses
are almost all in biotechnology.

No sharp change in university research behavior, quality,
or focus is discernible before or after Bayh-Dole (Mowery,
Nelson et al., 2004). Direct return on investment from li-
censing per se is not great. A small number of “home runs”
have earned universities huge returns; but most university
patents are never bid upon (80% of those that are have only
one bidder). Just as most university knowledge passes into
use through students’ learning and subsequent employment,
or through publications rather than licenses, most benefit
to universities comes not from license revenues but from
sponsored research, outright donations, political support
before state legislatures, and other ongoing relationships
with industry partners.

For the potential entrepreneur, universities and federal
labs offer rich prospects for new technologies, much of
which has never been bid upon. This basic research is some-
times wholly public, opening the door for further develop-
ment of potentially proprietary knowledge. Basic research
can be accessed through classes, published research papers,
and public lectures; through consultation arrangements with
faculty; student internships and sponsored research; and by
means of consortium membership, where industry members
or firms with common noncompeting interests collectively
fund research (leveraging members’ individual contribu-
tions), in addition to the more widely mentioned licensing
agreements.

A plethora of online sources is also available: The Na-
tional Science Foundation’s research grants are described
online, and U.S. research university Web sites describe
research and link to technology transfer offices to facilitate
licensing discoveries. Numerous consortia—in the form of
industry-university cooperative research centers, such as
Auburn University’s Center for Advanced Vehicle Electron-
ics or the Center for Research on Information Technology
and Organizations (CRITO) at the University of California
at Irvine!>—undertake collaborative research on topics of
interest and publish their results. Member companies may
enjoy first right of refusal for commercial use of discoveries
they have funded. Universities are also potential sources of
knowledgeable employees, consultants, and researchers,
all of whom conduct further research. New companies with
close university relations have higher survival rates.

THE PATH FROM DISCOVERY SCIENCE
TO COMMERCIAL DEPLOYMENT

Once a promising new science or technology is discovered,
the next challenge is to recognize a potential application and
develop it sufficiently to create marketable products. Uni-
versity inventors may be unaware of commercial potential

High Technology Entrepreneurship « 37

or may not want to commercialize their discoveries. This
makes opportunity recognition a key crisis point—both a
failure point for many technologies and an opportunity
point for observant entrepreneurs.

A nascent technology is typically far from commercial
viability: Further development is needed to explore its pos-
sibilities, reduce uncertainty, assure reliability or safety, or
to lower cost before the new idea is ready for the market-
place. Alternatively, some ideas are accepted so enthusiasti-
cally that one wonders why they weren’t thought of before
(such as the Sony Walkman, iTunes, or Post-its).

Another constraint is that some innovations require en-
abling technologies. For example, an iPod or laptop com-
puter that can stream video and music depends on high-
speed digital data transfer and low-cost memory to capture
downloads. Commercial air travel required dependable
internal combustion engines, lightweight and strong air-
craft components, and innovations to insure the safety of
naive civilian passengers. Google became ubiquitous only
when powerful servers and proliferating Web site content
made the Internet a cornucopia of information through
efficient Web browsing. New technologies may erode
once rock-solid businesses—as video rental stores give
way to Netflix’s DVDs by mail and to online downloads.
Integrating technologies—for example, Apple’s iPhone,
which combines a revolutionary mobile phone, a wide-
screen iPod with touch controls, and Internet access—can
reduce demand for products they replace: Schumpeter’s
creative destruction in action. The need for enabling and
complementary technologies means that genuinely new-to-
the-world high technology entrepreneurship is risky. It can
also be highly lucrative, since “disruptive technology” that
obsoletes existing methods can vault the entrepreneur into
market leadership for decades to come (Chandler, 1990).
These same relationships among technologies help explain
why networks of relationships among firms are essential
and why certain regions of the world dominate particu-
lar industries over time (Porter, 1990; Krugman, 1995;
Romanelli & Schoonhoven, 2001). Silicon Valley is the
innovative model that many localities seek to reproduce in
hopes of creating jobs and wealth from science, but replica-
tion is not easy.

The Silicon Valley Archetype

California’s Silicon Valley, the area that extends south
from San Francisco to San Jose, is the envy of countries
around the world. Emulators like Scotland’s “Silicon Glen”
and Manhattan’s “Silicon Alley,” a concentration of Inter-
net and new media companies, and “Silicon Orchard” in
Northern Ireland (among many others) testify to widespread
admiration. What’s so special about Silicon Valley that so
many countries should seek to duplicate some version of it?
In short, successful high technology entrepreneurship.

Silicon Valley is home to multiple intellectual resources:
most notably world-class researchers and graduates from
Stanford and the University of California at Berkeley, many
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leading-edge technologies, and financial assets available
through venture capitalists and angel investors (many of
whom are successful entrepreneurs themselves who have
“cashed out” of their businesses), legal experts and deal
makers—plus experienced venture managers used to deal-
ing with start-ups (Kenny, 2000; Saxenian, 2000; Suchman,
Steward et al., 2001).

These knowledge resources have fostered new ventures
for decades in a succession of technologies. Resources
in close proximity lower the risk of starting a new ven-
ture. Clusters of high technology-oriented support firms—
specialists in advanced computing, or manufacturing
processes, accounting for new ventures or drawing incorpo-
ration papers, advertising, or staffing—make Silicon Valley
a highly supportive area in which to start a firm. Because
start-ups and entrepreneurship are “in the air,” Silicon Val-
ley is exciting: There is always something new happening
(Lee, Miller et al., 2000).

Successful high technology entrepreneurship has also
driven up prices for real estate and salaries, created problems
dealing with congestion, and increased pollution, creating
an outflow of firms, or at least branches, with their technical
talent, and thus the spread of Silicon Valley emulators as
entrepreneurs seek to recreate the “habitat for entrepreneur-
ship” (Lee, Miller et al., 2000). Beyond U.S. locations—i.e.,
Oregon (“Silicon Forest”) and Arizona (““Silicon Desert”)—
foreign governments, most notably China, Taiwan, and In-
dia, have created technology development zones or science
parks to attract entrepreneurs to start new firms (Li et al.,
2007). They also seek Silicon Valley “graduates”—many of
whom first arrived in the United States as foreign students
to attend California universities—for job opportunities back
home (Saxenian, 1999, 2000).

Yet it is difficult to duplicate the successes of Silicon
Valley elsewhere; the U.S. innovation system’s close re-
lationships between universities and their researchers and
entrepreneurs and supporting businesses are unusual. U.S.
venture capitalists’ access to capital, ability to recognize
opportunity and nurture start-ups, and willingness to invest
in what may be no more than a dream that is far from com-
mercial realization are also hard to duplicate. U.S. laws
that facilitate investments by venture capitalists and others,
including the billion-dollar pension funds and institutional
investors that provide capital for venture capital firms, are
still unique in the world today.

The U.S. system of patents and licenses for IP is another
element of the puzzle: For all its difficulties (Jaffe & Le-
rner, 2004), the system has encouraged numerous high tech
start-ups. Economists have long argued that strong patent
protection encourages innovation by assuring economic
incentives for inventors. Patterns of technology citations
in patents, locale, and associations among patent holders
offer a revealing look at the networks of familiarity and
communities of interest that generate new technologies.
Online resources include the U.S. Securities and Exchange
Commission’s database (see especially the S-1 forms filed
by nascent firms seeking IPOs), while extensive patent data

are also available to individual users (Jaffe & Trajtenberg,
2002).

Personal bankruptcy laws encourage entrepreneurial risk
taking by protecting U.S. entrepreneurs from losing their
homes and personal effects if their business fails. As a con-
sequence, the U.S. innovation system permits failed entre-
preneurs another chance. So-called “serial entrepreneurs”
are an especially interesting research topic, both because
successful entrepreneurs can self-fund for subsequent ven-
tures, and because their prior success predisposes others to
back their proposals. (See also Chapter 7 on entrepreneurial
resilience.)

We have been discussing “institution-level” factors, in-
sofar as they concern federal laws and the U.S. national
innovation system, and “regional factors,” insofar as they
describe unique characteristics of particular regions (such
as Silicon Valley). There is no single, simple recipe for
success. The perfect mix of factors to foster new ventures
varies—by region, the underlying science or technology
involved, the nature of the extant industry and the potential
new industry, and the availability of start-up resources of
all kinds. Even Boston’s Route 128, which enjoyed lead-
ing universities and even the very first high technology
venture capitalists, has not been as successful at fostering
entrepreneurship as Silicon Valley, with differences attrib-
uted to Silicon Valley’s regional network-based industrial
system, its greater flexibility and technological dynamism,
and collective learning (Saxenian, 1994). In contrast, Route
128 firms are described as more atomized and secretive, and
their employees are much less mobile across companies
in the region, which do not welcome “traitors” from other
firms. The challenge is even greater in other countries,
where university researchers are government employees
who must resign their pensions to start a firm; or where
going bankrupt is considered a social shame for the entre-
preneur and his family, perhaps for generations; or where
national governments are so weak that corruption makes
ownership risky (Pearce, 2001). Still, Americans (whether
native born or immigrants) have no monopoly on entrepre-
neurship. A closer look at entrepreneurship in China will
illustrate some crucial differences in that country’s national
innovation system.

ENTREPRENEURSHIP IN
CONTEMPORARY CHINA

After decades without private ownership or foreign invest-
ment, the Chinese government slowly opened its economy
in the 1980s, then established national technology develop-
ment zones (TDZs) to encourage local entrepreneurship
in high technology industries, including electronic infor-
mation, integrated optical and advanced manufacturing,
biotech and pharmaceuticals, new materials, new energy,
aeronautical engineering, ocean technology, high technol-
ogy agriculture, environmental protection, and nuclear
applications.



Some 5,000 new ventures were reportedly founded in
the Beijing TDZ between 1988 and 1998 (Chen, 1998),
while the China Statistics Yearbook (1999), reported that
16,097 new technology-intensive firms existed in China in
1998. Reynolds and colleagues (2001) assert that entrepre-
neurial activity in a country is positively associated with
national economic growth. But Of the 5,000 new ventures
founded in the Beijing TDZ between 1988 and 1998, only
9% survived 5 years (Chen, 1998), and only a miniscule
3% survived to their 8th year of life. Survival rates of 60%
and 62% for new firms in the United States and Germany
are far more robust than for Chinese firms: A 20 to 21
times greater proportion of new U.S. semiconductor firms
survived to year 8 than did Beijing firms (Schoonhoven &
Woolley, 2007)."

The high death rates of the Chinese companies demon-
strate that economic incentives alone are not adequate for
new firms to prosper. We are again reminded of the complex
network of interrelated technology and service firms lo-
cated in close proximity to one another in the Silicon Valley
region, along with an inclination in the region for firms to
collaborate and form strategic alliances.

HIGH TECHNOLOGY
ENTREPRENEURIAL DYNAMICS

Researchers into new product development often speak of
the “fuzzy front end” of innovation—the early days of an
idea or a scientific discovery or of a new product develop-
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ment effort when much is uncertain. Who will want the
new technology? What aspect of it is important? For what
price? How will it be manufactured and utilized? Even valu-
able science and technology ideas may fall into the Valley
of Death—an area of “no funding available”—because the
ideas are insufficiently developed to attract money for com-
mercial development.

Where university research is funded by scientific grants
(typically from federal programs) and dedicated exclusively
to an agreed-upon project, development expenses in a new
firm compete with many other claims for cash. Moreover,
when the Valley of Death begins after an initial discovery,
research funds disappear before commercial funds can be
attracted, because a vast developmental distance may loom
before the product can be bought to market. Figure 4.1
highlights some of the difficulties.

