Entrepreneurship

The creation of new business organizations for economic prosperity is the keystone of commercial development. The study of this process has occupied the
minds of scholars for centuries and the need to move from theories of entrepreneurship to the actual “doing” of entrepreneurship is intense. Theorizing
about entrepreneurship has been done across many disciplines, but what can be
taken from the existing traditions to contribute to our teaching and learning
experiences?
Written for educators, researchers, and practitioners, Entrepreneurship:
The Way Ahead offers insight and perspective on entrepreneurship from the
foremost academic leaders in the ﬁeld. Taking a contemporary approach to
entrepreneurial processes, the book considers how the convergence of individual, opportunity, and environment ultimately leads to success or failure,
while illuminating the true relationship between entrepreneurship and technological and social issues. It also explores innovations and developments in entrepreneurship education and training, while evaluating existing literature and
research.
Entrepreneurship: The Way Ahead represents some of the most advanced
thinking in the ﬁeld of entrepreneurship, providing an essential grounding of
new theory for researchers and entrepreneurial managers alike.
Harold P. Welsch holds the Coleman Foundation Chair in Entrepreneurship at
DePaul University, U.S.A., and has been active in entrepreneurship for over
twenty years as an educator, consultant, researcher, author, and entrepreneur.
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Foreword

As in any dynamic ﬁeld, entrepreneurship is evolving, reforming, and reinventing itself as it passes through its stages of evolution. The most intriguing
question is: “what will entrepreneurship look like in its next stage of development?” Thus the title: Entrepreneurship: The Way Ahead. As the world-class
hockey player Wayne Gretzky suggested, one never skates to where the puck is
or has been, but where it will be. In anticipation of where the ﬁeld is going,
some of the best minds in the ﬁeld have been tapped to provide their prognostications and predictions of the future.
Howard Stevenson, Karl Vesper, Dianne Wingham, and John Sibley Butler
provide the grounding foundations of the ﬁeld and provide some innovative
directions with which the ﬁeld might experiment. Earlier, Howard Stevenson
has suggested that “Entrepreneurship has won!,” but later concludes that every
entrepreneur, educator, and institution must refocus to take on the challenge of
technology, globalization, and community development and their nuances within
entrepreneurship. He is in close agreement with Karl Vesper who challenges us
to recognize “Unﬁnished Entrepreneurship” as the opportunity of the twentyﬁrst century. What battles are yet to be fought? What are the remaining or
open issues in the ﬁeld that will thrust us forward in our understanding?
Perhaps the most innovative and rapidly moving component in the ﬁeld is
entrepreneurship practice. Entrepreneurs themselves are expanding the boundaries with technology, network marketing, creative arts, serial, and social entrepreneurship. Academics are racing to keep up with theories to explain many of
these new phenomena. Practitioners are often leading the way with innovations,
inventions, new combinations, new markets, and new products and services.
Opportunity recognition is becoming recognized as a burgeoning sub-specialty
as well as a unique distinguishing characteristic of the ﬁeld.
As leading thinkers in this ﬁeld, Lumpkin, Hills, and Shrader view
opportunity recognition as both a process involving iterations of creative
Selection and editorial matter © 2004 Harold P. Welsch;
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thinking as well as the actual creation of a new venture. Following this functional approach, entrepreneurship can be viewed from a marketing, ﬁnancing,
or growth perspective. These chapters are constructed by some of the leading
thinkers in their respective ﬁelds.
Despite the bursting of the technology bubble, this specialty continues to
draw attention because it permeates entrepreneurship in a persistent manner.
Do technology entrepreneurs do it differently? How is e-commerce and mobile
commerce impacting the ﬁeld? What are the emerging practices, key challenges, and future directions of this rapidly-paced industry? These are questions
addressed by contemporary scholars such as Stoica, Kickul, and Gundry.
The evolution of entrepreneurship has also incorporated the not-for-proﬁt
sector of social entrepreneurship. Barbara Kuhns has recognized that entrepreneurial principles can also be effectively applied in community-based enterprises
and assist in economic development of a region. Fairchild and Greene similarly
suggest that wealth can be created in the inner-city through entrepreneurial
endeavors.
Entrepreneurship can be sliced and analyzed in a myriad of ways – by
gender (Gundry and Ben-Yoseph), by frequency (Taplin), or by ethnicity
(Fregetto). Women entrepreneurs are one of the fastest growing segments of
society as they become recognized as an equal partner or competitor in the economic system. The phenomenon of serial entrepreneurship has continued to
intrigue scholars around the globe. What is it that drives individuals to commit
to entrepreneurial endeavors over and over again? Is there a virus that infects
these individuals? Is it the excitement of starting up that motivates repeat
entrepreneurs? Are they fearful of daily management duties that drive them
away from later-stage commitments?
Are immigrants more likely to become entrepreneurs because they are
frozen out of the domestic/mainstream job market or do they simply value their
freedom more than the corporate ladder climbers? Fregetto examines various
ethnic groups in the U.S. and explains the displaced ethnic entrepreneur’s role
in the economy.
In the last section, we look forward to see what entrepreneurship education
has in store for academia. Sandercock provides a review of the innovative, toptier entrepreneurship programs and “puts a face” on the theory of entrepreneurship by introducing speciﬁc initiatives of higher education programs that
characterize this evolving discipline.
Finally, Hills provides a provocative perspective on the new layers of entrepreneurship that have never been revealed. This blossoming ﬂower of the ﬁeld is
made possible by the generation of new knowledge combined with conceptual
and theoretical development represented by various schools of the thought
within the context of market segmentation concepts.
All these perspectives, when combined into a total package, provide a
guiding light to the road ahead in entrepreneurship.
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PART ONE

Overview
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Chapter 1

Howard H. Stevenson
Harvard Business School

INTELLECTUAL FOUNDATIONS
OF ENTREPRENEURSHIP

Introduction

T

H E F I E L D O F E N T R E P R E N E U R S H I P was described in 1983 as “an

intellectual onion. You peel it back layer by layer and when you get to the
center, there is nothing there, but you are crying.” This description of the ﬁeld
by a senior faculty member at Harvard Business School was given to a young
person being recruited into the ﬁeld. This not-so-kind advice reﬂected a longstanding set of complaints (Cole 1968; Drucker 1985; Kirzner 1973). In spite of
the lack of earlier academic attention, studies have shown the vital importance
of new ventures and small businesses in job creation (Birch 1979, 1987). Silicon
Valley, Silicon Alley, Route 128, Austin, and Research Triangle are the envy of
the world. There has been a change in the sociology of entrepreneurship in
many parts of the world (Thorton 1999). It is occurring at a higher rate
(Gartner and Shane 1995) and with more capital behind it than at any time in
the last century (Gompers and Lerner 1998).
Never before in history have so many individuals been able to identify and
implement the deﬁnition that we use to guide our research and teaching at
Harvard. That deﬁnition is: “Entrepreneurship is the pursuit of opportunity
beyond the resources you currently control” (Stevenson 1983; Stevenson and
Gumpert 1985; Stevenson and Jarillo-Mossi 1990). This deﬁnition takes into
account both the individual and the society in which the individual is embedded.
The individual identiﬁes an opportunity to be pursued and then, as an entrepreneur, must seek the resources from the broader society. This approach follows
on the work of early scholars such as Schumpeter (1934) who identiﬁed the
interaction of the individual with the context in his early work. It corresponds
to later admonitions, such as those of Aldrich (1992), who argued that
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individuals, organizations, and the context need to be studied to develop a
theory of entrepreneurship.
This chapter will argue that progress in entrepreneurship has been enhanced
by the societal environment in which it ﬂourishes and by the strong development of theoretical underpinnings.
Societal change
The author would assert that the number of resources available for the pursuit
of opportunity has never been greater, and has taken note of the availability of
ﬁnancial capital. This is perhaps the least unique resource required to pursue
opportunity. Intellectual capital, human capital, and public capital in the form of
infrastructure and social norms provide even more important resources to the
entrepreneur. The embeddedness perspective (Granovetter 1985) addresses the
descriptive and practical weaknesses of the dichotomous treatment of hierarchies and markets (Williamson 1985). When history and culture in more than
forty countries over the last two decades are examined, some hypotheses
emerge. They are:
1
2
3
4

entrepreneurship flourishes in communities where resources are
mobile.
entrepreneurship is greater when successful members of a community
reinvest excess capital in the projects of other community members.
entrepreneurship ﬂourishes in communities in which the success of other
community members is celebrated rather than derided.
entrepreneurship is greater in communities that see change as positive
rather than negative.

It appears that the last two decades have seen major societal changes in all of
these dimensions. Changes in the ﬁnancial and labor markets have increased
mobility substantially. Perhaps more important, improvement in logistics,
cross-border ﬂows of labor, capital, and ideas, weakening of intellectual property protection, and the growth in global communication have helped people,
money, products, and ideas disperse throughout the world, ﬂowing to the areas
of greatest opportunity.
The entrepreneurial community’s success has attracted capital on an
unprecedented scale. The venture capital market and the market for initial
public offerings have gone to unprecedented valuations. Perhaps most interesting, however, is the extent to which successful entrepreneurs have reinvested in
venture funds and in angel networks. The entrepreneurial community is the
basis of much of the monetary and managerial capital being invested in new
companies (Darwall and Roberts 1998; Prasad and Linde 1999). Reinvestment
in the entrepreneurial community by the entrepreneurial community continues
and reinforces the tradition of entrepreneurial ethnic communities such as the
offshore Chinese, the emigrant Koreans, and many others.
Out of the decade of greed of the 1980s emerged the celebration of the
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entrepreneur. Gates, Walton, and countless others are honored by schools,
nominated to prestigious charities, extolled in the popular press, and studied by
the new generation of potential entrepreneurs. More remarkable, perhaps, than
these mega successes are the many “entrepreneurs” who have achieved great visibility and wealth in record time. Amazon’s Jeff Bezos was Time Magazine’s man
of the year in 1999. Meg Whitman of eBay and countless others are providing
role models for the impatient entrepreneurs. Their success is celebrated without
regard to the potential of failure.
The value of change is highlighted in the current environment of the Internet. Unlike biotechnology, which caused many people to see both risk and
reward, the Internet brings information that is fast and free. Connectedness is
seen as an unmitigated positive value, and studies that show the positive effect of
the number of network nodes (Hagel and Armstrong 1997) are cited in both the
academic and the popular press. Perhaps the speed and magnitude of the creation of wealth has been important in society’s recognition of the value of
change. Weakness in the protectionist power of unions in the face of new
technology has accompanied envy and frequent emulations of the capitalist
system. These factors have given people comfort about change.
Changes in society have many roots. Scholars have written about the psychological change that has occurred (Mills 1987). There have been a number
of explanations, starting perhaps in 1911 with Schumpeter (1934). Collins
and Moore (1964) put a lot of attention on the individual. Both early and
later authors have focused on the cultural setting (Weber 1904), ethnicity
(Aldrich and Waldinger 1990), and the individual experience (Cooper and
Dunkelberg 1986). Some authors have written extensively about an ecological perspective on entrepreneurship (Aldrich and Wiedenmayer 1993;
Aldrich 1999).
The author has, in other settings, criticized these approaches as lacking in
operational import (Stevenson and Jarillo 1991). There is little that the individual can do to change his or her basic psychological make-up or even the cultural setting. The individual can become embedded in a context that facilitates
the recognition of opportunity and the pursuit of it.
A research perspective
Perhaps the greatest change in the academic ﬁeld of entrepreneurship has been
new vigor in the development of deep intellectual roots. The Babson Research
Conference on Entrepreneurship began in 1983 with thirty-seven papers. The
entrepreneurial research community now has its own division in the Academy
of Management. Following on the development of the ﬁeld, most schools have
courses in entrepreneurship, and there are, at the last count, more than 150
chairs in the ﬁeld. Studies of business education have argued for even more
(Porter and McKibben 1988).
Harvard Business School has taken a slightly different approach to research
in the ﬁeld by announcing that entrepreneurship should not be what scholars
study but rather the entrepreneurial ﬁrm should be where people study. The
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issues and problems in entrepreneurial ﬁrms have proved to be central to the
research domain of many respected academics.
Harvard Business School changed to a focus on research by scholars from
many ﬁelds following the symposium on entrepreneurship held in 1983. At that
time, practitioners and scholars were brought together to set an agenda for the
school. As part of that program, the author published a paper entitled “Perspectives on Entrepreneurship” (Stevenson 1983). That paper and subsequent works
emphasize the “how” of entrepreneurship rather than the “who” or “what.”
The paper identiﬁed six dimensions on which entrepreneurial organizations
differed from administratively driven organizations. These dimensions are
shown in Table 1.1.
Perhaps success in overcoming the reputation as an intellectual onion was
achieved because of the emergence of traditional academics interested in the
characteristics of the entrepreneurial ﬁrm. Over the last seventeen years, a great
deal of serious academic attention has been paid to entrepreneurial behaviors.
Opportunity analysis has always been part of the strategic literature (Ansoff
1956; Learned et al. 1965). Serious analysis of the sources of opportunity (the
ﬁrst dimension) ﬁrst appeared in the ﬁeld of economics and in early work by
business scholars such as Rumelt (1974) but migrated to the mainstream business literature with Porter’s seminal work (1980, 1981, 1985). That work was
followed by national analysis (Porter 1990) that emphasized the role of context
for successful competitive behavior. At the same time as there was positive
movement toward the opportunity driven side of the spectrum, there were
serious critiques of the traditional resource-based approaches. The inertial
impact of social contracts (Walton 1985) and the weaknesses of performance
measurement systems based upon resources (Johnson and Kaplan 1987) set the
stage for scholars to re-examine the assumptions regarding continuity of
opportunity and the value of controlled resources for pursuing opportunity.
Table 1.1 A process deﬁnition of entrepreneurship
Entrepreneur