In Figure 4.1, the left side is identified as the point of
discovery. The landmark discovery of recombinant DNA
at the University of California, San Francisco, is a good
example. The first genetic engineering experiments in 1973
and the first biotechnology firm, Genentech, was founded
in 1976. Yet enabling discoveries were required to launch
the biotech industry. The polymerase chain reaction was not
well understood until 1980 (Rabinow, 1996) and was not
commercially practical without the DNA micro arrays pio-
neered by Affymetrix that permitted rapid gene prototyping
under computer control (Robbins-Roth, 2000). The scale of
needed funds was enormous. First-generation biotech com-
panies founded between 1980—1986 raised $578.3 million
at initial public offerings (IPOs; Robbins-Roth, 2000) to

Industry
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carry on this development. In the next 2 years, $534 million
was raised, and the dollars increased thereafter. These huge
sums are mere entry stakes, not guarantees of success.

As Figure 4.1 suggests, commercialization faces a se-
ries of hazards, any one of which can be a showstopper.
Development research must assure that an innovation can
be produced reliably and with acceptable manufacturing
costs and yields. If the buyer is another firm, the innovation
must fit into customers’ downstream production processes
(Jelinek, 1996, 1997) and needs at least a 20% improve-
ment in performance or cost (Foster, 1986) to overcome the
buyer’s reluctance to change.

In the case of DNA-based pharmaceuticals, large com-
panies lacked the human resources, equipment, and experi-
ence to carry on their own DNA research (graduates from
before around 1976 would have no familiarity with the
DNA science), so start-ups were the route for this tech-
nology to reach the marketplace. Yet, start-ups lack the
massive resources, expertise, and capabilities needed for
clinical trials to acquire U.S. Federal Drug Administration
(FDA) approval, which entails three stages of clinical tri-
als to prove that the drug works, that it works better than
other therapies, and that it does so with acceptable risks and
consequences for patients. On approval, the new product
faces market competition from other products, old and new,
and agreement (or not) by third-party payers, the insurance
companies, to pay for patients’ use. Given such complexity
of development, it’s scarcely surprising that high technol-
ogy entrepreneurship is risky.

While the path from discovery to market is often de-
scribed as a funnel that narrows down paths to the final
goal, it is better described by the analogy of ants haul-
ing morsels across a beach, over monumental sand dunes,
grain by grain: If one particular direction doesn’t work,
try another to find some path forward (Sarasvathy, 2001).
The case of the commercialization of lasers illustrates
this point: initially a laboratory toy, then considered as a
possible weapon, lasers today are used to cut materials,
inscribe information on surfaces, read barcodes by cash
registers, open doors, and perform surgery on human eyes
(e.g., LASIK eye correction). None of these applications
could have been readily foreseen in the early days of la-
sers (Rosenberg, 2000). Accounts by entrepreneurs offer
validation on a much more immediate level (e.g., Lusk &
Harrison 2002), corroborating the changes in direction and
intent that often emerge in the messy, uncertain processes
of entrepreneurship.

Building the Firm

Even with stable technology and application(s) in hand,
entrepreneurs must acquire personnel, facilities for devel-
opment, and critical expertise. The nascent firm must sta-
bilize operations and increase revenues and profit from its
now-launched technology. Should the new product fail
despite wonderful technology, investors may withdraw to

doom the company before a second chance: Their agenda is
financial gain, not technology. Early in new markets, when
no industry standard exists, multiple product configurations
compete. In the early 20th century, steam and electric auto-
mobiles far outnumbered gasoline-powered cars—which
nevertheless eventually dominated, driven in large measure
by Henry Ford’s production line and dramatically lowered
manufacturing costs that dropped the price of a personal
gasoline-powered automobile. While internal combustion
engines dominate today, that basic configuration is under
pressure from hybrids and electric cars—and new ventures
and entrepreneurship threaten “creative destruction” even
in this old, mature market, and even of long-dominant firms
like General Motors and Ford Motor Company.

CONCLUSIONS

Our brief survey of high technology entrepreneurship sug-
gests that the field still lacks a general theory of entrepre-
neurship or even substantive partial disciplinary theories.
We noted that economists, business historians, and soci-
ologists have been fascinated by the macro phenomenon of
entrepreneurship, pointing to national innovation systems
and their characteristics that seem to foster (or inhibit) en-
trepreneurship. At a micro level, while studies of individual
entrepreneurs’ traits have not proven helpful in predicting
who will become an entrepreneur or who will succeed, im-
portant cognitive differences do seem important, especially
those that relate directly to the tasks of entrepreneurial
start-ups—Ilike opportunity recognition. Our brief tour of
the Valley of Death linked research findings about the
hazards facing any new product with insights on crises
facing entrepreneurs and their start-ups. Social networking
stands between micro and macro levels and helps to illus-
trate just how entrepreneurs and their teams bridge the gap
between idea and marketplace reality. Entrepreneurship is
important, risky, exciting, and ripe for further inquiry and
achievement.

NOTES

1. We distinguish entrepreneurship from “small business own-
ership” and from “corporate entrepreneurship” (See Chapter 2).
Small businesses are typically one-site establishments owned and
managed by the same individual, to support his or her family.
Small businesses are usually managed for stable revenues and
profits rather than aggressive growth; they seldom seek innovative
ways of operating, and make few investments (if any) in research
and development for innovation as a proportion of revenues. “Cor-
porate entrepreneurship,” also called “intrapreneurship,” refers to
new product and technology creation in large, established firms,
and is discussed in Chapter 2. See also Chapter 3 on social entre-
preneurship and Chapter 8 on strategic planning in new ventures
and young SMEs.

2. There is an abundant literature about the role of new busi-
nesses in job creation, bringing new technology to market, and



similar matters. One good survey is Acs and Audretsch (2005); a
second is Gartner and Shaver (2004). Both also provide numer-
ous citations to the underlying research for interested readers. A
very few high growth firms are the major engines of job growth,
however—not “new firms” in general.

3. A theory of entrepreneurship can be defined as a verifiable
and logically coherent set of relationships or underlying principles
that can either explain entrepreneurship, predict entrepreneurial
activity (for example, characterizing the conditions under which
new firms are founded), or provide useful guidance to entrepre-
neurs that lead to particular outcomes under specified condi-
tions—called a normative theory. Based on this definition, there
are no major theories of entrepreneurship.

4. Also see Chapter 83 on knowledge management.

5. See Baum, Frese, et al. (2007) for an exhaustive contempo-
rary discussion of this research.

6. See Hitt, Ireland, et al. (2001). Both the editors’ introduction
and the special issue offer rich resources of further information on
entrepreneurship.

7. This section draws heavily on D. Mowery (1998) and Mow-
ery Rosenberg (1998).

8. See D. C. Mowery and Rosenberg (1998) and Rosenberg
(1992) for extensive discussion of these issues.

9. Named for its two senatorial sponsors, Birch Bayh and
Robert Dole.

10. See http://www.nsf.gov/eng/iip/iucrc/directory/index.jsp
for a directory of I/U-CRCs.

11. It is also true that Chinese economic and medical sta-
tistics, including those published by the government, are often
suspect, and should be carefully checked against independent data
(if any can be found) for potential corroboration or refutation.
Lack of reliable information is often a key hazard in developing
economies.

REFERENCES AND FURTHER READINGS

Acs, Z.J., & Audretsch, D. (Eds.). (2005). Handbook of entrepre-
neurship research: An interdisciplinary survey and introduc-
tion. New York: Springer.

Baum, J. R., Frese, M, et al. (Eds.). (2007). The psychology of en-
trepreneurship. Mahwah, NJ: Lawrence Erlbaum Associates.

High Technology Entrepreneurship « 41

Gartner, W. B., Shaver, K. G., et al. (Eds.). (2004). Handbook of
entrepreneurial dynamics: The process of business creation.
Thousand Oaks, CA: Sage.

Hitt, M. A., Ireland, R. D., et al. (2001). Guest editors’ introduc-
tion to the special issue; Strategic entrepreneurship: Entrepre-
neurial strategies for wealth creation. Strategic Management
Journal, 22(6/7, Special issue), 479—491.

Lusk, J., & Harrison, K. (2002). The mouse driver chronicles: The
true-life adventures of two first-time entrepreneurs. Cam-
bridge, MA: Perseus.

Mowery, D. (1998). The changing structure of the U.S. national
innovation system: Implications for international conflict
and cooperation in R&D policy. Research Policy, 27(6),
639-654.

Mowery, D. C., & Rosenberg, N. (1998). Paths of innovation:
Technological change in 20th-century America. Cambridge,
UK: Cambridge University Press.

Rosenberg, N., Landau, R., Eds. (1992). Technology and the
wealth of nations. Stanford, CA: Stanford University Press.

Rogers, E. M. (2003). Diffusion of innovations. (5th ed.). New
York: The Free Press.

Schoonhoven, C. B. & Romanelli, E. (Eds.). (2001). The entre-
preneurship dynamic: Origins of entrepreneurship and the
evolution of industries. Stanford, CA: Stanford University
Press.

Web Resources

The Global Entrepreneurship Monitor Web site, http://www.gem-
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vibrant economy is characterized by its ability
Ao create a continuous flow of new enterprises.

Visionary entrepreneurs create new organizations,
utilize new methods, bring in new products to satisfy
unfilled demands, and correct market deficiency. Entre-
preneurial entry also heightens competitions and forces
incumbents to be more innovative and productive. Schum-
peter (1942) famously envisioned entrepreneurs as the
radical innovators who disrupt existing equilibrium and
mastermind the “creative destruction,” a process “of indus-
trial mutation that incessantly revolutionizes the economic
structure from within, incessantly destroying the old one,
incessantly creating a new one” (p. 83).

Long-run economic growth and job creation will not hap-
pen without a continuous supply of new, innovative enter-
prises. In the United States, small businesses, those employ-
ing fewer than 500 employees, generated 60% to 80% of net
new jobs, and created over 50% of nonfarm private gross
domestic product (GDP) over the last decade (U.S. Small
Business Administration, Office of Advocacy, 2005).

International comparison shows that small firms em-
ploying fewer than 250 employees are strikingly more im-
portant in some countries than others (Ayyagari, Beck,
& Demirgiic-Kunt, 2007). For example, small businesses
account for 68.7% of formal employment in Denmark but
only 5.38% in Ukraine. On average, high-income countries
rely on small businesses to contribute about 60% of the total
employment and over 50% of GDP, whereas low-income
countries see less than 20% coming from businesses of
similar sizes.
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While it might be plausible that some cultures value
and encourage entrepreneurial pursuit more than others,
it is hardly convincing that people in high-income coun-
try groups possess more entrepreneurial spirits than their
counterparts in low-income country groups. The cultures
of Japan and Denmark could not be more different com-
pared to those of Denmark and Ukraine, and yet Japan
and Denmark, but not Ukraine, enjoy high entrepreneurial
entry. Also, entrepreneurial skills are economically scarce
human capital that cannot be inherited or be “born with.”
Therefore, richer countries do not have a greater advantage
of entrepreneurial heritage over poorer countries. The dif-
ference in the size and importance of entrepreneurial ac-
tivities across country groups therefore begs the question
of why some countries produce more entrepreneurs than
others. The next section focuses on government qualities
and behaviors and explores the effects of various govern-
ment policies on promoting (or hampering) entrepreneurial
formation.

ENTREPRENEURIAL CREATION AND
THE QUALITY OF GOVERNMENT

This section discusses how measures related to government
quality and government behaviors might facilitate or im-
pede entrepreneurial formation. Government could promote
entrepreneurship by securing property rights; simplifying
entry procedures and reducing the cost of entry; facilitat-
ing the exchange of information; and providing start-up
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financing. On the other hand, certain government policies
impede new venture creation. Examples include corruption,
the prevalence of government-controlled businesses (the
“crowd-out” effect; Kornai, 1986), and public policy that
favors established firms.