Key business dimension

Administrator

Driven by perception of
opportunity

Strategic orientation

Driven by resources currently
controlled

Quick commitment

Commitment to
opportunity

Evolutionary with long
duration

Multi-stage with minimal
exposure at each stage

Commitment process

Single-stage with complete
commitment upon decision

Episodic use or rent of
required resources

Control of resources

Ownership or employment of
required resources

Flat with multiple informal
networks

Management structure

Formalized hierarchy

Value-based and teambased

Compensation and reward
system

Resource-based, individual
and promotion oriented
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The second dimension, which identiﬁes a difference in the process of
commitment to opportunity, has also been affected by both positive reinforcement in academic research and stern warnings regarding the viability of the
opposing approach based upon systematic planning. Porter (1981) among others
ﬁrst described mover advantage. Later work on time-based competition (Stalk
1996) has reinforced the power of speed as a competitive weapon. The innovation literature (Abernathy and Clark 1985; Wheelwright and Clark 1992) has all
pointed to the beneﬁts of quick response to change and the need to create
organizations that can move. More recent work, such as Christensen’s (1997),
has shown how larger ﬁrms can be overwhelmed with inertia in spite of
advanced technology and superb market intelligence. This shows the practical
problems created by the scholarly work urging managers to recognize multiple
constituencies (Lodge 1980, 1984) and the complexity of the processes for
internally negotiating strategies (Dyer et al. 1987).
The third dimension, identiﬁed in 1983, came as a surprise to many scholars
of entrepreneurship. Since the late 1700s, many observers in both the academic
community and the world of practice have identiﬁed the entrepreneur with risktaking. This is based on Ricard Cantillion’s observations that the entrepreneur
buys at certain prices and sells at uncertain prices and thereby bears the risk of
the transaction.
The author has written or co-written over 170 case studies at Harvard, half
of these speciﬁcally on entrepreneurs. Very few of these entrepreneurs would
be identiﬁed as risk seekers. They tend to be risk-takers who seek to manage the
risk by sequential commitment to the opportunity. This method of commitment
contrasts strongly with the planning approach advocated by many authors
(Lorange et al. 1986; Bower 1986). A multi-staged commitment process corresponds to the needs of many resource providers (Sahlman 1988), who expect
demonstrated results before adding to the meager resource base provided initially. Subsequent studies of the venture capital process have built on this model
(Gompers and Lerner 1999).
The traditional disciplines have also recognized the practice with the title of
real options theory. The notion that delay of a decision provides a valuable
option builds on the Nobel-Prize-winning work of Fisher Black, Myron Scholes,
and Robert Merton, and the earlier insights of Howard Raiffa and Robert
Schlaifer. A stream of literature is building in this ﬁeld (Ghemawat 1991).
The fourth dimension differentiates forms of control over resources. Chandler (1977) illustrated how ﬁrms grew large to exploit economies of scale.
Under the communication conditions of the early twentieth century, this often
required vertical integration. Early students of entrepreneurship observed other
forms of organization (Larson 1988) that avoided “hierarchies” with their attendant agency costs (Pratt and Zeckhauser 1985). Those forms of organization
shortened both the innovation cycle and the product cycle (Hayes and Wheelwright 1984). Jensen (1993) warns of the impact of hierarchical control over
resources and the creation of barriers to exit. Increasingly, the economics literature is addressing the question of optimal scale and optimal diversiﬁcation
(Grossman and Hart 1986). The network structure of the Internet world has
provided an object lesson regarding the new forms of organizational control.
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

“Alliances,” “partnerships,” “market teams” are the new lexicon as entrepreneurs
struggle to match resources with unpredictable needs. Big companies such as
Cisco Systems are forming alliances as well as acquiring companies to keep their
options open. There is a strong recognition of the fact that, in a world of
knowledge-based competition, the assets are never acquired because they can go
home at night (Bhidé 2000).
The ﬁfth dimension focuses on management through networks rather than
hierarchy. Understanding the network form of management is now a hot topic
(Eccles and Nohria 1992; Nohria 1992). The impossibility of achieving the theoretical limits of formal organization had already been well documented (Gulick
and Urwick 1937; Lawrence and Lorsch 1967; Williamson 1975), but the
success of the entrepreneurial ﬁrm propelled deeper study of the alternatives.
The relationship between the entrepreneur and the key human resources that
determine success is often far more complex than the theoretical structure
observed from the outside. Because the key resources are often external, trust,
persuasion, and salesmanship are not well represented on a formal organizational chart (Bhidé and Stevenson 1990).
The sixth dimension has also emerged as an area of serious academic
pursuit. Sharing the value created is an issue for the start-up business because
often, until value is created, there is nothing to share. At the same time, Jensen,
Murphy, and others have focused considerable attention on the lack of sharing
within large organizations and the consequences. Jensen and Meckling (1976)
began a whole stream of serious inquiries into the role of ownership in the allocation of rewards and decision rights. The entrepreneurial setting provides a
clear illustration for the value-added concepts (Brandenburger and Nalebuff
1995). This setting also illustrates the importance of the process of commitment. Studies in the venture business of the sharing economics illustrate some of
the challenges in devising appropriate sharing arrangements (Gompers and
Lerner 1996). Bhidé (1993) pointed out the hidden costs associated with capital
that is not tied to ventures but is perpetually seeking liquidity.
A retrospective look
No claim is being made that the author’s 1983 paper drove the academic
agenda. Rather, the observation is that the arena of entrepreneurship involves
many fascinating and important problems that have come to the attention of
mainstream scholars. Entrepreneurship, properly conceived, is an intellectual
domain of hard and important problems that can be attacked with the best possible scholarship. The progress of the ﬁeld has been substantially enhanced as it
attaches its problems to discipline-tested tools.
The caveat must be given, however, that entrepreneurship is more than the
sum of its parts. Successful entrepreneurship is a study of the dynamic ﬁt
between a set of individuals, an opportunity derived from a particular context,
and the deal that unites them. The nature of the ﬁt requires constant vigilance.
There is no such thing as an everlasting opportunity. Context changes, and the
opportunity becomes a trap. Deals need to be robust, but the best deals are
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

subject to strategic behavior when their consequences are fully understood.
Individuals change too. The assumption that rational, evaluating, maximizing
individuals start businesses cannot begin to account fully for the instances of creative genius, self-sacriﬁcing loyalty, and charismatic leadership.
The last two decades have shown the importance and the relevance of the
ﬁeld of entrepreneurship. It is not important in isolation. Its importance is part
of the global change that is affecting the way we live and work.
The future
The changes occurring in the world require every educator and educational
institution to refocus. Entrepreneurship at Harvard has beneﬁted by being
chosen as one of the initiatives of Dean Kim Clark. We believe that if we are
successful in rising to the challenge, the school can have the same degree of
impact in this century as it has had in the last. The challenge is exacerbated by
the requirement to understand technology, globalization, and community development as well as the nuances of entrepreneurship.
Technology is changing the way we live and work. Educators must be at the
leading edge in order to model, by their behavior and their institutions’ behavior, the world in which the educational participants will live. Faxes, e-mails,
instant access to enormous amounts of information on the Internet, high-speed
data transmission, CAD/CAM, cell phones, and ubiquitous linkages deﬁne our
New World. When communications, computation, and storage are almost free,
there are profound changes that must occur in the way people manage people
and produce and distribute goods and services. The increasing role of technology implies that entrepreneurial teachers must focus themselves and their students on the management of technology and of technological development. The
fast-paced, high-stakes world of technology yields different exciting problems
for research.
The changes in technology coupled with changes in the political and economic scene are leading to the second challenge of globalization. Federal
Express and others provide fast, cheap air freight. Modern logistical control, the
communication revolution, and the emergence of energetic market-based
economies are opening the world to truly becoming one market. Companies
tend to ignore traditional geographic boundaries when identifying the boundaries of the arena in which they will develop their play. Some say that if a startup does not have a global perspective, it cannot survive in the long term.
Political barriers have been reduced, but the volatility of politics and economics
seem to be increasing. To be an effective business person in this New World
requires an understanding of how to work on a global scale. Competitors, customers, suppliers, and employees may spring from other cultures and other
systems. Understanding how to work across cultural divides and learning from
that experience is a critical new challenge.
In the face of the need to work in and through other cultures, entrepreneurship becomes a critical dimension. Since 1947, Harvard Business School has
taught a course in starting new ventures. After 1983, when the school began
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using the working deﬁnition of entrepreneurship as “the pursuit of opportunity
beyond the resources that you currently control,” new ties were formed, and
much new research continues to be spawned. Globalization and the immediate
access to huge amounts of information have reinforced the trend toward entrepreneurial behavior. Few organizations can own or employ all of the resources
that are critical to them in their pursuit of opportunity. The behavioral
characteristics of entrepreneurial organizations identiﬁed in 1983 were noted
previously: pursuit of opportunity, rapid commitment, willingness to change,
multi-staged commitment processes, use of others’ resources, managing
through networked relationships, and rewards based upon value created. These
characteristics are the ones needed to pursue global opportunity in the face of
rapid change.
With global enterprises and entrepreneurial behavior, hierarchy does not
and cannot sufﬁce. Being part of a supportive community becomes the basis for
repeated, mutually beneﬁcial transactions. Contracts are incomplete and often
only marginally enforceable through judicial processes. Legal systems and
ethical systems are often in conﬂict. Therefore, to interact effectively and efﬁciently, individuals must sense that they are part of a community that cares, protects, and ensures legitimate behavior on the part of others. Trust, caring,
agreed-upon standards for performance, and agreed-upon sanctions are the oil
that lubricates the friction inherent in free exchange. Building a sense of
community is a leadership task. Learning to live as part of a community that is
dispersed, asynchronous, and diverse is one of the initiatives that shapes character as well as knowledge. Such a community is created and linked by the technology that is evolving.
These four challenges for the future are mutually reinforcing. Scholars and
practitioners who attempt to deal with one of the challenges without understanding the others do so at their own peril. Entrepreneurship creates the
technology and is enabled by it. Communities that form across traditional
boundaries enable globalization and enable growth through entrepreneurship.
Entrepreneurs build community by managing networks rather than hierarchies
and by reinforcing the community through celebration and reinvestment in
other community members’ new ideas. They share the rewards of innovation
with customers, suppliers, and other partners in the enterprise in order to
assure cooperation.
Schools and educators, like successful businesses, must be engaged in
renewal. The four initiatives aimed at improving our technology, educating for
global perspective, building entrepreneurship, and supporting a strong sense of
community are at once new and deeply rooted traditions in history and practice.
Emphasis upon these initiatives is required to prepare our students for the world
of tomorrow. The community of entrepreneurial scholars should note that
entrepreneurship is an important part of the future but is not the only critical
future arena in which progress is required.

Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

The risks
With the beneﬁt of hindsight, the opportunity of the last twenty years is
evident. An entrepreneurial revolution has occurred. Some of the early volunteers have had a most exciting time. The danger lies in presuming that the
future is without challenge.
Surely there will be massive, public, and costly failures among the current
“entrepreneurs,” just as there have been when many have seen other exciting
market-based opportunities (Sahlman and Stevenson 1985).
Our colleagues see massive funds pouring in to support research and teaching. The Batten Center for Entrepreneurship at the Darden School was recently
given $60 million. Much will be expected from such a resource commitment.
Entrepreneurial educators must be more than cheerleaders. We can no longer
simply say “entrepreneurship is different.” Entrepreneurship is now a part of the
mainstream.
Perhaps the greatest danger of all is that the hardy band of entrepreneurial
scholars will become like many successful businesses. Businesses and scholars fail
by not valuing change. Guarding the past, espousing orthodoxy, and refusing to
see the wisdom inherent in the challenges of the young and inexperienced will
lead to the same problems in education as in business.
Seeing entrepreneurship as part of a systemic response to change and as an
initiator of the changes should help us avoid “the innovator’s dilemma.” In the
meantime, let us celebrate the victory and thank our colleagues for their profound help.
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Chapter 2

Karl H. Vesper
University of Washington

UNFINISHED BUSINESS
(ENTREPRENEURSHIP) OF THE
TWENTIETH CENTURY

Introduction

A

T R A D I T I O N B E G A N I N 1 9 9 7 with the ﬁrst of the United States

Association of Small Business and Entrepreneurship (USASBE) keynote
lectures. It was given by Arnold Cooper of Purdue University and carried the
title: “Entrepreneurship: The Past, The Present, The Future.” Now there is a
challenge for this chapter. What else is there to talk about?
Actually quite a bit, because his topic does not treat “Entrepreneurship: the
Wasn’t, the Isn’t and the Won’t be.” That leaves unﬁnished business to work
on. But which of it is worth working on? This chapter will discuss that, as unﬁnished business, or better yet Unﬁnished Entrepreneurship as the opportunity of
the twenty-ﬁrst century.
Seven categories might help classify this unﬁnished business, as follows.
Legitimacy
Although entrepreneurship has certainly become fashionable, there are signs
that it has not yet attained full citizenship in the academic world. There are now
an estimated 200 endowed chairs in entrepreneurship, broadly deﬁned. Many,
however, have been appointed to individuals whose major dedication has been
to a ﬁeld other than entrepreneurship, which suggests that for many faculty
members who vote on those appointments entrepreneurship is not a validated
faculty source. Moreover, at some schools, such as University of Washington
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and, I understand, a number of others, entrepreneurship chairs remain unﬁlled
years after the donors gave them. Washington managed to ﬁnd candidates internally who were “good enough” for 95 percent of its two dozen chairs in other
business subjects but could not recruit anybody, even from a nationwide advertised search, considered qualiﬁed for its entrepreneurship chair.
There are over a hundred university entrepreneurship programs worldwide, and the number is growing. Top U.S. universities, such as CarnegieMellon, Chicago, Columbia, Harvard, Northwestern, Stanford, Wharton, the
University of California at Los Angeles, Berkeley, and the University of Southern California, now have programs in entrepreneurship. But so far every university degree entrepreneurship program, whether at those universities or others,
is subordinate to a business school, with the exception of one that is under an
engineering school. No U.S. university has a school of entrepreneurship, to the
best of my knowledge. So entrepreneurship, as an academic subject area, seems
not yet to have arrived as other ﬁelds have.
Most university entrepreneurship programs are heavily staffed with adjunct
faculty. It is a good way to operate, because adjunct faculty are typically realworld entrepreneurs who have been successful and therefore bring to class a
kind of magic that non-entrepreneur academics cannot. They are low in cost to
the school, which is an advantage in gaining support from administrators who
must balance budgets. And they are untenured, which administrators also like
because it allows ﬂexibility to add and subtract people from the faculty at will.
But adjuncts are not full citizens of the university. They cannot vote, and
they do not have tenure, which renders them politically weak. That leaves the
non-entrepreneurship faculty politically strong, which in turn handicaps entrepreneurship faculty members who want to take initiatives and blaze trails. With
greater political strength, for instance, entrepreneurship faculty might be able
to supplant conventional core courses by incorporating basic training in core
subjects like marketing, ﬁnance, and accounting into entrepreneurship courses
and teaching only those parts of such subjects as entrepreneurs ﬁnd most useful.
Entrepreneurship faculty might even shrug aside concern about conventional
business accreditation or introduce their own accreditation.
At present it is the other way around. Entrepreneurship faculty can do only
what non-entrepreneurship faculty let them do and within accreditation
constraints.
Targeting, market-wise
It is obvious that we have some very different categories of customers in entrepreneurship classes. But there is still much to be done in sorting them out and
ﬁne-tuning courses to serve them. We need clearer ideas about what the categories are, which of them we should recruit to which classes, and how those
classes should be tailored to them.
Here and there are data points. But how do they ﬁt together? In 1997 some
of us followed up a commercial program sponsored by US West called NX
Level, a clone of the Fast Track program. I heard participants say that, because
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they had taken the course, they had been able to start successful enterprises that
they would otherwise not have started. So the course impact seemed to be very
real and positive.
In contrast, at one school when we were discussing entrepreneurship curricula designed to serve the entire campus, a computer science professor who was
part of the program asked what the point of the MBA entrepreneurship course
was. It was not necessary, he said, for his computer science department. The
real core of their start-ups, after all, was new software. They could easily pick
up information and expert help on topics like business planning, venture capital,
and selling from other sources without participation of the business school. So
an MBA entrepreneurship course, for his department at least, was a redundancy. (Coincidentally, the December 28, 1998, cover story in Forbes uses
government data to question, very logically, the necessity of even a university
education for business, let alone for successful entrepreneurship.)
More encouraging seem to be reports on the Scottish Enterprise Program
presented at the Babson conference in 1997. The program aimed to have an
impact on entrepreneurship on a national basis through education from elementary school through university, plus public relations and ﬁnancing initiatives.
Moreover, the program collected tracking data on the effects of those efforts.
The results indicated that the program really worked on a national basis, both to
develop in the public a more favorable attitude toward entrepreneurship and to
increase the number of start-ups.
But where does that leave us in the universities? We have a mix of students
with varying backgrounds and objectives. How do we aim? Is it better for us to
offer survey courses in entrepreneurship that hit a spread of topics shallowly or
specialized courses in topics like intellectual property and IPOs that treat some
in depth? Should we have courses that specialize by industry, like software, Web
technology application, biotechnology, and restaurant creation? Should universities themselves specialize differently?
Our ﬁnding in the US West study offered some relief from the need to
target too ﬁnely because it appeared that participants drew upon the various
course elements, such as instructor, book, exercises, other class members, and
assignments selectively according to their needs. It was as if the course were a
buffet table from which students individually selected meals. That is not to say,
however, that tuning could not improve the courses further. The choice of what
to put on the table is important.
How should a given university focus its entrepreneurship education efforts
on the spectrum that runs from nuts and bolts of start-up at one end to cultivation of general mental abilities at the other end? Graduates of top law schools
are notorious for their inability to pass bar examinations without supplementary
trade school preparatory courses. But the schools are highly regarded for teaching students to think like lawyers, whatever that is taken to mean. Does it
follow that the best university entrepreneurship programs will be those that
teach students to think like entrepreneurs? If so, how is it that entrepreneurs
think, anyway? Or does it depend on the particular entrepreneur, the particular
industry, or the particular venture, and, if so, how?
I hope and suppose we are groping our way toward answers to questions
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like these. But I have not noticed systematic reporting of the results, except
here and there, as I mentioned earlier. The Int Ent conferences of the European
Business School at Frankfurt are a useful forum for exchange, and some sharing
of information occurs at the Babson and Academy of Management research conferences. However, a better coordinated data-sharing system could, I think,
help further. I see real optimism for progress on this frontier as we move into
the twenty-ﬁrst century.
Paradigms
We should also have more and better paradigms for grasping the ﬁeld of entrepreneurship to transmit its growing body of knowledge to others. One of
Arnold Cooper’s predictions was that there would be no great entrepreneurial
paradigm for the ﬁeld (perhaps just like the great American novel). That may be
true, but we do need more paradigms, at least smaller ones if not “the big one.”
One reason we need them is to deal with what might be called the “snippets
problem.” A letter I received from a dean in the Midwest illustrated this difﬁculty.
He said that he liked the idea of introducing entrepreneurship as a ﬁeld of concentration in his school but he could not ﬁgure out how its content should be deﬁned.
He had looked at various textbooks with the word “entrepreneurship” on the
cover and had come away with the impression that they were mostly just books
for survey courses in business. The topics included a little bit of accounting, a little
bit of law, and some marketing, production, and human resource management –
snippets duplicating parts of other courses across his business school’s curriculum.
Are we stuck with that? After all, entrepreneurs on occasion can ﬁnd useful
the tools of law, marketing, production, human resource management, and
even ﬁnance. Does that mean the subject of entrepreneurship is inescapably
redundant?
Maybe not. For one thing, it hooks information from these traditional subjects together somewhat differently. Because of the way new companies develop
and the fact that not everything can be done at once by the entrepreneur, it may
make sense to treat the topics as linked sequentially in ventures. If this paradigm
is used, the ﬁeld may be considered as a series of linkages among specialties,
rather than just snippets of information.
For entrepreneurship, there is a different starting point, and consequently it
is possible that topics like marketing and ﬁnance might be taught as parts of
venture development processes, rather than as separate courses in separate
departments. That would be a different way of looking at those topics, which is
not to say it is a great new paradigm. But it is different from what we now use,
and, for teaching about venturing as a distinct ﬁeld, it may be worth trying.
Content
Although paradigms may be part of knowledge content, the content goes
beyond them. Entrepreneurship as an academic ﬁeld is criticized by some for
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having insufﬁcient content. Part of our job is to ﬁgure out what is useful for
entrepreneurs to know and then to decide what part of that knowledge can be
taught in school.
The following is one simple way to classify knowledge useful to entrepreneurs, as I have described elsewhere (Vesper 1996: 20–24). Business schools
that have entrepreneurship courses normally offer the ﬁrst two categories of
knowledge. The second two are typically not offered.
Business-general knowledge
This is knowledge that applies to businesses in general, both new and established
ﬁrms. It includes such subjects as basics of accounting, marketing, business law,
ﬁnance, operations, and human resources, plus subdivisions of those subjects. In
short, it includes the curricular core. It also includes some of the electives that
branch off from the core, but not all of them. There may be specialized courses
for auditors, in insurance or real estate, and in research methods that apply to
particular groups of students.
Venture-general knowledge
This is the content in entrepreneurship courses that is distinct from businessgeneral knowledge but fairly general to ventures. It includes information such
as:
쐌
쐌
쐌
쐌
쐌
쐌
쐌

what is venture capital and how does it work?
how do entrepreneurs ﬁnd opportunities and ideas for new ﬁrms?
what is a venture plan, who ﬁnds it useful and how, where does information for it come from and what is the difference been a mediocre and a
good one?
how is developing initial customers for a start-up different from developing customers for an established business, and how do founders cope with
the problem more rather than less effectively?
how should founders best ﬁnd partners and recruit talent?
how may defense of intellectual property be special for entrepreneurs, and
how should they decide what to do about it?
how do the headwaters of great success get built into a new company and
in what stage of its development?