PRIVATE PROPERTY RIGHTS PROTECTION

Entrepreneurship is fundamentally determined by the level
of private property right protection the home country offers.
No business owner is eager to invest if the owner foresees
that the business he or she will build over many years of
hard work might be taken away at the first sign of success.
Johnson, McMillan, and Woodruff (2002) compare the level
of property right protection by surveying entrepreneurs
in post-Communist Poland, Romania, Russia, the Slovak
Republic, and Ukraine. Johnson et al. consider the property
rights system weak where extralegal payments are required
for obtaining government services, licenses and general
protection of commercial activities; unofficial payments
are expected by fire, health, and tax inspectors; and private
channels, rather than courts, are used to resolve business
disputes. They find that weak property rights protection
reduce reinvestment of earnings by start-up firms in these
countries. Moreover, weak property rights place greater
constraints on private sector investments than the lack of
external financing. In Poland, Romania, and Slovakia, en-
trepreneurs on average reinvest 56% of retained earnings,
as they perceive their property rights to be secure, and
the reinvestment happens whether or not bank credits are
available. On the other hand, in the case of Russia and
Ukraine, entrepreneurs would simply not want to reinvest
because they perceive an insufficient level of property right
security.

De Soto (2000) argues that poverty and instability in the
developing world is not caused by the lack of capital, but by
“the inability to produce capital” (p. 5). Even in the poorest
countries, people save and accumulate wealth and assets.
However, these assets are not productive because the legal,
economic, and political systems impose insurmountable
barriers to formalize the ownership rights. For example, to
obtain formal rights to own a house on urban land, a person
in the Philippines would need to form an association with
his or her neighbors to qualify for a state housing finance
program. The process involves 53 public and private agen-
cies through 168 bureaucratic steps. If the state program has
sufficient funds, the process would eventually be completed
in 13 to 25 years! Without the ability to adequately docu-
ment ownership, De Soto argues, the asset in the house is
“dead capital” and cannot be deployed in productive use
such as collateral for a loan. The absence of a property
right system and the inability to convert assets into capital
cripples entrepreneurs and thwarts economic growth in
many developing countries.

In certain countries where general property rights are left
unprotected, some governments opt to offer property rights

protection to a small number of elites and the firms they
control. Once promised respect for the property rights, the
small set of favored economic actors would invest so that
some tax revenues can be generated and the government
supported. The uneven distribution of property rights pro-
tection benefits the favored elites, generally consisting of
owners of the large, dominant businesses. Already wealthy,
the elites can use their economic fortune to lobby for special
protection. Future entrepreneurs, not yet established with
wealth and connection, would most likely be denied this
special protection. Investments from upstarts will unlikely
happen where the confidence of the security of property is
lacking. The practice of the limited commitment to property
rights protection greatly reduces entrepreneurial activities
in these countries.

Shareholder Rights Protection

A thriving financial market provides capital, liquidity,
risk sharing, and information discovery for aspiring en-
trepreneurs. Entrepreneurs, geared up with brilliant ideas,
tend to start out poor, lacking significant personal wealth
to support their business pursuit. Financial markets work
as intermediaries to connect them to those with money.
The success of microfinance in developing countries under-
scores the constraints many entrepreneurs face in obtaining
start-up capital and highlights how much a small amount
of financing could help to pull them out of poverty. A well-
functioning financial market also provides a channel for
successful exit strategies and thus provides liquidity and
diversification benefits. A successful entrepreneur could
sell all or part of his or her company to public investors
through an initial public offering (IPO). An IPO allows en-
trepreneurs to cash in their success, diversify their personal
risk, and raise capital for the next round of investment and
growth. Once successfully exited, many of these seasoned
entrepreneurs return and start a next round of experimenta-
tions (Stam, Audretsch, & Meijaard, 2006).

The availability of external finance is critically related to
the level of property rights protection for investors. When a
firm raises funds from the external financial market, inves-
tors face both the moral hazard and the adverse selection
problem. The moral hazard problem describes a situation
where insiders obtain private benefits from the control of
the firm at the expense of outside investors, those benefits
ranging from shirking to excessive on-the-job consump-
tions to outright stealing from the company. The adverse
selection problem arises from information asymmetries
between outside investors and corporate insiders. Share-
holders would withhold their investment or demand higher
returns when they face a great deal of opacity and uncer-
tainty about the outlook and the true value of the company.
These problems curtail the supply of external capital and
raise the cost to obtain financing for firms in many markets.
However, markets in the developed world such as those in
the United States continue to prosper with trillions of dol-
lars afloat. Why would investors in these countries want
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to give up control of their money to someone whom they
never know personally and hope that in the distant future
they will be repaid with more?

Investor confidence derives from their rights and protec-
tion by the government. The U.S. capital market represents
one of the best available practices in shareholder protec-
tion. Federal agencies like the Securities and Exchange
Commission (SEC) oversee the functioning of the capital
markets, regulate major market participants, and prose-
cute insider trading, price manipulation, and accounting
fraud. Investors’ property rights also extend to the rights
to obtain timely and comprehensive disclosure about the
business and any other pertinent information of the invest-
ments. The Securities Act of 1933 requires that publicly
traded companies disclose financial and other significant
information through the registration of the securities. The
Securities Exchange Act of 1934 requires companies with
publicly traded securities to report information periodi-
cally, in addition to creating and empowering the SEC
with disciplinary authority over all aspects of the securities
industry. The Sarbanes-Oxley Act of 2002 requires that the
CEOs and CFOs of publicly traded firms personally certify
their firms financial statements filed with the SEC and
assume personal liability for any misrepresentation. With
these measures, investors are more confident to invest,
and the markets grow with valuation and liquidity. Con-
sequently, U.S. firms tend to become widely held after
going public. Helwege, Pirinsky, and Stulz (2007) find that
after 10 years from the IPO, outside shareholders end up
holding more than 80% of ownership in about 50% of the
firms, and more than 90% of ownership in about a third
of the firms.

In summary, the development of financial markets are
highly dependent on the security of private property rights.
Investors would withhold capital if they perceived the stock
and credit market to be dishonest. Shareholder rights pro-
tection is therefore the most critical dimension underlying
capital market development. Research by Johnson, Mc-
Millan, and Woodruff (2000) and others show that secure
private property rights assume first-order importance in
promoting entrepreneurship and economic growth. Insecure
property rights will stop the private sector from investing
and growing even when external finance is not constrained.
Arms-length financial transactions will only take place once
investors are assured of their property rights.

Intellectual Property Rights Protection

Upon entering the marketplace, an upstart faces immedi-
ate and fierce competition from incumbents much stronger
in various ways. The incumbents might have long estab-
lished brand names. They might have amassed a large and
loyal customer base. They might also command economy
of scale and price-setting power. To succeed and survive
against all odds, the new entrant needs to be a rule breaker,
marketing new concepts and new product lines, developing

innovative business process and routines, and employing its
resources more efficiently.

Indeed, statistics show that small firms in the United
States, on average, are more innovative. According to the
U.S. Small Business Administration (2007), small busi-
nesses produce 13 to 14 times more patents per employee
than large patenting firms. The patents awarded to small
firms also appear to be of higher quality, ranked by the
total number of citations these patents subsequently re-
ceived. Patents granted to small firms are twice as likely
to be among the top 1% most cited as those produced by
large firms.

Entrepreneurial innovation can come in two forms. The
“high-level” innovation, as Schumpeter (1934) had envi-
sioned, creates new industries and precipitates fundamen-
tal, structural changes in the entire economy. Examples
of innovation in this form include the invention of steam
engines that kick-started the railway industry and the in-
vention of the Internet that allows free access to informa-
tion by everyone everywhere. Some innovative technology,
such as the Internet search algorithm employed by Google,
started out with simply a better search engine in the short
run, but slowly evolved into a behemoth empire encom-
passing media, e-commerce, marketing, and other venues in
the long run and would fundamentally change the economy
and the society as a whole. In all, high-level innovations
ignite fundamental changes.

The “low-level” innovation, first described by Hayek
(1943), envisions an entrepreneur as an arbitrageur, prof-
iting from differentials discovered in prices and avail-
abilities. The arbitrageur may also utilize better business
practices and form more efficient organizations in order to
capture more values in the process. Innovative firms in the
wholesale and retail trade generally fall into this category.
eBay stands out as the most prominent; it pioneers an elec-
tronic trading platform that allows efficient exchanges and
transactions with minimal start-up costs. Note that the term
low level does not indicate that these innovations are less
important or require less technology, talents, or business
acumen.

While both kinds of innovations are necessary to help
entrepreneurial firms survive fierce competitive challenges,
government policies that support innovations come in dif-
ferent forms. To provide incentive for firms to invest in the
high-level innovations, governments can provide tax breaks
on research and development (R&D) expenses or set up
competitive grants to carry innovative firms through the
R&D phase of the business. To promote entrepreneurship
in low-level innovations that improve business process or
conduct price arbitrage, government investments in infra-
structure might be critical.

Now consider a Chinese entrepreneur who wants to
build a business based on one of his inventions, devel-
oped with a government small business innovation grant.
How likely is it that his business is going to be profit-
able and sustainable? Profitability might be obtained, but
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sustainability is not likely in the long run. As soon as the
product hits the market, copycats will quickly drive the
profits down to nil. Even technologically sophisticated
innovations are subject to reverse engineering, and cheap
copycats can reap all the benefits of the invention without
bearing any costs incurred in the development process.
This might explain why very few private sector firms
in China ever grow into major multinational firms when
compared to their international peers.

The above scenario highlights the fundamental roles of
intellectual property rights (IPR) protection in promoting
innovation-based entrepreneurship. With no protection of
IPR, few entrepreneurs will succeed, even with the help of
government grant money. On the macroeconomic level, the
equilibrium outcome is that few would engage in innova-
tion or innovation-based entrepreneurship.

Lack of IPR protection is particularly detrimental to
innovative small firms. First, relative to established firms,
a greater proportion of a small, innovative firm’s value is
derived from intangible assets. Entrepreneurs incur larger
losses when the protection of their brainchild is lacking.
Second, entrepreneurial undertaking is generally considered
high risk and is likely financed with a high cost of capital.
Thus, the cost of innovation is higher in smaller firms.
Third, large firms may have the capacity to protect their
intellectual property rights through vertical integration and
research networks. Zhao (2006) asks an intriguing question
why companies place their research facilities in poor IPR
protected countries. She finds that the research conducted
and products developed in these facilities are generally not
valuable when they stand alone without fitting into a greater
technological structure. The value of the research can only
be realized when combined into the mainframe technology
available in the headquarters, located in countries with good
IPR protection. These venues are most likely not available
to small firms.

Therefore, entrepreneurial activities are more scant in
countries with poorer IPR protection, as upstarts are par-
ticularly vulnerable to IPR invasions. Government policies
aiming at protecting IPR would unproportionally encour-
age pursuits of innovative ideas and the formation of new
enterprises.

Bureaucrats in Business

Frye and Shleifer (1997) classify governments’ involve-
ment in the economy into three different levels. The first,
termed as ‘“the invisible hand,” refers to a government
that restricts its activities to providing the basic social in-
frastructure such as law and order, some regulations and
contract enforcement, and not getting involved in private
economic activities. The next is “the helping hand,” de-
scribing those governments that actively pursue some sort
of industrial policy, supporting selected firms and industries
and facilitating economic transactions. Corruption is pres-
ent but organized and often involves those bureaucrats high

up with major decision-making power. The third is “the
grabbing hand,” which intervenes in every aspect of eco-
nomic activitity and preys on businesses in every encounter.
Corruption is rampant, and paying bribes is a way of life
for businesses.

Entrepreneurship is most likely to blossom under an
invisible hand government. Under the helping hand and the
grabbing hand, potential entrepreneurs face two distinct
problems: the resource allocation problem and corruption.
The discussion that follows will focus on the resource al-
location problem. Issues in government corruption will be
discussed in the next section.

The most direct way a government gets involved in
resource allocation is by setting up state-owned enterprises
(SOEs). Other channels include establishing large grant and
subsidy programs and setting price controls. SOEs are gen-
erally large in scale and occupy key industry sectors and are
therefore the most visible and researched while evidence
about the other channels tends to be more scattered.

SOEs make up significant proportions of many nations’
economies. Data collected by the World Bank shows that on
average, government investment in state-controlled enter-
prises account for 14% of the total gross domestic product
(GDP) worldwide during the 1990s, an era of massive
privatization. Through direct involvement in these enter-
prises, governments retain control of “strategic” sectors,
carry out industrial policies, and achieve social and eco-
nomic goals.

Bureaucrats tend to make poor business managers. Stud-
ies comparing the financial performance of former SOEs
before and after privatization find, with very few excep-
tions, that state-controlled enterprises lack the operating
efficiency found in the private sector, and that the results
are insensitive as to which country the study took place
(see, e.g., La Porta & Lépez-de-Silanes, 1997; Megginson,
Nash, & van Radenborgh, 1994). In other words, SOEs are
inefficient users of valuable economic resources.

Efficient marketwide capital allocation therefore will
not be possible when bureaucrats take control of limited
resources and invest in a large SOE sector. Similarly, when
bureaucrats hand out subsidies to the preferred individuals
to establish selected industries, fix prices for goods and
services, or through any other means effectively remove
the price discovery and communication process by the free
market, resource misallocation occurs.

Resource misallocation carries a large negative exter-
nality on the formation of entrepreneurial pursuits. First,
excess government investments crowd out private invest-
ments by bidding up factor prices. With deep pockets sup-
ported by tax revenues, governments face “soft” budget
constraints, and tend to overinvest. That leaves less capital
for the private sector and raises the cost of capital for the
private sector. Second, inefficient SOEs raise the costs
of doing business for private market participants. Many
governments designate SOEs to be the sole suppliers of
raw materials, utilities, and telecommunications, and their
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monopolistic positions give SOEs the market power to set
prices at levels much higher than those achieved through
free-market competition.

Third, when the government invests in public enterprises
to carry out social engineering goals, it inevitably becomes
business partner of the large private sector. It is simply
more transaction-cost-efficient to deal with a handful of
large businesses and their principals than to coordinate with
thousands of small businesses. Direct dealing between the
government and large businesses could then lead to govern-
ment policies favoring the established and obstructing the
creation and growth of new ventures.

Fogel (2006) shows that oligarchic family control of
the largest businesses is prevalent in countries where gov-
ernments’ involvement in business activities is direct and
extensive. Bureaucrats, captured to be long-term business
partners to the principals of the established businesses,
might promote policies that preserve the status quo of the
established and curtail competition and innovation from
upstarts.

Studying governments’ roles on entrepreneurial entry
in Europe, Fogel, Hawk, Morck, and Yeung (2006) find a
higher entry rate in countries where price controls are less
common, more government subsidies go according to merit
but not connections, and the award of public contracts is
less opaque.

Hayek (1944) and others argue that central planning and
government intervention are inherently inefficient and will
inevitably lead to uncontrollable discretionary power for
politicians. Entrepreneurial activities would likely be sup-
pressed as bureaucrats use (or abuse) their power to control
monopolistic sectors, bid up factor prices, and partner with
oligarchs.

Entrepreneurial spirit unleashes when government re-
linquishes control of the productive assets through priva-
tization programs. Post-Communist Poland, for example,
witnessed the transition of about 80% of its business from
public to private hands in 1990 and 1991 alone. More im-
portant was the “immediate and dynamic growth in new pri-
vately owned businesses,” according to Curtis (1992), who
recounted that “[iln 1990 about 516,000 new businesses
were established, while 154,000 were liquidated, a net in-
crease of 362,000. . . . By September 1991, an additional 1.4
million one-person businesses and 41,450 new companies
had been registered since the beginning of the year.”

ENTRY REGULATION

Many governments allow new firms to start only when they
meet certain requirements. Entry regulations help protect
consumers and investors by screening out bogus businesses.
However, excessive entry regulation, motivated by unscru-
pulous politicians collaborating with incumbents attempt-
ing to impede competition, might serve as the most effective
deterrence to entrepreneurial formation.

Hernando de Soto, a native Peruvian, is the first to study
the costs of entry using a field-study approach. Trying to
understand why many businesses in Peru operate outside of
legal institutions and give up all the protection and facili-
ties afforded by the formal sector, De Soto and his research
team simulated the experience of an ordinary person going
through all bureaucratic requirements to legally register
a small garment factory. Their findings were astounding.
Without connections in the government, this person of av-
erage means would need to spend 289 days to fulfill the 11
bureaucratic procedures required to set up a small factory.
The total pecuniary costs incurred in the process amounted
to 32 months of minimum living wages. De Soto argues it
the high cost of red tape forces as much as 61% of produc-
tive hours worked in Peru into the informal sector and it
limits growth of the small entrepreneurial establishments
as they were hiding from authority and deprived of access
to external financing, marketing, and official arbitration of
contract disputes.

The pathbreaking work by De Soto (1989) was carried
out by the World Bank Doing Business project (http://www.
doingbusiness.org) in almost every country in the world.
Djankov, La Porta, and Lopez-de-Silanes (2002) document
the effort and show that entry regulations vary drastically
across countries. The total number of days it takes to legally
register a business ranges from 2 days in Australia to 694
days in Suriname, with a median of 35 days across the
globe. The total number of bureaucratic procedures ranges
from 2 procedures in Canada, New Zealand, and Australia
to 20 in Equatorial Guinea. The minimum investment capi-
tal required for a start-up is about 5% of per capita Gross
National Income (GNI) in the Organisation for Economic
Co-operation and Development (OECD) countries, and
about 163% of per capita gross national income (GNI) in
Sub-Saharan countries.

De Soto’s concern is vindicated in a large cross-section of
countries. Entrepreneurs face more cumbersome screening
and licensing procedures to register a business in relatively
poorer countries. Contrary to the popular belief that these
regulations are necessary to screen out deceitful entrants
or correct market failure like a monopoly or negative ex-
ternality like pollution, more regulations do not bring the
citizens of those countries higher quality public goods, safer
products, or less pollution. However, more start-up require-
ments are associated with more widespread corruption.
Lengthier screening procedures provide ample opportuni-
ties for bureaucrats to collect side payments. Consequently,
more businesses in those countries choose to operate in the
informal sector. In a word, Djankov et al. (2002) argue that
entry regulation is created not to protect the public, but to
extract rent from entrepreneurs and enrich politicians and
bureaucrats.

Klapper, Laeven, and Rajan (2006) empirically study
the relationship between entry cost and the rate of new firm
creation in a sample of European countries. They indeed
find that fewer firms form where bureaucratic requirement
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of entry is higher. They also find that excessive entry regu-
lation particularly discriminates against small firms, forcing
the average size of successful entrants to be larger. With
more protection against new entrants, the growth in value
added from incumbents is slower, as their survival strategy
relies on their incumbency status rather than on innovation
and productivity gains.

POLITICAL RENT SEEKING

As governments actively engage in pursuing industrial
policies or excessively regulate every aspect of private
economic transactions, they risk developing into “mercan-
tilist” states. First used to describe the economies in Europe
between the 15th and 19th centuries, “mercantilism” refers
to a politically administered economic system in which the
government grants special economic privileges to a selected
group of favored agents—the “merchants”—through licens-
ing, regulations, preferential taxes, and subsidies. Entrepre-
neurial success in a mercantilist state entails the ability to
infiltrate the government, win privileges, and use the law
and regulations to advance one’s own benefits and interests.
Politicking does not produce new wealth; it simply redis-
tributes wealth through government intervention. On the
other hand, genuine entrepreneurship that invests in innova-
tion and productivity gains could not launch as bureaucratic
obstacles render markets inaccessible to outsiders.

A state rooted in mercantilist institutions need not be
equated to a corrupted state. For example, political contri-
butions by private businesses to congressional candidates
are not only legal, but also receive preferential tax treat-
ment. Activities of this sort are generally termed as “politi-
cal rent seeking” in modern times and exist in almost every
country in the world.

The payoff to political rent seeking is generally large,
often many times greater than that from investment in pro-
ductive assets. One recent study by Liebman and Reynolds
(2006) shows that the amount of congressional contribution
is positively correlated with the financial gains the contribu-
tors receive after passing an antidumping law that distributes
fines to U.S. firms. Murphy, Shleifer, and Vishny (1991)
show that handsome returns to political rent seeking divert
a nation’s top talents away from productive investments.

Political rent seeking resembles ancient mercantilism
and can be detrimental to genuine entrepreneurship and
economic development in many ways. First, established
businesses invest in lobbying and establishing connections
to pass favorable legislations to entrench themselves and
impede entry. De Soto (1989) argues that the government
itself does not have the knowledge and expertise to develop
the long, detailed, redundant, and obscure regulations. The
details in the regulations are supplied by the incumbent to
stop potential entrants and curtail competition. Second, the
favored group would likely turn its economic might into
political power and distort the development of key insti-

tutions such as private-property rights, law enforcement,
and access to external finance. Entrepreneurship withers
without these essential institutions. Third, large, established
businesses have a natural competitive advantage over small,
new entrants in the lobbying game. The established can
finance the cost of buying connections using their firms’
retained earnings, whereas the newcomers can only dip into
the not-so-abundant start-up capital or offer a promise to
pay when a firm becomes profitable. The established could
also utilize the economy of scale and is therefore more cost
efficient compared to new market entrants.

Studying the history of financial markets in 18 countries,
Rajan and Zingales (2003) find that the development of
these markets does not increase monotonically over time
through the 20th century. They find instead that in most
countries, the sizes of the equity markets, relative to the
countries’ total GDP, were bigger in 1913 than in 1980. The
markets exceeded their 1913 level only by the end of the
1990s. Also in 1913, equity issues served as a more impor-
tant source of funds for corporate investments than in 1980
and in 1990. Rajan and Zingales develop an interest-group
theory, arguing that financial market development might be
purposely depressed by the incumbents, through lobbying,
connections, and rent seeking. A weak financial system
gave these incumbents competitive advantages in securing
capital at low cost. It also starves new firms of financing at
arm’s length and prevents the rise of new entrepreneurial
competition that might lead to the demise of the incumbent
firms. Similarly, Morck et al. (2000) and Johnson and Mit-
ton (2003) show that ineffective financial markets preserve
the interests of dominant business families by limiting mar-
ket access from start-ups.

In summary, political rent seeking proves to be an ex-
tremely unproductive use of valuable resources. Lobbying
itself does not improve productivity, but diverts valuable
resources away from real investments. High returns of rent
seeking also attract the nation’s best talents away from
becoming originators of innovation. Moreover, entrenched
power could use rent seeking to manipulate the rules of
the game so that they are most favorable to their interests,
block entry and competition, and preserve their economic
and social status. In all, a government carrying on the mer-
cantilist heritage generally does not provide fertile grounds
for entrepreneurship.

CORRUPTION

While corruption raises the cost of doing business for every
firm, entrepreneurial firms can be particularly vulnerable.
New entrants might fall prey to the grabbing hand of cor-
rupted bureaucrats over licensing, registration, and inspec-
tions. Small business owners might be asked for side pay-
ments to avoid being assessed with extravagant tax bills.
They might also need to buy connections to obtain permits
for importing or exporting. While similar problems might
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confront owners of larger businesses, newly minted entre-
preneurs lack the status, connection, and personal wealth
to weather through the hostile environment.