Opportunity-speciﬁc knowledge
This is knowledge about the existence of an unserved market and where physical
resources to serve it might be obtained. With that type of knowledge, Jim Bezos
was able to start Amazon.com through recruitment of individuals who possessed
the fourth type, venture-speciﬁc knowledge.
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Venture-speciﬁc knowledge
This is the knowledge of how to produce a particular product or service. In the
case of the Apple entrepreneurs, it was how to make a good microcomputer; in
the case of Gates and Allen, it was how to write computer code. Starting with
these abilities, the entrepreneurs found their way to unserved markets by
acquiring opportunity-speciﬁc knowledge. Business-general and venture-general
knowledge they acquired through seeking advice and recruiting other individuals.
Neither of these last two types of knowledge applies to ventures in general.
They are speciﬁc to a particular start-up. Moreover, as soon as others become
aware that potentially proﬁtable ventures exist, those ventures quickly become
obsolete discoveries. For both of these reasons, schools cannot deliver the two
types of speciﬁc knowledge, except in rare and, typically, anomalous situations.
Sadly for us, the last two are generally the most important of the four types
of knowledge for start-up success. They are like maps to unclaimed gold veins,
rarely available and then only at extremely high cost. The general business and
general venture types of knowledge are, to continue the analogy, like how to
shovel and transport ore. They are necessary but relatively easy to learn or
cheap to buy.
So is there something of real value to entrepreneurs for scholars of entrepreneurship to study and teach?
I think so, and it is part of our job to add more. To continue the mining
analogy, there are such things as shoveling better, transporting better, smelting
better, getting a better price, and parlaying the mine into something valuable
rather than losing the venture, as many entrepreneurs do. Adam Osborne and
others spotted and pursued wonderful opportunities in the early days of the
microcomputer industry with great technical sophistication but went broke
anyway.
Another helpful analogy can be an automobile race, the Indy 500. Typically,
each year the speeds get higher in this race owing to the discovery of ever better
techniques, despite the reﬁnements made over many decades. The speeds creep
up to a point where the race becomes too dangerous. Then the ofﬁcials inject
some new handicap, such as smaller engine size, restricted fuel composition, or
reduced intake area, to lower the speed to a safe range. Consequently, speeds
drop. Then speeds start to creep up again, even with the handicap, until again
they become unsafe, at which point another new handicap is added.
What produces the increase in speed? Sometimes big breakthroughs, like
the introduction of two-way radio for the drivers or controllable spoiler wings,
and always many small things, like better tire material, tiny aerodynamic reﬁnements, and improved coordination patterns for pit crews.
We have seen both types of improvements also for the practice of entrepreneurship. There have been big breakthroughs like microcomputers for many
business functions and the Web as an electronic vending machine.
There have also been lots of smaller things (LOST is the acronym) like
annual improvements in tax software, more telephone feature options, and
revelation of new tricks available through specialized consultants. For instance,
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a recent restaurant start-up in the Seattle area used special consultants not only
for architecture and law but also for recipe design, menu design, interior
design, focus group utilization, and staff training. The venture took two years to
design and set up and then was opened with no advertising. Within two weeks,
the waiting line for dinner was two hours, and it still is. No doubt much of what
the consultants provided was venture-speciﬁc. But when and how to use the
consultants may have been venture-general techniques that a school can help
with.
Inevitably, it is the people in industry who will originate most of the
improved methods for venturing. They, by the millions, are tinkering and trying
approaches that will let individuals enter business more proﬁtably. This represents a massive experimentation effort, with industry as the laboratory. Academics certainly cannot match the effort but can assist. Our job must include
noticing the improvements that arise from these experiments and helping
diffuse them to other application sites. “Just do it” may have been good enough
for the twentieth century, but in the twenty-ﬁrst century it should not. Instead,
the slogan should be: “Do it better than last time.”
Magazines and other media also have this mission of tracking and reporting
about best entrepreneurship practices, in parallel with us. But for them there is
higher priority on discovery of the occurrences, whereas we are called upon
more to codify and cumulate the information about improved methods so that
useful knowledge will go forward and not be forgotten, only to need rediscovery.
This adds to the content we offer, so it can reach beyond snippets and also
beyond paradigms for looking at or connecting snippets. It builds a unique
content for the ﬁeld of entrepreneurship. A likely result will be that other ﬁelds
will tear off pieces of it to claim as their own.
Balance, research-wise
In the search for new knowledge that research represents, we have much to
work on, not just in quantity but in direction, balance, and even underlying
philosophy. Top priority, it seems to me, should be to work on two types of
balance that need to be improved in entrepreneurship research.
The ﬁrst is topical balance. Too little attention is being given to some
topical areas in relation to others. From reviewing the distribution of articles by
topic of 1,679 articles from three academic periodical series – Journal of Business
Venturing (JBV), Marketing at the Entrepreneurship Interface (MEI), and Frontiers of
Entrepreneurship Research (FER) plus Inc. Magazine – I found a wild imbalance of
treatment among topics without a discernible rationale, except perhaps for the
convenience of data available.
For instance, there were numerous articles about the make-up and distribution of entrepreneurs according to various economic and social categories but
almost none about how they perform their tasks, let alone what connections
there might be between how they perform their tasks and what results they
achieve. There were numerous studies of venture capital and venture capitalists,
from whom only a tiny fraction of entrepreneurs ever get funding. But there are
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almost no studies of how entrepreneurs interact with bankers, which virtually
all of them do, many with major consequences. A large proportion of studies
focuses on management processes of ventures downstream from start-up, which
of course is where most businesses are, rather than on processes of inception,
where entrepreneurs begin.
More important appeared to be the almost complete lack of attention to
subjects such as how to ﬁnd viable venture ideas, how to check them out, how
to protect ideas in a new venture, and how to deal with acquisitions as a way of
marshalling resources. Certainly, these are important subjects to entrepreneurs
and areas where undoubtedly things can be done better. So it is regrettable that
they appear to be so under-treated.
By far the most treated are topics that have to do with overall occurrence of
entrepreneurship in various economies, plus the psychological make-up of
entrepreneurs. How study of those topics is likely to give insights into better
techniques for entrepreneurs is not so easy to see, which makes it hard to
defend the unbalanced attention the topics appear to receive.
Emphasis also seems inordinately high on topics directed toward the study
of generating and coping with growth in existing companies. Those topics are of
high interest and importance to managers in ongoing companies. But theirs is
not the role of the entrepreneur, according to Webster’s deﬁnition. Management of ongoing companies is a subject with an abundance of literature,
research and otherwise. Entrepreneurship lacks such abundance and is, therefore, where the research is needed more.
Reasons for the apparent misdirection probably include inertia and resistance owing to the traditional emphasis of management schools and of
researchers on following the money. Start-up businesses generally cannot pay
for high consulting fees or expensive management programs, whereas many
fast-rising companies can and do. It is always easier to study companies that are
established, because most of the time they are easy to ﬁnd and they stay put.
Moreover, there is usually information about them in print from any number of
sources. To study established companies rather than entrepreneurs in action is
like photographing a cow rather than a grasshopper on the move.
This extension of the term entrepreneur into the realm of management also
adds confusion. Two persons talking about entrepreneurship may have very different subjects in mind. One may be thinking about individuals or teams who
start companies, while the other may be thinking of executives like the CEO of
Chrysler. Perhaps we should develop a lexicon for the entrepreneurship ﬁeld,
which includes different types of entrepreneurs having different appellations.
Concentrating research on individuals and teams who enter independent
businesses, and in particular on what actions they take to establish those businesses, would shift focus more away from the economics and psychology of
venture populations and thereby help add balance.
Another major driver of imbalance is created by academic fashion in
research methodology. Using statistics is the proper way to establish representativeness. But in entrepreneurship representativeness, typicality, normality, the
mode, median, or mean is not all we should be interested in. Entrepreneurship
is based upon exceptionality. Entrepreneurs prosper by ﬁnding and exploiting
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anomalies, which is what they and their ventures often turn out to be, at least
until they are up, running, and successful. At that point management, hopefully
still creative and resourceful, succeeds in entrepreneurship.
So we should be looking in our research not just for the typical in populations but also for the outliers and the range. We should seek to identify and map
the arrays of venturing methods that are effective and the causes of those arrays.
That can help change the injunction for would-be company starters from “just
do it,” to “do it better.”
Maybe USASBE should each year impanel two teams of scholars and have
each team answer two questions. First, in what ways, maybe for selected industries, is new venture creation performed better today than it was ﬁve years ago?
Second, how might best practices in entrepreneurship be better ﬁve years hence
than they are today? After ﬁve years, the answers should be graded, and one
team should be given an award for guiding vision. This could be continued on a
rolling basis year after year to keep our eyes directed on the course.
Endowment
All the tasks mentioned so far require time, money, and persistence. It is not
enough to have an effort begin and then be blown away. But that is what has
happened repeatedly over the years. Consider the start-up studies by pioneers in
the ﬁeld like Hoad and Rosko at the University of Michigan and Collins and
Moore at Michigan State University. They put the two schools at the forefront
then, but that leadership has not been continued at either one. Had there been
endowments behind those early and signiﬁcant research activities, instead of
only temporary government contracts, and had those endowments been written
with tight contracts binding them permanently to entrepreneurship, those
schools would almost certainly still be prominent in the ﬁeld, and we would
have more good research results from the continuation of their efforts.
What the money is for also seems to make a difference. A good thing about
the two studies mentioned above was that their aim was to produce published
results. Consequently, their output lasted.
A contrast to that publication emphasis would be previous programs that
concentrated on activity to the exclusion of collection and dissemination of ﬁndings about entrepreneurship. For instance, in the 1970s the National Science
Foundation spent millions on “innovation centers” at several major U.S. universities. Unfortunately, nobody was contracted to monitor the results independently, so the only reporting of the experiments consisted of what amounted to
applications for renewal of the contracts. Later, years after the projects had
begun and ﬁnally ended, an investigation to report the results in hindsight was
mounted, but since it was commissioned by the same agency that had spent the
money, it was not very penetrating. It seems likely that a considerable amount
of learning about what worked well and what did not work was lost. This
invites repetition of mistakes and consequently ﬁnancial waste.
During the 1980s, the Canadian national government mounted several
dozen entrepreneurship stimulation projects at universities around the country.
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