It is not uncommon for entrepreneurs to find themselves
in a situation such as that in China, where someone dressed
in official uniform, be it the fire inspector, someone from
the health and safety commission, a tax collector, or the po-
lice, shows up at the premise and in no time finds a reason
why the company does not meet the standard and deserves
a fine. Most of the time, the fine in its official form will not
be paid. Instead, either the inspector, or his or her superior,
or someone connected to one of them receives a handsome
personal gift and the case is then closed. It is no wonder
that the most desirable jobs in China are found in the large
hierarchy of government.

Friedman, Johnson, Kaufmann, and Zoido-Lobaton
(2000) study the underground economy in 69 countries
and show that more entrepreneurs choose to operate un-
derground in countries where regulation and bureaucracy
burdens are more onerous, not where marginal tax rates
on the book are higher. However, excessive bureaucratic
procedures coupled with a corrupted crew of tax collectors
might amount to a much higher tax rate that forces busi-
nesses to dodge into the informal sector. Friedman et al.
also noted that corruption undermines the total tax revenue
the government collects, reduces the government’s abilities
to provide efficient administration and other productivity-
enhancing public goods, and further makes it unattractive
to operate in the official sector.

A government’s effort to eliminate corruption therefore
boosts entrepreneurial formation in a number of ways. First,
it lowers the direct costs associated with entry and makes
entry more affordable. Entrepreneurs tend to start out poor
and less connected. Lowering initial capital requirement
enlarges the pool of potential entrants. Second, entrepre-
neurs will work hard if they know that their future property
rights are relatively secure. A hostile environment imposed
by corrupted officials increases uncertainty and business
risk. Third, it levels the playing field. Entrepreneurs with
no connections are more likely to invest and pursue their
dream if they can envision moving their way up socially
through hard work and business acumen.

UNIVERSAL EDUCATION, DIVERSITY,
FREEDOM OF PRESS, AND CAPITAL AND
TRADE OPENNESS

Literacy is one basic requirement for entrepreneurs. To
handle any business transactions effectively, an individual
needs the basic skills of literacy and math. Successful gov-
ernment policy aiming at providing low-cost, universal
education to the entire population increases the supply of
entrepreneurs. Universal education is particularly important
to the disadvantaged population such as ethnic minorities or
those at the bottom of the income distribution.

A better-educated population supports entrepreneurship
in knowledge-based economy and improves national com-
petitiveness over the long run. Analyzing the determinants
of new firm formation across regions in the United States,
Acs (20006) finds that measures of human capital, such as
the number of college graduates as a percentage of the total
adult population, can explain the regional difference in the
rate of new business formation. A local population’s level
of education attainment particularly affects market entry
of new enterprises founded by highly educated entrepre-
neurs. Acs proposes that education is the greatest barrier
to entry.

Ethnic and cultural diversity and the rights of free ex-
pression of ideas promote diversity in views and opinions
and support the discovery of information and new ideas
that lead to entrepreneurial creation. The freedom of mass
media imposes constraints on the government and business
elites and discourages deceit, self-dealing, and corruption.
Corruption can be found in a democracy or a dictatorship;
the difference is that dishonored officials in a democracy
are exposed and likely removed from office, whereas their
counterparts continue to receive unanimous praise and find
deeper pockets to pick.

Free capital and trade flows across borders introduce
firms to expanded profit opportunities, more readily avail-
able capital, and more intensive competition. A global
market reduces entrenched firms’ market power and in-
cumbents’ abilities to preserve the status quo. International
capital flows circumvent inadequate indigenous institutions
to supply capital to entrepreneurial firms (Fogel et al.,
2006a). Zhao, Fogel, Morck, and Yeung (2006) argue that
where entrepreneurs are abundant, trade and capital flow
liberalization facilitate institutional development, reduce
the cost of doing business, and promote entrepreneurial
entry.

CONCLUSION

An entrepreneur creates new business organizations to iden-
tify market opportunities, carry out new combinations of
the productive elements, and actively engage in risk tak-
ing. In doing so, the entrepreneur invents new products
and new business processes to fulfill market deficiencies
and arbitrage away any inefficiency. The innovative nature
of entrepreneurship thus dictates that it is the fundamental
engine for economic growth. Aghion and Howitt (1992)
show that innovations that involve creative destruction
drive growth. Fogel, Morck and Yeung (2007) show that
economies whose new, innovative firms continue to rise
to eclipse larger firms enjoy faster GDP, productivity, and
capital accumulation growth, holding each country’s initial
levels of per capita GDP, per capita capital stock, and hu-
man capital constant.

This chapter discusses various measures governments
could use to facilitate the formation of entrepreneurial
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firms. Entrepreneurial activities would boom when the gov-
ernment stands on firm ground to protect private citizens’
property rights, reduce bureaucratic delays, boost bureau-
cratic efficiency, restrict its presence in the private sector,
and curtail corruption. Entrepreneurship would also enjoy
a lift where the government toughens up legal enforcement
on IPR protection and loosens its control on mass media
and international trade and capital flows.

A few years after the World Bank Doing Business project
published national rankings in formal start-up procedures
and costs, many national governments started political and
legal reforms aimed at tackling bureaucratic inefficiencies
and providing more streamlined service to citizens to com-
ply with legal and administrative requirements. Between
January 2005 and April 2006, 213 regulatory reforms took
place in 112 economies (World Bank, 2007). Many of these
reforms focus on strengthening private-property rights pro-
tection, simplifying entry regulations, and reducing tax bur-
dens. For example, one reform in Georgia (independent
since 1991 from the Soviet Union) dropped the minimum
capital required to start a new business from 2,000 lari
to 200 ($85). Entrepreneurs enthusiastically embraced this
change by raising business registrations by 55% between
2005 and 2006. The evidence clearly supports the notion that
governments’ actions matter in entrepreneurial creation.
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he topic of women entrepreneurs has attracted a
considerable amount of academic attention in recent
years. Indeed, it is fast becoming a primary focus for
scholars, practitioners, and policy makers worldwide who
work in the field of small business management and entre-
preneurship. Generally speaking, women entrepreneurs have
been in the minority in comparison to their male counterparts
and are still the largest underrepresented group in entrepre-
neurship. For example, despite the fact that women make
up half of the European population, less than one third of
all businesses in Europe are female-led. However, it is now
widely accepted that women as entrepreneurs make a valu-
able contribution to national economies around the world in
terms of job creation, economic growth, and wealth genera-
tion. Contrary to traditional perceptions about women entre-
preneurs starting mainly small and home-based enterprises,
it has also been reported that women are now leading the
so-called “new economy companies,” with success in high
technology, life sciences, and professional services. Thus,
the need to increase their participation in the enterprise arena
is becoming more important to future economic growth.
Research on women’s entrepreneurship has developed
significantly in recent years. According to S. Carter and
Shaw (2006), the field of women’s entrepreneurship has
moved away from purely exploratory and descriptive stud-
ies, characterized by the earlier literature, toward devel-
oping stronger evidence bases that report the actual ex-
periences of women’s enterprise in international contexts
along with a more sophisticated understanding of complex
issues (see, e.g., Carter, Henry, O Cinnéide, & Johnston,
2006). This chapter discusses the main themes on women’s
entrepreneurship, as characterized by the extant literature
in this field. It begins with a consideration of the under-

representation of women in entrepreneurship globally and
makes the economic case for encouraging more women to
become entrepreneurs. The chapter then discusses the defi-
nitional issues associated with the topic, illustrating how
these can restrict the scope for robust comparative studies
and impact on research findings. Some trends in women’s
entrepreneurship internationally are then considered, draw-
ing mainly on the work of the Global Entrepreneurship
Monitor (GEM) and the Diana Project." Some of the key
characteristics of women entrepreneurs are then discussed,
including their motivations for becoming entrepreneurs,
their education and work experience, and their levels of
confidence and their risk orientation. A major theme in
the literature on women’s entrepreneurship has been the
barriers and challenges they face in their efforts to engage
in entrepreneurship. Under this heading, the discussion
covers the traditional role of women and their networking
practices, access to finance, the tendency to undercapitalize
their business, and growth perceptions.

The latter part of the chapter deals with policy and sup-
port for women’s entrepreneurship and indicates the future
direction of the field, with some suggestions for further
research. The chapter closes with a summary. A bibliog-
raphy, including some suggestions for further reading, and
some cross-referencing to other chapters in this handbook,
are also provided.

THE CASE FOR WOMEN’S
ENTREPRENEURSHIP

The importance of women as an untapped source of real
entrepreneurial talent is now widely accepted. According
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to reports by the Global Entrepreneurship Monitor (GEM),
increasing the number of women entrepreneurs involved in
starting new businesses is critical to a country’s long-term
economic growth. Indeed, international comparisons high-
light that the world’s most entrepreneurial economies have a
high representation of female entrepreneurs. However, most
firms are still started and operated by men, with men being
twice as likely as women to be involved in entrepreneurial
activity worldwide and fewer self-employed women than
self-employed men across all business sectors. Women are
also more likely to run smaller businesses in comparison to
their male counterparts.

According to J. Watkins and D. Watkins (1984), the
contribution that women make to the business sector was
not actually recognized until the mid 1980s. This was when
a number of studies relating to gender-specific barriers in
entrepreneurship, motivation for starting a business, and
comparisons with male entrepreneurs started to appear in the
literature. Since then, studies on women’s entrepreneurship
have dealt with a wide range of topics, including those per-
taining to characteristics and management style, entrepre-
neurial background, confidence and risk orientation, growth
and financing strategies, policy and support, and the range
of challenges facing both aspiring and established women
entrepreneurs. The overriding message from all these studies
is that while entrepreneurs share a number of core character-
istics and challenges, women and men are different in their
approach to entrepreneurship and, generally speaking, this
is reflected in the type and size of businesses that women set
up and in their growth aspirations. Such differences, while
not always accounted for in policy and support initiatives,
need to be recognized and accommodated if a steady supply
of entrepreneurs is to be maintained and the growth of the
economy is to be fully exploited.

DEFINITIONAL ISSUES

A woman entrepreneur has been defined in the literature as
“a woman who has initiated a business, is actively involved
in managing it, owns at least 50% of the firm, and has been
in operation one year or longer” (Moore & Buttner, 1998,
p- 13). However, not all researchers adopt the same defini-
tion. In the United States, for example, the Census Bureau
defines women entrepreneurs as leading firms in which
they “own 51% or more of the interest or stock of the busi-
ness.” Sometimes, due to data restrictions, it is difficult to
determine the exact ownership split of a firm, or indeed,
which of the owners is deemed to be the lead entrepreneur
or managing director. Thus, the definition of women entre-
preneurs may also include women who own less than 50%,
are visibly involved in the management of the business but
do not necessarily hold the most senior role in the firm, or
have not actually started a business but are now running one
as a managing director.

S. Carter and Shaw (2006) point out that self-
employment data are often used to measure business owner-

ship, but that such data do not fully account for all enter-
prise-related activities. This is because not all business
owners are self-employed, and not all self-employed are
business owners.

In their study of Danish women entrepreneurs, Neergaard
Nielsen, and Kjeldsen (2006) suggest that the broad definition
of women entrepreneurs can cover the following categories:

» Self-employed entrepreneur: a woman who establishes a
new venture as her primary occupation, typically in a tra-
ditional sector.

o Traditional, self-employed worker: a woman who takes
over and runs an existing company.

¢ Growth-oriented entrepreneur: a woman who sets up a lim-
ited company and may be viewed as a salaried employee of
that company.

e Leisure or hobby entrepreneur: a woman who starts a busi-
ness to generate a second income.

¢ Family-owned business: a woman who inherits a company
from her parents.

* Networked entrepreneur: a woman who is a free agent and
works from project to project. Sometimes this category of
entrepreneur is referred to as portfolio working.

In a similar vein, Bruni, Gherardi, and Poggio (2004) de-
scribe broad patterns of women’s entrepreneurship and sug-
gest that women entrepreneurs can be profiled as follows:

e Aimless young women: those who set up a business as an
alternative to career advancement in their current work-
place. Such women do not typically have children.

¢ Dualists: those who have substantial work experience and
need to reconcile work and family responsibilities.

¢ Return workers: women who have quit their previous jobs
to look after their families and are motivated by economic
considerations.

e Traditionalists: women with family backgrounds in which
owning and running a business is a long-established
tradition.

¢ Radicals: women who are motivated by a culture antago-
nist to conventional entrepreneurial values and who set up
initiatives intended to promote the interests of women in
society.

Given that there are several different ways in which
women entrepreneurs can be defined and categorized, it
must be recognized that such differences will have an im-
pact on research studies and their findings. The lack of
gender-disaggregated statistical data in some countries also
serves to compound such definitional issues.

INTERNATIONAL COMPARISONS

A survey conducted by the Organisation for Economic Co-
operation and Development (OECD) in 2005 showed that
there were higher levels of self-employment in southern



Europe than in the north during 2003. Women'’s level of self-
employment? was found to be highest in Greece, Italy, Po-
land, Portugal, and Turkey, and lowest in Norway, Sweden,
Denmark, France, and Ireland. Interestingly, the equivalent
level was lower in the United States during this period (see
S. Carter & Shaw, 2006). Despite this, the level of women’s
business ownership in the United States has been consis-
tently and significantly higher than in most other developed
countries. While this discrepancy may seem surprising, it
highlights key differences in the ways in which figures
relating to female entrepreneurship are reported. Difficul-
ties in finding robust statistical sources, accessing gender-
disaggregated data, and the fundamental issue of defining
the female entrepreneur all serve to compound the task of
measuring the level of female entrepreneurship and drawing
international comparisons.

The Global Entrepreneurship Monitor (GEM) Reports
record the Total Entreprencurial Activity (TEA) rates in
a range of countries. The GEM research teams use adult
population surveys, conducted by telephone or face to face,
to yield a representative sample of the population in each
country. Two categories of entrepreneur are used: early
stage and established. The early-stage category includes na-
scent entrepreneurs, that is, those individuals who are pre-
paring to set up a business as well as those individuals who
have already set up a business within the last 42 months.
The second category includes individuals who own or man-
age a business that has been in operation for more than 42
months. While these reports measure trends in both men’s
and women’s participation in entrepreneurship, the GEM
team has recently started producing a dedicated Women’s
Entrepreneurship Report. The most recent of these (Allen,
Langowitz, & Minniti, 2007) draws on data from 40 coun-
tries to provide a cross-national assessment of women’s
entrepreneurship. Based on figures from 2006, the report
shows that the highest level of women’s entrepreneurial
activity occurs in the low- and middle-income countries,
such as the Philippines and Russia, while the high-income
countries, such as Belgium and Sweden, exhibit the lowest
levels of women’s entrepreneurship. According to GEM
(2007), the overall entrepreneurial activity rates (combined
early stage and established) for women range from the
lowest levels of 1.91% in Belgium (compared to 7.74%
for men); 3.88% in Germany (compared to 7.57% for men)
and 3.18% in Singapore (compared to 9.16% for men)
to 49.90% in the Philippines (compared to 55.12% for
men), 35.8% in Russia (compared to 44.55% for men), and
33.34% in India (compared to 40.47% for men).

One of the largest qualitative studies of women’s en-
trepreneurship was conducted by the U.S.-based Diana
research team in 2006. The Diana team has been study-
ing women’s entrepreneurship in the United States since
1999, and their work has adopted an international compar-
ative perspective since 2003. Their 2006 study considered
the phenomenon of women’s entrepreneurship across 14
countries: Australia, Bulgaria, Canada, Denmark, Finland,
Germany, Ireland, New Zealand, Northern Ireland, Nor-
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way, Slovenia, Spain, the United Kingdom, and the United
States. While the study found a number of similarities in
the nature of women’s entrepreneurship across the vari-
ous countries, it also found a number of differences. For
example, a comparatively high level of women entrepre-
neurs—around 33%—was found in Australia; however,
women were less likely to be employers of other people
even though their businesses were contributing nearly 40%
of the gross domestic product (GDP) to the economy. In
Denmark, relatively few women chose to become entre-
preneurs despite being actively engaged in work outside
the home. Indeed, only 25% of the self-employed in Den-
mark are women. German businesswomen cluster in the
services sector and, similar to the Australian experience,
are less likely to have employees. In Norway, women en-
trepreneurs tend to be in the 30-to 40-year-old age bracket,
and represent around 27% of business owners. Similar
to the women’s businesses in most other countries in the
study, their businesses were smaller, with lower growth
aspirations. Finland reported a decline in the number of
women-owned businesses over the past decade, despite the
country’s strong tradition of gender equality. In Canada,
while women account for a sizeable proportion of entrepre-
neurial activity, they do not participate in entrepreneurship
at the same rate as men. It is also suggested that Canadian
women entrepreneurs make deliberate choices about re-
stricting the size and pace of growth of their businesses.
In Ireland, women entrepreneurs are also in the minor-
ity when compared to their male counterparts, and their
participation in entrepreneurship compares poorly with
levels in other countries. The low level of entrepreneurial
activity may be attributed in part to the lack of a dedicated
policy on women’s entrepreneurship and the absence of
government-led support initiatives. In contrast to these
trends, women’s entrepreneurship in the United States
is strong and the gender gap between men and women’s
participation in new-venture creation and management has
narrowed considerably. For example, in the United States,
women lead 10.6 million private firms, which contribute
in excess of $2.6 trillion to the U.S. economy.

CHARACTERISTICS OF
WOMEN ENTREPRENEURS

While it is now widely accepted that entrepreneurs, re-
gardless of gender, share a number of common character-
istics such as drive, enthusiasm, commitment, creativity,
problem-solving ability, and innovative flair, among oth-
ers, the literature reports that women entrepreneurs also
display some unique characteristics that distinguish them
from their male counterparts. Women are often described
as being more customer oriented in their enterprise deal-
ings, applying “softer” management styles, valuing the
human capital and cultural aspects of their business, and
placing more importance on the quality of the product or
service they provide.
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Motivations

The literature reports a range of reasons why women
choose a career in entrepreneurship. Indeed, some of these
reasons were alluded to in an earlier section of this chapter.
It has been suggested that women enter the entrepreneurial
arena because of a complex mix of constraints and oppor-
tunities, of external coercions and subjective aspirations
(Bruni et al., 2004). Regardless of the specific motivation,
it would appear that, when it comes to setting up a busi-
ness, women entrepreneurs are less motivated by profit than
their male counterparts. For example, it has been reported
that most women who engage in new-venture creation are
driven by their pursuit of independence as well as a sense
of self-fulfilment and are in search of a work-life balance
that suits their particular personal and family situation. Self-
employment is often viewed by women as a more flexible
working option when compared to traditional employment,
providing more free time and facilitating childcare respon-
sibilities. However, this is not always the case, as most
entrepreneurs, regardless of gender, tend to spend consider-
ably more time getting their business off the ground than
they had originally anticipated. Furthermore, it has also
been suggested that women start a business because of
restricted progression opportunities in the workplace—the
so-called “glass-ceiling” effect.

Education and Work Experience

When compared to men, it would appear that most
women enter self-employment with less management ex-
perience and fewer financial assets and are relatively under-
resourced in terms of human capital. However, according to
the literature, today’s women entrepreneurs are now more
highly educated than in previous years, with many attain-
ing degree-level qualifications in discipline areas that are
directly relevant to their chosen business sector. Despite
this, women tend to lack management experience—often
considered to be critical to business success—and do not
appear to have reached the same level of seniority in their
careers as men. Given the relative lack of women pursuing
further study in the science and technological disciplines,
it is not entirely surprising that there are fewer women
starting businesses in these areas. It has been noted that, in
terms of new-venture creation, women tend to be more at-
tracted to the services sector, starting businesses in training
and consultancy, beauty, design, and a range of professional
and therapeutic services. Others start businesses in retail,
fashion and clothing, arts and crafts, and the provision of
creche facilities. Furthermore, women-led businesses have
a tendency to be small-scale ventures that are nongrowth
oriented, risk adverse, and undercapitalized. Indeed, they
have often been negatively categorized as “lifestyle” or
“typical women’s businesses.” However, research in the
United States by Langowitz (2001), among others, has
provided evidence that women are also setting up and run-
ning the so-called “new economy” companies with highly

successful ventures in nontraditional sectors such as high
tech and construction.

Confidence

It has been suggested for some time that women en-
trepreneurs have less confidence in their entrepreneurial
abilities than men. This is often evident from the outset in
the way in which they present their business proposals, their
attitudes to sourcing finance, their dealings with finance
providers, and their attitude to risk. Such lack of confidence
has been attributed to women often having fewer resources
at the start-up stage, their lack of management experience,
particularly senior management experience where decisions
on resources are made, their unfamiliarity with business
language, and the traditional view of women as mothers and
carers rather than as entrepreneurs and risk takers. Thus, the
literature often links lack of confidence to risk orientation
and access to finance.

Risk Orientation

The small-business literature suggests that risk and
entrepreneurship are inextricably linked, with risk-taking
propensity being identified as a key entrepreneurial char-
acteristic. However, it must be remembered that in new-
venture creation, risk is not purely restricted to finance.
In the earlier literature, Liles (1974) identified three other
types of entrepreneurial risk in addition to finance: career,
family/social, and psychological. Having said this, not sur-
prisingly, discussions on risk tend to focus on the financial
aspect, as this is the most tangible type of risk. In this re-
gard, successful entrepreneurs are deemed to be calculated
risk takers, and in some cases, due to the limited liability
of the company, do not even have to bear the financial risk
themselves.

It has also been suggested that women tend to manage
risk differently than men, with women appearing to be more
concerned about the associated dangers and consequences.
Some evidence suggests that women are reluctant to take
on the burden of business debt (Marlow & Carter, 2006).
In general, the literature reports male entrepreneurs mak-
ing more risky judgements than their female counterparts,
leading to the conclusion, rightly or wrongly, that women
entrepreneurs tend to be more risk averse. However, as
summarized by Brindley (2005), there are a number of
different factors, apart from gender, that could account for
the differences in attitudes toward risk by male and female
entrepreneurs. The particular background and education of
entrepreneurs, their social class and ethnicity, the type and
stage of business in which they are involved, the amount
of social and intellectual capital they bring to the business
at the start-up stage, their particular aspirations and moti-
vations, and the ways in which they have been exposed to
and educated about risk in the past. In addition, the family
dimension is also viewed as particularly important in the
context of women’s entrepreneurship, as most women with



children will, for obvious reasons, take a more serious view
of risk. Thus, the conclusion that women are more risk
averse than men must be viewed with caution, given the
range of influencing factors involved.

BARRIERS AND CHALLENGES
FACING WOMEN ENTREPRENEURS

According to Bruni et al. (2004), women entrepreneurs face
three main types of barriers. Firstly, there is the sociocul-
tural set of barriers, which suggest that women’s primary
role is embedded within the family. In this regard, women
are viewed in the traditional sense as wives, mothers, and
caregivers, with mainly childcare and domestic responsibil-
ities. This perception, in many ways, prevents society from
credibly viewing women as having a business or commer-
cial role. Secondly, there are barriers relating to networks
of information and access to assistance. Such networks and
information are critical to the success of any business but
are sometimes more easily accessible to men than they are
to women. Thirdly, access to finance and investment funds
is a particularly significant barrier, as it impacts the poten-
tial growth and sustainability of women-led businesses.