Again, nobody was given a contract to monitor the results as a third party, and
again we have no results, that I am aware of, to show for the projects.
Without sustained effort, all those programs vanished. Very recently, the
same thing has happened at two other universities. At the University of Dortmund in Germany, an outstanding program in entrepreneurship was going on,
including development of new software, new outreach courses, and a major
international conference on entrepreneurship education. The university,
however, was less than fully supportive of all this. When the prime mover
received a better offer and moved to the European Business School near Frankfurt, the Dortmund program completely dried up.
What should be done? One remedy would be to develop longer-range plans
for ﬁnancial support, including creation of endowments for entrepreneurship
program development and research. The second is to make sure that when
money is given it goes to entrepreneurship, not to some sort of undesignated
purpose beyond simply memorializing the donor’s name. Universities always
prefer unrestricted funds. But when they get such funds, universities rarely
make entrepreneurship the beneﬁciary.
Flagship
Even with endowed ﬁnancial support, however, entrepreneurship in universities
still must deal with barriers and constraints that we should keep ﬁnding ways to
penetrate. Entrepreneurship in universities has so far been developed as an addon to business education, ﬁrst as an elective course, then more courses, and
ﬁnally as a concentration, major, or program. So far entrepreneurship has
largely been tucked in around the existing core. Its teachers presently must be
approved by established faculty in other ﬁelds. Its courses currently must ﬁt into
the existing curriculum, grading system, and calendar. It serves the students
who, for the most part, apply for a conventional business education.
But what might be different if we had started ﬁrst with a school of entrepreneurship and then added a few courses for a concentration or major in middle
management? Would it be a school of art, science, or profession? Would it be
aimed at imparting knowledge content, tools, and skills or ways of thinking? If
ways of thinking, what would they be and how would the school seek to impart
them? What would graduate students carry with them in the way of not only
course content but also venture memories, mentor memories and perhaps portfolios of their creations, such as product designs and prototypes, business plans,
parts of plans, contacts from ﬁeld studies, and ideas about potential future
opportunities, as well as plans for continuation of their personal development
and contact networks to enable them more effectively, with time, to become
successful as venturers and helpers of other venturers?
Is there some reason, other than lack of progress, that there should not be a
graduate school of entrepreneurship in the United States? Why should it not be
ﬁrst class? And why shouldn’t that new school be, like this meeting, in San Diego?
The San Diego business community, although not as large as the business
communities of other major cities on the West Coast, has a rapidly advancing
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growth frontier that includes both high technology and a very active adjacent
international border with Mexico that also links it with other countries in both
Europe and Asia. Many entrepreneurs work here, and many more within commuting distance just up the coast. Hundreds of venture capital ﬁrms from elsewhere show up in San Diego annually for the technology showcase hosted by the
University of California at San Diego (UCSD).
San Diego State University has a world-class venture plan contest and an
active entrepreneurship program that is well supported by the community
faculty. But it has no doctoral program and, by the nature of the California State
University system, has a mission that is oriented primarily toward teaching, not
research. Both those functions are assigned by the state mainly to the University
of California system. But if a new graduate school of entrepreneurship were
created nearby, and if adequate ﬁnancial support could be raised, then faculty
from San Diego State could participate as members of the new school’s faculty
on either a joint or a summer basis. They could also belong to or supervise committees for doctoral students doing relevant research.
The University of California at San Diego, like Berkeley, UCLA, and the
other members of the University of California system, has the mission to
pioneer and develop new knowledge. It has strong schools in engineering, medicine, and the sciences. It also has an exemplary extension program that is
strongly oriented toward new business ventures. But it is headed toward creating another management school, the emphasis, therefore, is likely to be on
serving established companies.
There is also a business school at the University of San Diego, a small school
with two active faculty members in entrepreneurship who might collaborate
with a graduate school of entrepreneurship on doctoral or other research if conditions were right.
Each of these schools provides important parts to the picture of entrepreneurship education in San Diego. But their combination still leaves, as
opportunities, some gaps. The existing business schools here either have or are
seeking American Assembly of Collegiate Schools of Business (AACSB) accreditation, which imposes some restrictions that an entrepreneurship school might
be better off without. A new school free from accreditation could make unrestricted use of adjunct faculty. It could offer a one-year master’s degree in
entrepreneurship without the inertia of traditional business core courses. It
could design its own doctoral program around the special research needs of
entrepreneurship. That doctoral program, by its wide-open nature, might be
able to draw participation of distinguished doctoral mentors in entrepreneurship
at universities elsewhere in the nation in addition to faculty of nearby schools,
and it could include scholastically-inclined members of the entrepreneurship
community outside the academic world as well. The array of programs that
would then be available, including those of a new graduate school of entrepreneurship, should be complementary and not duplicative.
In the longer term such a school, if organized with sufﬁcient freshness,
imagination, and quality, might even be eligible for adoption by UCSD, which
would thereby become the only top-quality university in the world with a
graduate school of entrepreneurship separate from its management school.
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That, it seems to me, would make an interesting page in the twenty-ﬁrst
century history of the United States and one that everyone concerned could be
proud of. It could also pave the way for the emergence of other such schools in
the United States and elsewhere.
A graduate school of entrepreneurship in America could have happened in
the twentieth century, but did not. To give it a good start, money would clearly
be required, dozens of millions to do it right, and such amounts usually take
time to get. So maybe such a school should begin in the twenty-ﬁrst century,
and the sooner the better, if not in San Diego, then still somewhere in the
United States.
To be done
In summary, Arnold Cooper is right. The ﬁeld is young, has come a long way in
a short time, and is likely to keep on building, because its driving forces are
continuing, for the foreseeable future. But there is also a tremendous potential
for doing more than is likely to happen automatically. We have to drive it if we
are going to maximize the win from it.
Many opportunities are bound to be exploited sooner or later, if not by one
person or group or institution, then by another. But there are also opportunities
that will never be exploited within our experience even though they could be.
Maybe skateboards, snowboards, and windsurfers were inevitable, but they certainly could have been developed earlier. The same is true of the Internet, Fed
Ex, and jet airliners, not to mention products like Trivial Pursuit, Pictionary, and
the Happy Massager. All of these could have been developed sooner or not at all.
Initiative made the difference.
Our initiatives should recognize that, although the entrepreneurship ﬁeld is
growing, it is still short of both legitimacy and permanence. Further clariﬁcation
of student market segments and ﬁner tuning of curricula for them can help, as
can more creative thinking about fresh paradigms for understanding the subject.
Research efforts should be guided more toward areas that are thinly treated and
with an eye toward discerning and disseminating the small improvements industry invents for performing entrepreneurial processes better. Emphasis on study
of central tendencies, means, and modes should be reduced in favor of more
study about ranges and exceptions to be found in the tails of sample curves. We
should develop a better science of our own for raising money and making sure it
gets applied to entrepreneurship, not for just doing it but for learning how to do
it better. And somewhere in the United States the twenty-ﬁrst century should
see a full-blown American graduate school of entrepreneurship.
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developed from the economic outreach of the early Phoenician sociopolitical entrepreneurship of the eleventh century BC. The Phoenician culture
created broadly based trading relationships that enhanced the quality of life in
much of the Mediterranean region. In 539 BC, the Persian Empire took control,
and Phoenicia ceased to exist as an entity. By 64 BC, Phoenicia had been
absorbed into Syria (Kjeilen 2000). The decline of the Phoenicians as a trading
power coincided with the evaporation of obvious entrepreneurial activity in the
region. However, their entrepreneurial philosophy lives on, as it did through a
number of waves of powerful forces from Asia minor, Africa, and Europe that
swept the world.
The entrepreneurial state
Phoenicia (approximately 1100 BC–500 BC) was a nation of independent citystates, populated by merchants and traders, with skills and trading practices that
enabled them to develop colonies as far away as modern-day Spain, Syria,
Cyprus, Libya, Tunisia, Italy, Malta, Algeria, and Morocco. However, colonization was a by-product of trade based on efﬁcient use of the sea routes enabling
the Phoenicians to trade in a broad spectrum of products and from a number of
diverse countries, many of which are represented by modern territorial
boundaries. “. . . silver, iron, tin and lead from Tarshish (modern-day Spain),
ivory and ebony from Africa and India, cloth, wool, wine, and precious stones
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from Syria, perfumes from Dor, Are, and Joppa (modern-day Israel) and Judah;
and garments, embroidery, and cord from the Mediterranean sea ports,
Carthage and Ugarit (today’s Tunisia)” (Kjeilen 2000). True entrepreneurs took
risks, explored the unknown, facing the resultant chaos on a daily basis. They
sought and recognized difference in trade, returning proﬁt to merchants and
themselves, and investors (generally, in the earlier eras, a wealthy landowner,
and nowadays, more likely, a corporate giant).
The impact of the Phoenician trading and entrepreneurial culture outlasted
their empire, largely because of the trade-based non-aggressive philosophy of
the Phoenician traders, and because they were instrumental in disseminating
communication and shared elements of language throughout their colonies. The
Greek language owes much to the twenty-two letter alphabet used in the
Phoenician language. This inﬂuence on language has persisted in a variety of
forms globally into modern languages (Kjeilen 2000). The Phoenician era was
doomed to pass into history, and with it the degree to which entrepreneurial
practice contributed directly and so signiﬁcantly to sustainable regional
economies. Adventurers, armies, and entrepreneurs sailed from global ports
based on economic and military might, ﬂeets swept the world looking for “difference,” the “exotic,” “new,” and “rare.” These adventures to the other side of
the globe established trade through uncertain environments that presented personal and ﬁnancial risk. Armies brought back spoils and traded for proﬁts for the
entrepreneurs who undertook the journeys and to the early venture capitalists
who ﬁnanced imports of tobacco, tomatoes, and rice and other “new” products
into the economies of Europe from the New World.
The entrepreneurial Dark Ages
Emergence from the Dark Ages for entrepreneurial activity for trade and not
territory, saw a renewed interest in the synergistic trade activity, that had sustained the Phoenicians. Trade and colonization were however combined, as
countries sought to impose trading relationships that gave them sovereignty
over the trade routes and the source of the product, to ensure continued access
to produce and trade that was brought from distant lands to the European
mainland. The increasing demand for luxury items was largely due to the
reduction of isolationism that had prevailed throughout the middle ages.
During this era, the term “entrepreneur” meant the organizing role applied to
an agent of the government with responsibility for administering ﬁxed-price
contracts and reaping any proﬁt that could be extracted through parsimonious
management. Increasingly the term came to mean, generally, someone who
took advantage of an opportunity (or created it) to achieve out-of-the-ordinary
results. Efﬁcient and effective management enhanced the entrepreneur’s proﬁt.
In the early stages of the sixteenth century, there was a change in which the
application of the term reﬂected traders and innovators. Although travel to
distant lands was not part of the deﬁnition applied in the sixteenth century,
there was a need for the entrepreneur to be innovative and a risk-embracing
individual.
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The seventeenth century also saw a redeﬁnition of entrepreneurship and that
reﬂected both the type of person who was risk tolerant, and the economic impact
of the outcomes of entrepreneurial activity. Entrepreneurial impact on the
economy that was causing some concern to the economic purists was studied by
Richard Cantillon (1680–1734), an Irish-born, Austrian economic analyst, turned
French banker and entrepreneur – the founding father of modern economics. He
determined that entrepreneurs were able to see the alternative uses for resources,
and were certainly risk-takers. Also, that they had a tolerance of risk at several
levels, and undertook ventures based on uncertainty of both achievement and
proﬁtability. One example of early entrepreneurship was found in the activities of
John Law (1671–1729), who moved his banking interests to the New World
based on a franchise agreement to trade with France.
One economic contention was that entrepreneurial behavior impacts on the
production and ﬂow of new money. Any large increase in money will give a new
turn to consumption, thus changing relative prices, velocity, and the distribution of
income. New money is also seen as affecting the ongoing cost of money. The eighteenth century inventors were capital users who were largely dependent upon the
vagaries of the venture capital marketplace. Thomas Edison was an inventor of a
substantial number of innovative advances in modern living – his entrepreneurship
needed capital equity to reach the marketplace. Alexander Graham Bell
(1847–1922), a Scottish-born inventor and educator, launched his innovative
advancement of the telephone technology through third-party capital intervention.
Physical invention was not the only means to be entrepreneurial, as innovative
adaptation of existing skills and changes in the manner of their use prevailed.
Capital user entrepreneurs such as John D. Rockefeller (1839–1937), and Andrew
Carnegie (1835–1919), the father of the American steel industry, were considered
entrepreneurial, although not for any inventions. Carnegie developed and maintained an entrepreneurial approach to corporate governance that was both innovative and risk-taking. It supported the growing understanding that re-creation and
revolutionizing existing patterns and activities were skills attributable to the entrepreneur creating a “new” commodity through innovative re-engineering or a “new”
outlet through innovative thinking, or reorganizing an industry to take full advantage of the facilities and market needs (Pavlov 2000).
The need to understand the process of entrepreneurship led to a number of
linguistic deﬁnitions being formalized. Vérin (1982) determined that the current
connotations were applied to entrepreneurship in the seventeenth century. British
economists such as Adam Smith (1776), David Ricardo (1772–1823), and John
Stuart Mill (1806–1873) wrote of the activities of business management that had
the characteristics of entrepreneurship, but for which they lacked an appropriate
deﬁning term other than the French term entrepreneur (Schumpeter 1951).
Arnold (1996) claims that economists envisage entrepreneurship as the fourth
factor that coordinates the other three factors of production (land, labor, capital,
and organization) underpinning economic thinking. This determination makes the
role of entrepreneurship overarching, and is not universally accepted. Long
(1983) proposed that greater progress of its study would be possible through the
adoption of a common deﬁnition of the term. To that end, he provides an historical account of the development and uses of the term, indicating that the root of
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