Other constraints, which are not entirely unrelated to
those just described, include issues surrounding work-life
balance, women’s restricted access to career advancement
opportunities, and the gender pay gap in the workforce,
where there are still, alarmingly, significant differences
reported between male and female rates of pay. Some of
these different types of barriers are discussed next.

The Traditional Role of Women

In many countries around the world, women have typi-
cally been viewed in the most traditional sense. Historically,
women have always been homemakers with often the sole
responsibility for children and other family dependents. Al-
though women started to become an active part of the work-
force in the 1940s, in some countries, laws establishing
equality only became an issue in the 1970s. In particular,
in some countries, notably Ireland, the “Marriage Bar”—a
law requiring women to retire from employment in the civil
service upon marriage—was not abolished until 1973; how-
ever, its negative impact lasted much longer than that (see,
e.g., Henry & Kennedy, 2003). This traditional perception
of women is important in the context of entrepreneurship.
It is widely accepted that work experience is critical to
entrepreneurial success; thus, women’s potential lack of a
career history has a direct impact on their entrepreneurial
abilities, perceived or otherwise.

Maternity leave and family responsibilities also have
their own particular impact on entrepreneurial endeavors.
Evidence suggests that women’s careers suffer significantly
as a result of taking maternity leave, parental leave, or
career breaks for family purposes. Such breaks not only
reduce women’s experience levels and track record in the
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workplace, but may also impact negatively upon poten-
tial incremental pay increases. A study conducted by Wil-
liams (2004) estimated the effects of time spent caring for
children on the duration of self-employment across eight
countries. The study found that caring for children had a
negative impact on entrepreneurship endeavours, signifi-
cantly reducing the duration of self-employment ventures
in most of the countries studied. The results were found to
have an even greater negative impact in countries where
childcare provision was poor. This is an important consid-
eration in the context of women’s entrepreneurship, since
many women engage in new-venture creation as a means of
balancing childcare and work responsibilities. Furthermore,
even where start-your-own-business programs are widely
available, they rarely incorporate provision for childcare.

Networking Practices

In recent literature, one of the key differences identified
between male and female entrepreneurs is the way in which
they network with others. Indeed, it has been acknowledged
that women simply do not do business in the same way as
men, and this is particularly evident in the way in which
they build and manage their personal business networks.

Women'’s networks, in the informal sense, tend to con-
sist mainly of family and friends and are driven by a need
to maintain a strong social affiliation and develop sup-
portive relationships with other women. While these sorts
of networks often provide emotional support and encour-
agement for women entrepreneurs, they may not have the
potential to build the types of connections that are typically
needed to succeed in the business world. To some degree,
this same approach is carried through to women’s formal
business networks, which also tend to be characterized by
an all-female participation. While single-gender networks
have proven extremely beneficial for women entrepre-
neurs in helping them build their networking competen-
cies, particularly at the very early stages of their business
development, such networks need to evolve and expand as
the business grows. Ensuring a sufficient range and qual-
ity of contacts, and including male entrepreneurs in the
network, are critical to the long-term success of women-
owned businesses.

McGowan and Hampton (2006) suggest that women
entrepreneurs adopt different approaches to business net-
working, depending on the length of time they have been in
business. These can be categorized as follows:

e Early learner: includes women who are reliant on all-female
networks; have a low confidence level and are typically at
the very early stages of their business development.

e Wannabe: includes women who have been running their
businesses for 2 or 3 years; are working toward establish-
ing their firms and are actively seeking to expand their
networks beyond women-only membership.

e Myopic: includes women who have already established
businesses but have a lower confidence level and have failed
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to explore other networking opportunities and remain reli-
ant on contacts from their all-female network.

e High-flyer: includes women from more established busi-
nesses who utilize networking for the benefit of growing
their businesses, and their network membership is based
on quality and expertise rather than gender.

While networking is critical to the success of any busi-
ness, it can be particularly important for women entrepre-
neurs in helping them make valuable business contacts and
grow their businesses. A network that provides women with
appropriate business connections from both male and fe-
male entrepreneurs will be of most value in the long-term.

Access to Finance

The issue of finance remains one of the most significant
barriers for women entrepreneurs, with reports of underly-
ing discrimination on the part of finance providers. While
research suggests that women have become more successful
in recent years in accessing funding (N. M. Carter, Brush,
Gatewood, Greene, & Hart, 2003), they still face problems,
particularly when accessing equity finance, which is often
needed to facilitate rapid growth. Women entrepreneurs
face a number of problems in raising funding at key stages
in developing and growing their businesses, and some evi-
dence indicates that accessing bank loans is somewhat more
problematic for women business owners than it is for men.
Studies have shown that women have a tendency to rely on
personal savings at the start-up phase of their businesses,
only seeking bank or other sources of funding as the busi-
ness develops.

For many women attempting to finance their businesses,
the main issue they face is their need to borrow only small
amounts of money. Often, women set up businesses in sec-
tors requiring little start-up capital, which can pose prob-
lems for women entrepreneurs as most small-to-medium-
sized enterprise (SME) finance tends to have a minimum
capital requirement. For any business wishing to grow and
expand, external sources of finance are typically required,
such as equity investments, which can come from multiple
sources, including venture capital, business angels, and
direct investments from financial institutions. However, as
Brush (1997) has pointed out, women tend to face greater
difficulties than their male counterparts when trying to raise
capital to fund the growth of their business. This may often
be due to women’s difficulty in penetrating informal finan-
cial networks, which underlines the importance of building
appropriate business networks from an early stage.

Establishing credibility and a credit track record with
financial providers is a particular difficulty for women en-
trepreneurs. This is often because many women have family
responsibilities and, because of maternity leave or career
break, may not have a continuous work history and associ-
ated income stream. Even if they have been in employment,
this may not have been full time, and their earnings will typ-
ically have been less than men’s. Thus, the asset ownership

of many women entrepreneurs may well be significantly
lower than that of their male counterparts.

Some evidence suggests that the credit scoring mecha-
nisms adopted by financial providers are inherently de-
signed to discriminate against women. However, additional
factors such as a lack of understanding of the business
proposal on the part of the lender, and the absence of female
lenders in decision-making positions in banks also have an
impact. In particular, decisions made by funding agencies
and policy makers have typically only been informed by the
analysis of male-oriented experiences, which ultimately fail
to take into account the experiences of women.

It has been noted that women can also encounter dif-
ficulties in financing their ventures because of the widely
held perception that they only start hobby or part-time
businesses in retail and service sectors, primarily for life-
style reasons. In a study by Buttner and Rosen (1992) that
compared the expectations of men and women in seeking
finance, it was found that women were less prone to use
institutional finance; when compared to men, they tended to
relate the rejection of their loan application more to gender
bias, and lenders attributed the refusal of capital to sector
and education related factors for men, and to business track
record and domestic circumstances for women.

The Undercapitalization
of Women-Owned Businesses

Difficulties in accessing start-up capital often lead many
women to start businesses that are underresourced, and
this initial undercapitalization affects long-term growth.
In contrast to their male counterparts, women tend to be
more cautious and exercise greater restraint in the amount
of finance they need to start their business. Typically, they
apply for smaller loans, and these are often perceived by
lenders as personal rather than business loans. Marlow
and Carter (2005) explain women’s preference for start-
ing smaller businesses with smaller amounts of money as
a gendered version of Bhide’s (2003) “heads I win, tails I
don’t lose very much” approach.

While male business owners tend to use a combination
of bank and investment finance as well as personal assets,
women tend to only use personal assets, savings, and per-
sonal loans. A study by S. Carter and Rosa (1998) investi-
gated the sources and uses of finance by male and female
business owners and showed that men use significantly
larger amounts of start-up capital than women. Indeed, the
undercapitalization of women-owned firms has often been
attributed to the underperformance of their businesses in
terms of growth in turnover and number of employees.

Growth Perceptions

Research into the growth of women-owned/led busi-
nesses is significantly limited. To date, little is known
about women’s attitudes to growth and the extent to which
the growth aspirations of women are different from that of



their male counterparts. Several theories have been out-
lined consistent with the notion that women are, typically,
much more conservative (risk averse) when it comes to
business growth and appear to measure success in terms
of goals, such as “self-fulfillment.” It has even been sug-
gested that women owner-managers deliberately choose
low (or no) growth options, as evidenced by the following
quotation:

Female entrepreneurs are more likely to establish maximum
business size thresholds beyond which they would prefer not
to expand, and that these thresholds are smaller than those set
by their male counterparts. Female entrepreneurs also seem to
be more concerned than male entrepreneurs about the risks of
fast-paced growth and tend to deliberately adopt a slow and
steady rate of expansion. (Cliff 1998, p. 523)

In light of this quotation, women may have self-
employment as their initial entrepreneurship goal and may
spend longer in this phase (i.e., where they do not employ
anyone other than themselves) than their male counterparts.

There is no doubt that understanding how small firms
grow is an important issue. In the European Union (EU), for
example, SMEs account for over 98% of all businesses and
approximately 70% of employment. However, compara-
tively little is known about firm growth or its determinants.
A review of the literature on firm growth reveals that access
to finance is a key factor in successfully growing a business.
The link between access to finance and firm growth was
first identified by Bruno and Tyebjee (1985). Subsequent
studies, for example, N. M. Carter and Allen (1997), Berger
and Udell (1998), Becchetti and Trovato (2002), and, more
recently, N. M. Carter et al. (2003) appear to confirm this
link. Such studies also suggest that, in general, SMEs are
unable to access the same kinds of growth funding as larger
businesses. It has also been suggested that access to finance
is heavily dependent on firm-specific factors, such as firm
size, location, sector, and the profile of the founding en-
trepreneur. Furthermore, while finance may be an obvious
barrier to firm growth, it has also been suggested that en-
trepreneurs may conscientiously limit firm growth because
of the risk involved or the potential loss of control that is
associated with accessing such funding.

POLICY AND SUPPORT

In terms of policy and support for women’s entrepreneur-
ship, the United States has been a recognized leader and has
encouraged women’s engagement in new-venture creation
since the establishment of its Office of Women’s Business
Ownership in 1979, as part of the services provided by the
Small Business Administration (SBA). This has no doubt re-
sulted in the United States having the highest level of wom-
en’s entrepreneurship across all developed economies.
However, until recently, most EU countries had no
specific policy pertaining to the promotion of female en-
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trepreneurship. It was not until 2000 that the European
Union’s Multi-Annual Programme for Enterprise and En-
trepreneurship 2001-2005 (European Union Commission
[EUC], 2000) highlighted the promotion of entrepreneur-
ship among women as one of its key actions within the
broader objective of making the EU ““the most competitive
and dynamic knowledge-based economy in the world,
capable of sustaining economic growth, with more and
better jobs and greater social cohesion.” In the United
Kingdom, policy initiatives such as the Small Business
Service’s (SBS) Strategic Framework for Women’s En-
terprise (2003), the more recent Women’s Enterprise Task
Force (2006), and organizations such as Prowess are help-
ing to keep women’s enterprise at the forefront of the
economic agenda. While some countries such as Ireland
do not yet have a specific policy on women’s entrepreneur-
ship, because of an increased understanding of women’s
enterprise and recognition of women’s current and po-
tential contribution to the economy, the effort to increase
women’s participation in enterprise is now being addressed
by economic development agencies worldwide.