the word can be traced as far back as 800 years, to the French verb “entreprendre,” or “to do something.” Over time, the assigned meanings of entrepreneur
have been almost as diverse. Three hundred years later, “entrepreneur”
appeared in language, and soon thereafter, both verb and noun entered the
English language (Bygrave and Hofer 1991).
From economics and philosophy
In 1730, “entrepreneur” was used by Richard Cantillon to mean a “self-employed
person with a tolerance for the risk he believed was inherent in providing for
one’s own economic well being.” This term was applied in the context of entrepreneurial activities until these were broadened, with the onset of the Industrial
Revolution (1830), by Jean-Baptiste Say, recognizing possession of managerial
skills as an essential element for the deﬁnition of a “successful” entrepreneur to
include. John Bates Clark’s (1899) doctrine of speciﬁc productivity shed a ﬂood of
light on this relationship and the recesses of economic life, and was the starting
point of much modern entrepreneurship discussion. Entrepreneurial terms and
their accepted meanings changed, describing entrepreneurial culture, philosophy,
characteristics, and behavior as the twentieth century advanced. The endeavor to
deﬁne twentieth-century entrepreneurship from an economic and a behavioral
perspective was receiving a great deal of attention from researchers. Prior to the
twentieth century, the neoclassical economic model had too long ignored the
impact of entrepreneurship on the mechanism of wealth distribution. It was
timely, that with the turn of the century, against a background of the rumblings of
economic change, classical economists began to question the validity of ignoring
the impact of entrepreneurship in an attempt to achieve predictability through
logical and mathematical rigor.
Francis Walker (1876) distinguished between fund user and funding provider.
However, there was a gap in major contribution to entrepreneurial discourse of
almost eighty years. In his 1912 Theorie der wirtschaftlichen Entwicklung (or The
Theory of Economic Development). From the insightful contribution to entrepreneurial deﬁnition mode by Say, Joseph Schumpeter, the Austrian economist, argued
that entrepreneurship was a vital element of economic capitalism. He published
his ideas as a theoretical treatise on the dynamics of economic development, in
which his now frequently discussed deﬁnition of entrepreneurship as the primary
engine of economic development was ﬁrst mooted. According to Schumpeter,
both entrepreneurship and innovation – the use of an invention to create a new
commercial product or service – were essential elements of national economies.
Furthermore, Schumpeter saw entrepreneurs themselves as forces of creative
destruction. “Without innovations, no entrepreneurs; without entrepreneurial
achievement, no capitalist returns and no capitalist propulsion” (as cited in
McGraw 1991: 380). Although Schumpeter does not provide a great deal of detail
on the characteristics of successful entrepreneurs, he did state that entrepreneurs
must expend great energy and possess a strong will to be successful.
Schumpeter also observed that, in general, the concept of a free market
environment was erroneous. He observed that markets were driven by a few
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sellers, and that buyers were constrained with regard to product and price.
However, through the introduction of new products and services into the
market, entrepreneurs increased the size of the basket of available goods and
services. Schumpeter maintained that the entrepreneur would, through increasing the value and type of goods, thereby challenge the established dominant
sellers and destroy the market structure. The resulting redistribution of wealth
from tensions of market chaos directly contrasts to the neoclassical systemic
theories of passive, reactive buyers and responsive suppliers, using price ﬂuctuations to maintain market equilibrium, reﬂecting Schumpeter’s idea of a clear
association with innovation.
The essence of entrepreneurship lies in the perception and exploitation of new opportunities in the realm of business … it always has to
do with bringing about a different use of national resources in that
they are withdrawn from their traditional employ and subjected to
new combinations.
(Schumpeter 1928)
Not only did Schumpeter associate entrepreneurs with innovation, his imposing work shows the importance of entrepreneurs in explaining economic development. He also provided a canvas for the rich tapestry of economic and behavioral
argument about entrepreneurship and its social and economic impact. It would be
some time, however, until David Birch (1979) would introduce economists to the
extent of the economic impact of entrepreneurship and small business on the
national economy. Writing contemporaneously with Schumpeter, Knight (1921)
and later, economists Mill (1848), Higgins (1959), Baumol (1968), Schloss
(1968), and Leibenstein (1978, 1979) reﬂect the long history of seeking to understand and to explain the role played by the entrepreneur as the motor of the economic system (Filion 1998). Through discovery over time, Israel Kirzner (1973)
isolated an entrepreneurial element – individuals spontaneously discovering
means of satisfying their wants. In individual decision-making and entrepreneurship in the market interaction, the serendipity that underlies accidental satisfaction
of want causes the entrepreneur to develop alertness to hitherto undiscovered
opportunities. Copying learned habits was seen as reinforcing the beneﬁts through
the repetition of the action, along with the entrepreneur assuming the right of
personal decision-making, providing the environment for entrepreneurship in the
market economy arbitrage (Kirzner 1973).
Economists were daily faced with the published and physical evidence of
their theories. Bureaucratic, industrial monoliths could be seen as the visible
drivers of industry in the early twentieth century. These businesses, and industries to which they belonged, contributed openly to pollution, were given
consideration in government decision-making, and were inﬂuential in helping to
maintain, if not in establishing, social norms of the era. Entrepreneurs were
largely “second-tier” economic participants, detecting business opportunities,
sometimes in direct opposition to existing big business, sometimes in a support
role creating peripheral enterprises (Ely and Hess 1893; Oxenfeldt 1943;
Schloss 1968), and generally, as risk-takers (Buchanan and Di Pierro 1980;
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Kihlstrom and Laffont 1979; Leibenstein 1978), with entrepreneurial activities,
identifying and informing the marketplace of new opportunities and innovations
(Higgins 1959; Kirzner 1976; Penrose 1959). Leibenstein (1979) applied his
model of entrepreneurial efﬁciency and inefﬁciency measurement. In 1982,
Casson undertook signiﬁcant studies to develop a theory linking entrepreneurs
with economic development. Although based on economic cant and ideology,
his conclusions were perceived as too qualitative, and were limited in econometric/economic acceptance due to the lack of mathematical rigor.
Behaviorist intervention
Economists were concerned about understanding the impact on the marketplace,
while behaviorists, through parallel exploration, sought to understand the entrepreneur and the drivers of the “man behind the condition,” the body of behavioral
studies of entrepreneurship becoming too large to ignore, presenting interesting
counterfoils to the economic canons. Attributes of the entrepreneur became areas of
extensive research. Hoselitz (1952) was particularly impressed by the reported
higher levels of tolerance of ambiguity, uncertainty, and risk, as discerned by Cantillon in the 1730s. Long (1983) also explored the trait theories of organizational
behavior concluding that three traits have, to varying degrees, been included in the
deﬁnition of entrepreneurship: “uncertainty and risk,” “complementary managerial
competence,” and “creative opportunism.” Baumol (1993) also addressed the individual dimensions, proposing two categories of entrepreneurs, entrepreneur–business organizer, addressed by Say (1815), Knight (1921), and Kirzner (1983). Also,
the entrepreneur–innovator is described progressively by Cantillon (circa 1730),
Schumpeter (1934), and Bygrave and Hofer (1991).
National entrepreneurial propensity
There is a long history of entrepreneurial behavior in the U.S.A. existing
throughout history. However, the prevailing view of society in the nineteenth
and early twentieth centuries, until the late 1970s, was dominated by industry
barons and corporate giants, with corporatism seen as a necessary economic
model to reﬂect the appropriate balance, taking advantage of the economies of
scale provided. By inhibiting cost of production accompanied by economies
of scale, neoclassical economics was seen as the foundation of a secure economy
in the United States. William Whyte, in The Organization Man (1956), postulated that World War II, accompanied by unemployment and the resulting
increase in poverty levels resulting from the depression, reinforced the reliance
on the bureaucratic and multi-level organizations. Those that had survived the
economic downturn were seen as the blueprint for productivity and proﬁtability. This was supported by J.K. Galbraith’s proposal in his The New Industrial
State (1967), which stated that a coordinated big business and big government
with big unions would be the formula for economic growth and stability. This
corporatist view of job creation was sustained for a considerable time.
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

However, the ground-breaking work of David Birch in 1979 provided overwhelming evidence that those small ﬁrms which had 100 or fewer employees
created 81 percent of the new jobs in the United States. Birch had presented a
challenge to the accepted wisdom of the day that “big business is the way
forward.” Small businesses were creating a signiﬁcantly larger proportion of the
economic growth. The Schumpeterian theory of creative destruction was revisited, and found to give substantial support to the new understanding of economic growth. There was vigorous economic foundation to this claim, and,
after all, new job creation had long been established as a reliable measure of
economic growth. While economists insisted on mathematical formulae to
determine entrepreneurship, behaviorist Max Weber (1930) gave psychological
credence to understanding entrepreneurs and their activities from an entrepreneurial value system. David C. McClelland, in 1961, redeﬁned the entrepreneur as energetic, moderate risk-taker:
An entrepreneur is someone who exercises control over production
that is not for his own personal consumption. According to my deﬁnition, for example, an executive in a steel-producing unit in the
USSR is an entrepreneur.
(McClelland 1971)
McClelland’s interpretation of the entrepreneur per se is evidenced within
the intrapreneurial deﬁnition. Peter Drucker (1964) contends that entrepreneurs maximize opportunities. This has also been found to be an intrapreneurial activity. However, there was some dissent in relation to broadening the
deﬁnition. The Webster’s Dictionary (1999) deﬁnition identiﬁes entrepreneurial as
a term characterizing individuals who undertake risk for the sake of proﬁt. This
deﬁnition is continually being stretched (Vesper 1999) to accommodate managers and owners of small companies. Vesper also suggests that individuals who
inherit businesses from their parents – who were the real entrepreneurs who
created the business – are increasingly being themselves erroneously represented as entrepreneurs. Over the next twenty years, following McClelland’s 1961
pronouncements, researchers explored the behavioral dimensions in their search
for the deﬁnition and the constructs of the entrepreneur. Much of this research
was limited in scope and a signiﬁcant amount of it was contradictory. Strongly
evident in ﬁndings is a proposition of a number of authors that the entrepreneur
is a “product of an era,” reﬂecting the characteristics of the surrounding society
(Ellis 1983; Gibb and Richie 1981; Julien and Marchesnay 1996; McGuire
1976; Newman 1981; Toulouse 1979). Overall, the study of entrepreneurship
embraces both the trading propensity (economic) facility of the individual
(nation) with the overlaying propensities identiﬁed in organizational (behavioral) theories. Long (1983) identiﬁed twenty-seven dominant themes of
current research into entrepreneurship. They are seen, in part at least, to be an
outcome of the disciplines of the researchers, and reﬂection of the broad impact
that entrepreneurship has on academic study among these disciplines. However,
these disciplines have failed to agree as to the particularities of entrepreneurial
activity. Kilby (1971) described this dilemma as “hunting Heffalumps” (a reference
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to a character in the children’s book, Winnie-the-Pooh). Supporting the “Heffalump” relationship, he maintains that almost all economists are familiar with
entrepreneurs, and in many cases have studied their work. However, despite this,
there is little agreement as to what an entrepreneur really looks like (Wilken
1979). There is, nonetheless, general agreement that entrepreneurs are “an integral ingredient for economic growth” (Gillis 1996). This approach is not new, and
revisits Schumpeterian deﬁnitions, which can best be seen in the context of the
discipline-based approaches taken over time.
Despite divergent views, a “theory of entrepreneurship” should be formulated
based on accumulated “common knowledge” (Kirchhoff 1992). What is known of
entrepreneurs is that they are at the heart of job growth and economic dynamics;
they are the creators of wealth through their association with innovation; they
provide the mechanisms for wealth creation and distribution-based innovation,
hard work, and risk-taking, often based on “undeliberate learning” (Kirzner
1985), replacing or supplementing innovation per se, relying on the alertness of
the entrepreneur, the proclivity toward opportunity recognition resulting in
changing outputs and “creative imitation” (Leibenstein 1995), forming a future
service or good from a need or an opportunity (Drucker 1985).
Raymond W. Smilor (1997) uses the Socratic approach to develop a picture
of the twenty-ﬁrst century, which he claims to be the century of the entrepreneur. Signiﬁcant among the recommendations made by Smilor is the identiﬁcation of four critical abilities of successful entrepreneurship, elements of skills for
inclusion and reﬂection:
쐌
쐌
쐌
쐌

the ability to create meaning,
the skills in the orchestration of talent,
sufﬁcient conﬁdence and capacity to embrace chaos, and
the ability to accelerate personal and team learning.

Smilor (1997) also recognizes the variety of groups in the body of innovators –
young entrepreneurs (Colleran and Ginsberg 2002), female entrepreneurs (Duffy
et al. 2002), minority entrepreneurship (Fairlie and Robb 2002), community
entrepreneurship (Welsch and Kuhns 2002), team entrepreneurship (Reich 1987),
and technology-based entrepreneurship (Brazeal and Azriel 2002) are currently
impacting on traditional entrepreneurial literature, growing faster as individual
classiﬁcations than the traditional entrepreneurs.
Sandberg (1992) reports on the levels of inﬂuence of managerial competencies on entrepreneurship. Reich (1987) asserts that team-oriented entrepreneurship will be crucial for maintaining U.S. economic competitiveness in the
new global marketplace.
The twenty-ﬁrst century: entrepreneurial diversity
The Global Entrepreneurship Monitor (GEM) estimates more than 460 million
adults globally are engaged in entrepreneurial activity (Reynolds et al. 2002).
With a proactive approach to maximizing entrepreneurial activity, policySelection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

Table 3.1 Entrepreneurship to all people
Discipline

Knowledge users

Studied

Disciplines
impacted

Approach

Discipline-based deﬁnition

Behaviorists

Researchers,
practitioners

Entrepreneurial
characteristics and
environment

Behaviorists,
sociologists,
anthropologists

Quantitative

Entrepreneurs have characteristics of
creativity, persistence, locus of control,
and leadership

Engineers and
operations
management

Entrepreneurs,
nascent
entrepreneurs,
educators

Entrepreneurial
characteristics and
environment

Economists,
sociologists

Quantitative and
qualitative

Entrepreneurs are good distributors and
coordinators of resources

Finance specialists,
economists

Political system

Financing,
government
policies, regional

Economists,
ﬁnanciers

Quantitative and
qualitative

Entrepreneurs are people able to
measure risk

Management
specialists

Entrepreneurs,
nascent
entrepreneurs,
educators,
consultants

Business practice,
management
activities,
leadership,
strategic thinking

Management

Quantitative and
qualitative

Entrepreneurs are resourceful and good
organizers

Marketing
specialists

Big business,
educators,
consultants

Entrepreneurial
characteristics and
environment

Marketing

Quantitative and
qualitative

Entrepreneurs identify opportunities,
differentiate themselves, and adopt
customer-oriented thinking

Source: Adapted from Filion (1998), Table of Entrepreneurial Research.
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makers need to determine the drivers for entrepreneurship participation. Fundamental to this understanding are the two elements of opportunity and willingness to become an entrepreneur (Praag and Van Ophen 1995). Also important
to entrepreneurial involvement levels are regional variations and a positive correlation between “cultural and economic–structural determinants of a new ﬁrm
formation rate” (Davidsson and Wiklund 1995).
The entrepreneur
Given the supply and demand nature of market forces, entrepreneurs are the
gap-ﬁllers who, through their skills, perceive and take steps to correct market
deﬁciencies (Leibenstein 1978). To encourage entrepreneurs to transform the
market, they not only provide new goods and services, they also create more
and newer jobs (Praag and Van Ophen 1995). The jobs increased not only in
number but also in diversity – supermarkets have created the job of trolley collector; technology support desks are a by-product of computer technology;
medical innovations have resulted in increased layers of new job classiﬁcations
and descriptions. One hundred years ago, there was no perceived need for these
services, nor was there any basis for exploring such a need.
As elements of its simplest form, entrepreneurship is seen as involving determination, drive, motivation, and perseverance. The entrepreneur must be willing
to take the individual responsibility to set goals, to solve problems, and to reach
goals by their striving (Klees 1995). Where are these elusive qualities to be found
in the twenty-ﬁrst century? Despite some setbacks, the following entrepreneurs
have demonstrated that they have these attributes in abundance. They are also
representative of the entrepreneurs who have made a difference to the working
and social environment. Dr. Wallace C. Abbott (Abbott Laboratories) reﬁned
measured drug dispensing (1888); Elias Howe and Isaac Singer – the sewing
machine; Rowl and Hussey Macy – N.Y. retailers; George Eastman – Eastman
Kodak (1888) – cameras and photography in their earlier years, and on to ofﬁce
copiers and industrial photography, etc.; Joseph Engelberger – the father of
robotics is changing the face of heavy and dangerous industrial activities, and military tasks to this day. Perhaps the greatest impact has been made by Microsoft –
Paul Allen and Bill Gates (1975). Innovative entrepreneurial entities are at the
base of many of the current global giants. Entrepreneurship has not, however,
stopped evolving, and the future directions of innovation are as elusive to the
common man as science ﬁction. Studies of twenty-ﬁrst century entrepreneurship
are seeking information about the impact of such inﬂuences as technology, evidenced in the Silicon Valley era and, more recently, in the rise and fall of the
dot.com industry. However, this is only one part of the new innovative environment that is developing to accommodate the number and variety of entrepreneurial ventures that are beginning. Innovation and invention have long been part of
the deﬁnition of entrepreneurship; however, changes in the way business is done,
and a transformation of the uses of products, make adaptation a viable alternative
to invention. Ninety-three percent of entrepreneurally active adults consider their
business to be a replication of an existing business activity (Reynolds et al. 2002).
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

Further, the GEM study indicates that a small minority (7 percent) expected their
ﬁrms to create a signiﬁcant new market niche or economic sector. A very small
proportion of these expected to create new market niches, to provide twenty or
more new jobs in the next ﬁve years, and also to impact on the economy through
earned income from exports outside their own country. Most of these “high
potential” new ventures reﬂected the pursuit of opportunity, though many
“necessity” entrepreneurs also expect that their ﬁrms would have a high impact.
The future of entrepreneurial history
Evidence continues to accumulate that the national level of entrepreneurial activity
has a statistically signiﬁcant association with subsequent levels of economic growth.
Economic downturns and market slumps are often indicators among regular businesses that it is time to withdraw, downsize, retrench, etc. It would appear, based
on the GEM 2002 survey, that this trend is reﬂected in entrepreneurial businesses.
However, contra-indications are also found. Tenacity is perceived as an entrepreneurial strength (Muoio 1997), with entrepreneurs having the tenacity to plow
through creative blocks. Literature cites that innovation is a critical driver of economic growth, and a means to develop and maintain prosperity.
Necessity and/or opportunity have been behind all innovation over time,
without regard for the accepted deﬁnition or discipline under which it has been
addressed. However, innovative ideas are not sufﬁcient of themselves to establish an entrepreneurial business. Additionally, the driving forces for actualizing
outcomes of innovative ideas and concepts are:
쐌
쐌
쐌
쐌

education and skills-based applied research capabilities,
a critical mass of industries and capabilities,
tools for commercialization – venture and family capital,
robust sustainable market access.

In addition to the emphasis on the economic contribution and outcomes of
entrepreneurial endeavor that have occupied large segments of research over
time, a further signiﬁcant issue is the source of ﬁnancial support for entrepreneurial ventures. The aggregate amount of venture capital allocated for start-up
activities in 2001 was US$59 billion for the thirty-seven countries included in
the GEM (2002) data. This study also reported, based on the most comprehensive database currently available on the global impact of entrepreneurship, that
informal funding provided to new ﬁrms was signiﬁcant. Recent studies have
shown a marked increase in the number of women entrepreneurs and that this
group has a greater level of family-sponsored ventures reported globally (GEM
2002). Banks are reportedly easing restrictions on women entrepreneurs’ borrowing to start or grow a business. However, the same cannot be said for
minority borrowers, for whom, along with female entrepreneurs already discussed, family resources remain a dominant source of entrepreneurship funding.
Families appear to remain the best source of funding micro start-ups. Reynolds
et al. (2002) reports that informal funding was provided by 1 percent–7 percent
of the adult population to literally tens of millions of individuals involved in the
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start-up process. However, this money was in amounts between US$100 and
US$30,000. The report states that the majority of new ﬁrms seemed to begin with
substantial support from the immediate family. The U.S.A. was reported by
Reynolds et al. (2002) to have greater than 10 percent entrepreneurial participation
(larger than the 8 percent country average for the combined thirty-seven nations
studied). Reynolds et al. (2002) also indicates that only China, with 17.9 percent of
the adult working population involved in entrepreneurial activities, and India, with
12.3 percent, have a higher percentage of entrepreneurial representation than the
U.S.A. With differing types and levels of venture capital, entrepreneurship is manifested in a number of ways. This begs the question for researchers of the next
entrepreneurial wave. Who are the entrepreneurs in the twenty-ﬁrst century?
Three discrete entrepreneurial topics for review have developed recently.
The ﬁrst of these is the emergence of women entrepreneurs who have entered
the market in the past three decades (Swartz 2002). Much of the earlier research
on women entrepreneurs looked for differences. Studies identiﬁed traits and
approaches that were “female” and the special needs that women addressed. A
signiﬁcant effect of this has been the failure to relate to mentors, who could assist
in the realignment to compensate for lack of life-plans, which has resulted in
women who did enter the entrepreneurial environment having a narrow choice
of jobs based on high-school career decisions. Reynolds et al. (2002) indicated
that age and gender have a very stable relationship with entrepreneurial activity,
with men twice as likely to be involved as women, and those twenty-ﬁve to
forty-four years of age were more likely than any other category to do so. Still,
the female entrepreneur is making her mark on economic growth and, in some
cases, forcing acceptance and access. In a study of nascent entrepreneurs in the
U.S.A. (Reynolds et al. 2002), entrepreneurship was identiﬁed as a pervasive
social and economic activity. Further, entrepreneurs are found among all ethnic
groups and among both men and women from all ethnic classiﬁcations. This is
not to imply an equal representation of a level playing-ﬁeld for entry. In fact,
some of the entries develop from recognized opportunity whilst the majority
from all sectors enter from the basis of necessity (Reynolds et al. 2000).
The future of world economic growth is to be found through stimulated
entrepreneurial activity. This perception underlies the imperative to understand
the needs of minority entrepreneurs, and to encourage entrepreneurship diversity. A major beneﬁt of undertaking a study of entry and success trends among
the diverse classiﬁcations of entrepreneurs is that, in recognizing the substantial
contribution to economic growth of these ﬁrms, this provides a precursor to
productive intervention.
Proactivity is not necessarily reﬂected in the current sociopolitical environment, despite historical recognition that businesses likely to drive the U.S.
economy twenty-ﬁve years from now will come not from large established companies but from today’s start-up ﬁrms (Reynolds et al. 2000). The diverse minority
group of entrepreneurs has been identiﬁed variously. Women entrepreneurs, for
example, have been identiﬁed (Lavoie 1985; Moore and Buttner 1997), deﬁned as
“the head of a business, who has initiated the business, owns at least 50% of the
business, is actively involved in managing it and therefore accepts some risk
exposure associated with being in business” (Swartz 2002). Women from minority
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groups enter entrepreneurships at a rate signiﬁcantly higher than white women.
Black men and women are about 50 percent more likely to try to start a business
than white men and women (Reynolds et al. 2000). Collaborative research by
Duffy et al. (2002) shows how the gap between knowledge and industry skills, and
the current level of women’s education, are being closed proactively.
Growing levels of multiculturalism will clearly impact on the twenty-ﬁrst
century entrepreneurship. However, Hileman et al. (2002) maintain that it is
increasingly essential that studies reﬂect differences between minority entrepreneurs and tribal or community entrepreneurism. Literature suggests that
there are shared elements among tribal and community entrepreneurship.
The U.S.A., India, and China appear to have addressed entrepreneurship
and to be seemingly aware of the extent of its potential. Larry Cox, director of
research at the Kauffman Foundation, has stated, in relation to the current
entrepreneurial position in the U.S.A., “It appears that the U.S. has stabilized at
a level of entrepreneurial activity that will allow us to begin rebuilding or at
least maintaining our current position for some time.”
Conclusions
Historically, there are economic and social “actors” who have made important
contributions to the individual era or activity. It is also interesting to note that
there are more than 12,000 publications appearing annually in the ﬁeld of entrepreneurship, across the divergent disciplines, with journals and conferences
adding signiﬁcantly to the avenues for entrepreneurial discourse. Clearly, these
papers will not all agree. However, from the collated knowledge, its goal has been
to describe and discuss the core elements of current knowledge of entrepreneurs
based on their historical beginnings. This has been done, and there remain suggested trends that are developing that will shape the way in which business in the
twenty-ﬁrst century will be conducted. Always for the entrepreneur, this will be
innovative, potentially risky, and pushing knowledge to the limits.
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THE SCIENCE AND PRACTICE OF NEW
BUSINESS VENTURES: WEALTH
CREATION AND PROSPERITY
THROUGH ENTREPRENEURSHIP
GROWTH AND RENEWAL