FUTURE DIRECTIONS

While a considerable proportion of the academic literature
to date has focused on the barriers to women’s entrepre-
neurship and the differences between male and female
entrepreneurs, attention is now beginning to turn to the
particular opportunities open to women in the new-venture
creation process. While on the one hand, it is accepted
that women can and do start businesses in nontraditional
industries such as construction and high technology, on the
other, there is still a tendency for women to engage in non-
manufacturing sectors with small-scale business ventures in
retail, consultancy, information technology (IT), craft, and
professional services. However, recently, there has been
some evidence in the literature that there is a disproportion-
ate share of women entrepreneurs in the creative industries.
Such industries have been highlighted as one of the fastest
growing sectors of the global economy and are defined as
“those activities that have their origin in individual creativ-
ity, skill, and talent, and which have a potential for wealth
and job creation” (Creative Clusters Ltd., 2002). While not
exclusively, they include designer fashion, film, theatre and
the performing arts, advertising, architecture, publishing,
broadcast media, recorded music, and arts and crafts. In
particular, women are operating, and indeed flourishing, in
the film and media and fashion and design sectors, now her-
alded as the new glamour industries of the 21st century. To
date, the extent of women’s participation in these particular
industries, which also include broadcast media, publish-
ing, and literature, has not been the subject of concerted
academic research; however, their potential for growth is
now widely recognized.

Women would also appear to be particularly well suited
to the services sector in general, which, given the decline
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in some economies of the manufacturing industry, opens up
huge potential for development. Furthermore, the valuable
role that women play in managing family businesses, either
solely or in partnership with their spouses, has also been
noted in the literature. Anecdotal evidence exists show-
ing that women can successfully take over existing firms,
turn around floundering businesses, and start seemingly
small-scale ventures, which they successfully build up for
onward sale in a relatively short time. Such opportunities
for women entrepreneurs require further study as they offer
considerable potential for economic development.

According to de Bruin, Brush, and Welter (2007), future
research into women’s entrepreneurship needs to include
a review of the most appropriate unit of analysis (i.e., the
entrepreneur, coentrepreneur, or the firm), consideration of
women entrepreneurs in different contexts across different
countries, a better understanding of the barriers to women’s
entrepreneurship, and due consideration of the different
interest groups involved in the field (i.e., policymakers,
entrepreneurs, academia, etc.).

In research terms, many questions still need to be in-
vestigated if we are to advance knowledge in the field
of women'’s entrepreneurship. For example, according to
Brush et al. (2006), there is a need to achieve a greater
understanding of women entrepreneurs within and across
regions, to develop models that account for country dif-
ferences, and to reflect the extent to which the gender
perceptions of certain institutions or societal groups affect
the entrepreneurial dynamics. In addition, the fundamental
issue of access to data, the different ways in which data are
collected, and the different units of measurement that are
applied to women’s entrepreneurship all need to be aligned
if robust research is to be conducted and the field is to con-
tinue to move forward.

SUMMARY

This chapter has considered the main themes currently under
discussion within the field of women’s entrepreneurship. It
began by considering the underrepresentation of women
in entrepreneurship globally and made the economic case
for encouraging more women to become entrepreneurs.
It is clear that, since women make up half the population,
there is considerable economic value to encouraging them
to participate in entrepreneurship so that a steady supply of
entrepreneurs can be maintained.

The chapter then highlighted the definitional issues
associated with the topic, illustrating how these can re-
strict the scope for robust comparative studies and impact
on research findings. In this regard, it is recognized that
self-employment figures do not always equate to levels of
business ownership, and thus, total entrepreneurial activity
(TEA) rates tend to be the most commonly used indica-
tors of women'’s entrepreneurship, particularly where inter-
national comparisons are being drawn. The chapter drew on

the work of the Global Entrepreneurship Monitor (GEM)
and the Diana Project to illustrate some trends in women’s
entrepreneurship internationally. While women entrepre-
neurs in different countries share similar characteristics and
face similar difficulties, there are differences pertaining to
country, economic, and cultural contexts.

The key characteristics of women entrepreneurs were
then discussed, as were the key barriers to women’s engage-
ment in the entrepreneurial process. Here, the difficulties
women encounter in accessing finance, and their different
perceptions of growth were highlighted. The networking
practices of women entrepreneurs were also seen to have
an impact on access to finance and the growth potential
of women-owned businesses. Finally, the chapter briefly
reviewed existing policy and support for women’s entrepre-
neurship. Although most countries have introduced a range
of support initiatives to promote women’s entrepreneurship,
some countries, for example Ireland, still do not have a
dedicated policy on women’s entrepreneurship.

While, on an international level, scholarly interest in
women’s entrepreneurship has increased significantly in
recent years, women entrepreneurs are still very much in
the minority when compared to their male counterparts.
For the most part, significantly more men than women par-
ticipate in business ownership. The growing recognition of
women’s untapped entrepreneurial talent and the significant
contribution they can make to the economy will help keep
this topic on the agenda of academics and policymakers
worldwide.

NOTES

1. The Diana research team is led by Professors Brush, Carter,
Gatewood, Greene, and Hart in the United States and involves
researchers from 16 countries worldwide. The team studies and
compares the nature of women’s entrepreneurship in different
countries, with a particular focus on their growth and financial
strategies.

2. Female self-employment as a proportion of total female
employment (i.e., the rate of self-employment; as cited in Carter
and Shaw 2006, p. 7).
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We shall finally try to round off our picture of the entrepreneurship in the same manner in which we always,
in science as well as in practical life, try to understand human behavior, viz. by analyzing the characteristic
motives of his conduct. Any attempt to do this must of course meet with all those objections against the
economist’s intrusion into ‘psychology’ which have been made familiar by a long series of writers . . . There
may be rational conduct even in the absence of rational motive. But as soon as we really wish to penetrate
into motivation, the problem proves by no means simple. —Joseph A. Schumpeter, 1883—-1950

The leaders I met, whatever walk of life they were from, whatever institutions they were presiding over,
always referred back to the same failure—something that happened to them that was personally difficult,
even traumatic, something that made them feel that desperate sense of hitting bottom—as something they
thought was almost a necessity. It’s as if at that moment the iron entered their soul; that moment created the

resilience that leaders need.

entrepreneurs to keep trying until they succeed in

business rather than being deterred by earlier fail-
ure. Examples will be provided from Taiwanese entre-
preneurs to illustrate concepts. Entrepreneurs are active
dream makers and exploiters of opportunities in diverse
areas including intrapreneurship, markets, and even social
and political work. In the process of starting up new busi-
nesses, entrepreneurs explore business potential based on
their visions of how the future will turn out, and how they
expect their own business identities to form. In order to re-

This chapter will discuss the factors that lead some
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—Warren G. Bennis, b. 1925

alize value, entrepreneurs create new organizations, in turn
adding competition for their industries. Their work often
results in economic growth in the forms of an increase in
jobs, an elevated technological horizon, and social wealth
and renewal (Bednarzik, 2000; Drucker, 1985). While en-
trepreneurs invest with prosperous intentions, they also
risk failure since entrepreneurship a demanding activity
embedded in complicated contexts (Brockhaus, 1980; van
Gelderen, Thurik, & Bosma, 2006). Therefore, many entre-
preneurial organizations emerge and then disappear within
a short, incomplete life cycle.
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For a new enterprise to succeed, human capital perfor-
mance can be key (Hayton, 2004). Moreover, it influences
business viability and longevity (Bates, 1985, 1990). To a
large extent, the success or failure of a venture depends on
the entrepreneur, and he or she expects some reward due
to his or her willingness to undertake risk (Cunningham
& Lischeron, 1991). An entrepreneur must deal with the
scrutiny of financial institutions through the process of so-
liciting capital and feedback. Pressure, which may result in
positive consequences (constructive pressure) or negative
consequences, may accompany the expected returns from
the entrepreneurial process. The soundness of an entrepre-
neur’s plan and his or her marshalling of the capabilities
and resources needed to make the venture a success are
reflected in the assessment of financial institutions and their
willingness to fund the venture.

A “resilient mind-set” (Brooks & Goldstein, 2003),
whether in terms of social life or organizational life, is
an especially strong driver for entrepreneurs when facing
business failure, sometimes serially. It also enables the ex-
pression of originality. Thus, an entrepreneur’s willingness
and ability to recover from and respond to the challenges
involved in the construction of a venture may not merely
indicate a propensity for seeking new business opportuni-
ties but may also serve as an antecedent for predicting
new business success. According to Aldrich (1999), over
50% of new ventures are terminated quickly after they are
developed. Hence it is important to study the postfailure
dynamics of entrepreneurs. Entrepreneur resilience could
be defined as the inclination by which entrepreneurs reen-
gage in entrepreneurship after venture failure(s). In such
periods, the entrepreneur strives to adapt toward a healthier
mindset and sounder capability, while facing the adversity,
trauma, tragedy, threats, or other sources of stress from the
failure(s) (Envick, 2004; Smokowski, Reynolds, & Bez-
ruczko, 1999).

Entrepreneurial studies have been performed in the con-
text of several schools of thought, such as Great Man,
Psychological Characteristics, Classical (Innovation), Man-
agement, Leadership, and Intrapreneurship (Cunningham &
Lischeron, 1991). Beyond attributing individual resilience
to intrinsic factors including personality, courage, and oth-
ers from the intuitive psychology discipline (e.g., Bonanno,
2004), the discussion of entrepreneurial resilience should be
extended to attribute individual resilience to motives and
capabilities which rely on the concrete managerial abilities
and social contexts offering entrepreneurs the foundations
for resilience. While personal traits of entrepreneurs have
become instrumental for explaining entrepreneurial activi-
ties, other factors also hold influence. The imperatives for
personal and organizational value creation in a modern
economy have been slighted and are in need of further
study. Surprisingly, the issues concerning entrepreneur re-
silience have received little research attention.

Accordingly, this chapter prepares to uncover some of
the influencing factors that motivate and support entrepre-
neurs’ return to venture excellence after venture failure(s).

In this chapter, first we review the literature concerning
entrepreneur resilience. Next, we explore the influencing
factors for entrepreneurs’ resilience using a multilevel
framework that considers current knowledge and social
aspects of entrepreneurs’ lives. To clarify the framework,
woven throughout the discourse are illustrative cases that
offer the reader a vivid experience through stories. Finally,
concluding remarks are offered, leading to implications and
possible future research directions.

ENTREPRENEUR RESILIENCE

Resilience theory originated from pressure adjustment in
psychotherapy. The theory explores how individuals deal
with crises, and how crises may enhance an individual’s
ability (Rak & Patterson, 1996). Each person has an innate
ability to rebound, but this certainly does not mean a person
will not experience difficulties or feel depressed when fac-
ing a rebound experience (APA, 2002). Resilience should
not be understood as overcoming difficulties easily or not
suffering from crises. The focus should not rest solely on
the “bounce back,” but also on an individual’s struggle in
difficult situations and the courage that an individual shows
in such a struggle with adversity (Bonanno, 2004). In fact,
any one resilience theory or model is not applicable in all
circumstances; rather, resilience depends on the interaction
between the individual and environment (Rutter, 1993).

Generally, resilience is a power or an energy that de-
termines how people overcome great adversity, stress, or
unexpected results of human actions (Brooks & Goldstein,
2003). Different scholars have different points of view on
resilience, primarily about whether it is internally or ex-
ternally mechanized. Scholars from the “inner protection
mechanism” viewpoint advocate that individual character-
istics such as hardiness, optimism, good interpersonal rela-
tionships, and self-reinforcement can reduce the influence
of any crisis (Garmezy, 1985). These characteristics can
reduce misbehavior (Smokowski, Reynolds, & Bezruczko,
1999), increase successful adjustment (Benard, 1996; Sagor,
1996), enhance the skills for dealing with crises, and de-
velop the ability to solve problems.

Scholars of the “external protection mechanism” view-
point believe that resilience is how an individual learns to
achieve a goal through interaction with the environment;
the individual adjusts the environment to avoid collapse
(Holaday & McPhearson, 1997). Still other scholars believe
that resilience should be discussed based on its eventual re-
sults. From this point of view, resilience refers to the ability
to overcome difficulties and perform better than expected
(Richardson