T

H E C R E A T I O N O F N E W B U S I N E S S organizations for economic

prosperity is one of the oldest activities of people throughout history. The
study of this process, which has been called entrepreneurship, has occupied the
minds of scholars for centuries. The economic arrangement that enhances entrepreneurship, capitalism, has had to ﬁght its way through competitive types of
economic structures throughout history. The decline of the Soviet Union, and
the intense interest in market economies, has made the demand for knowledge
about the entrepreneurial process great. Although there are different kinds of
market economies, new venture creation must stand at the center of it all.
Given this reality, it is not surprising that the demand to move from theories of
entrepreneurship to the “doing” of entrepreneurship is intense world-wide, as
well as in the U.S.A.
Historically, theorizing about entrepreneurship has been done across many
different disciplines, including history, engineering, anthropology, economics,
sociology, and psychology. In the last three decades or so, business schools have
taken center stage in the academy for the study of entrepreneurship. Chaired
professors and entrepreneurial centers are indicators of the commitment of
business schools around the U.S.A. and the world. The same thing is happening
in the disciplines that make up colleges of engineering and natural sciences.
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Despite all of the historical scholarship developed by scholars, we do not have a
“science of entrepreneurship.” The question is whether or not what we call the
study of entrepreneurship across all disciplines can be carved into the science of
entrepreneurship. The purpose of this chapter is to share with you my ideas on the
science of new ventures; ideas that I hope will further advance the academic study
of this discipline as well as the “do” or practice part of entrepreneurial education.
In order to achieve our purpose, the ﬁrst section of the chapter concentrates
on the historical and theoretical knowledge that has been generated around the
ﬁeld of new venture development. We also pay attention to the nature of
science and disciplines that have been engaged in creating measurable, theoretical models of entrepreneurship. The second section concentrates on how the
entrepreneurial process, or what I call the “do” or practice of entrepreneurship,
is integrated with the theoretical model that disciplines have created. We do this
by concentrating on what the research literature calls “the Austin Model.”
Science has been deﬁned as a systematic procedure for explaining phenomena that is empirical in nature. Of course empirical simply means things that
one can observe and measure. Phenomena are events, occurrences that appear
in patterns in nature, processes, events, and groups of people, behaviors,
beliefs, opinions, emotions, feelings, and thoughts. The purpose of the science
of something is to explain the something; this explanation is based on a set of
interrelated statements that produce a theory. A theory sets out to provide an
understanding about a phenomenon, paying special attention to the conditions
under which it occurs and, when this is done, prediction is possible.
To be sure, the academic literature has developed a strong tradition of
scholarship observing the phenomenon of “entrepreneurship” and creating
testable propositions. Can we pull from this massive literature information that
can contribute to the development of a science of entrepreneurship, with practical implications for professional schools? It is important to note that this early
literature does not have a “do” component for entrepreneurship. This literature
can be divided into two parts. The ﬁrst is from the ancient world, and comes to
us as a result of the hard work of business history and anthropology; next is the
literature that is concerned with the development of the ideas that had an inﬂuence on the development of “modern” market societies that depend on entrepreneurship, including the contributions of “economic theory,” which was more
concerned with developing a theory of economics than about accounting for
entrepreneurship. Although these traditions overlap, they stand as separate contributions to the literature. Understanding these traditions moves us toward
what I call the science of new ventures.
Data from anthropology inform us that wealth creation through entrepreneurship has existed for centuries and that the region is the unit of analysis; or that the
region stands at the center of new venture development. As they excavate business
tablets of ancient civilizations, the theoretical paradigms of how regions create
enterprises through innovation and entrepreneurship come to life (Moore and
Davis 1999). For example, in order for enterprises to work on ﬁrst a regional and
then a “global” scale (or “old-world” scale), the ancient Assyrians created structures
that involved transfer of innovations, the creation of knowledge workers, and the
development of a standard form of communication (Luckenbill 1926).
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Students of the ancient world recognize that pottery was invented in the
ancient East no later than the early sixth millennium BC. From a theoretical
point of view, one can say that the ancient Assyrians, who inherited a system of
private enterprise from Sumer and Babylon, were largely responsible for its
commercialization throughout the ancient world. It was made of skillfully ﬁred
clay and painted in attractive patterns and became highly valued. The Assyrians
also wove textiles with newly-invented spindle whorls, used knives made of
obsidian and chert, and used ax-shaped implements made of stone (Albright
1985). Also around this time it was discovered that, when soft red-brown
copper ore was mixed with tin in a very hot furnace, bronze could be produced.
This made it possible for the production of sturdy plows, tools for construction,
kitchen utensils, and a host of other items that were commercialized around the
ancient world (Moore and Lewis 1999).
Business history asks questions such as: how did spin-off civilizations such as
Babylon and Assyria develop a region with a competitive advantage so superior
to other civilizations? As asked by Moore and Lewis (1999: 44), “Why did
Mesopotamian Iraq come to excel in world politics and trade while richer lands
like Egypt, India and China played more peripheral roles?”
The answer given by ancient regional advantage scholars revolves around
the introduction and commercialization of technologies. In this case, the record
clearly shows that between 3100 BC and 2900 BC the Bronze Age started and
gained momentum. As a result, an urban revolution started as dense clusters of
cities such as Kish, Ur, Lagash, Hamazi, and Shurppak started to take shape.
Certainly the same phenomenon would take place in other parts of the ancient
world. Regions such as Anatolia, the Indus Valley, Syria, and northern
Mesopotamia would experience growth. But it was the Sumerians who saw
people crowding into cities searching for new economic opportunities as they
took the lead in capital formation, technology transfer, and urban development
(Moore and Lewis 1999).
Just as the discovery of knowledge for other disciplines started in the
ancient world (e.g. mathematics, engineering), a science of entrepreneurship
should include patterns of new venture start-ups during this time period. Thus
business history becomes a strong component as we think about constructing a
science of new venture development.
Early scholarship within the Western tradition tried to account for social
structures which produced people who started new ventures. Writing in the
late 1800s, the German scholar and sociologist Georg Simmel (Wolf 1950) was
fascinated by the introduction of entrepreneurial behavior into hunting and
gathering societies. What fascinated him was the fact that the entrepreneurs, or
those who introduced market economies to these societies and developed innovations in marketing, product development, and what we now call technology
transfer, were never from the local communities they found themselves in.
Simmel did not refer to these early people as entrepreneurs but, rather, simply
called them strangers. Scholars who write in the tradition of Simmel argue that
these “strangers” came at a time when subsistence agriculture and home crafts
were in decline and represented the city, cosmopolitan values, customs that
were strange and a different way of life (Butler and Green 1997). In the
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tradition of early scholarship in Europe, Simmel identiﬁed strangers as distinctive ethnic groups who occupied the position as business people because they
were new to communities and could not ﬁnd work in established jobs of the
state. In addition, entrepreneurship, money lending, and commerce were not
considered prestigious, and indeed were looked down upon. It was the
strangers, therefore, who were forced into this activity for economic stability.
Simmel’s work produced scholarship on all continents that examined strangers
and business activities in the “old world” (Butler and Greene 1997).
From a theoretical point of view, this literature from the experiences of
old-world merchants makes a structural contribution to the study of entrepreneurship, in the sense that it is socially embedded and emerges from the
experiences of individuals and their group. As such the approach is strictly
sociological. This is opposite of the psychological literature, which would
emerge and concentrate on traits of individuals (Hornaday and Abound 1971;
McClelland 1961). We can also add that this early research provided the theoretical reasoning for the strong tradition of studies on immigrant entrepreneurship in America (Butler 1991; Butler and Greene 1997; Light 1972). I also
believe that the stranger concept can account for individuals who do not complete formal education and become “strangers” to the process of creating a
strong educational resume. Being outside of the qualiﬁcation system of education, they pursue their dreams as strangers and thus become entrepreneurs.
Max Weber, a scholar of society and economics, acknowledges the importance of the stranger in the development of business activity, but argued that, after
the Reformation, there was a change in the value structure of society and entrepreneurship was embraced. In The Protestant Ethic and the Spirit of Capitalism
(1930), he argued that the ideas developed by Protestants legitimated the process
of business development and innovation. Put differently, he argued that capitalism
in Europe received a critical stimulus from thinkers such as Calvin and Luther that
allowed a break from guild traditionalism and the negative attitude toward
strangers (Butler and Greene 1997). Weber also introduced ideas of the boundedness and the maintenance of enforceable trust within social networks (Butler and
Greene 1997; Spencer 1995). He argued that the ﬁrst people to develop this new
economic approach were merchants who belonged to the Protestant sects. Their
methods of hard work, or what is called the “protestant work ethic,” soon lost its
original religious tone and became thoroughly secular (Swedberg 2000). In his
later work, Weber turns from arguments about the origin of the spirit of entrepreneurship to how individuals respond to opportunities within the economy and
questions of innovation and business creation (Swedberg 2000). Werner Sombart,
in The Jews and Modern Capitalism (1951), challenged Weber’s Protestant assumptions, and traced the contributions of Judaism’s contribution to the philosophical
and practical side of market economies. This debate happened at a time when the
study of religion stood at the center of behavioral explanations.
One of the most interesting things about the historical data on the study of
entrepreneurship is what the discipline of economics, or mainstream economics, has not done. Indeed, the economist William Baumol wrote an article
in 1968 which noted that the entrepreneur had almost disappeared from the
study of economics, and the whole thing was something like a performance of
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Hamlet with the Danish prince missing (Baumol 1968; Swedberg 2000). Bruck
Kirchhoff’s article, “Entrepreneurship’s Contribution to Economics,” urges
economists to desert their major guiding idea, equilibrium theory, and search
for a new macro-theory that incorporates entrepreneurship (1991).
The theoretical shelf of Joseph Schumpeter shows the importance of entrepreneurship within a general theory of our capitalism economy. Like a voice in
the wilderness, he set out to show that a theory of economics has to include the
entrepreneur. Set against the theoretical background of equilibrium theory,
which can be seen in the writings of the “classical economists” from Ricardo, to
Mill, Marx, and Keynes, he ﬁnds a place for not only entrepreneurs, but also
entrepreneurial proﬁt. Perhaps Peter Drucker gives the best interpretation:
Schumpeter’s Economic Development does what neither the classical
economists nor Marx nor Keynes was able to do: it makes proﬁt
fulﬁll an economic function. In the economy of change and innovation, proﬁt, in contrast to Marx and his theory, is not a Mehrwert, a
“surplus value” stolen from the workers. On the contrary, it is the
only source of jobs for workers and of labor income. The theory of
economic development shows that no one except the innovator
makes a genuine “proﬁt”; and the innovator’s proﬁt is always quite
short-lived. But innovation in Schumpeter’s famous phrase is also
“creative destruction.” It makes obsolete yesterday’s capital equipment and capital investment. The more an economy progresses, the
more capital formation will it therefore need. Thus what the classical
economist – or the accountant or the stock exchange – considers
“proﬁt” is a genuine cost, the cost of staying in business, the cost of a
future in which nothing is predictable except that today’s proﬁtable
business will become tomorrow’s white elephant. Thus, capital
formation and productivity are needed to maintain the wealth-producing capacity of the economy and, above all, to maintain today’s
jobs and to create tomorrow’s jobs.
(Drucker 1986: 109–110)
Schumpeter argued that innovation should be included within analysis of the
economic system, rather than something that is foreign or outside of the system.
No other economic scholar has been showcased as much as Schumpeter in
what we called entrepreneurial studies. Because his ideas are about a theory of
economics, he augured that capitalism would destroy itself. But the destruction
of capitalism, even if he were correct, does not mean the destruction of the
entrepreneur. Understanding this point brings us closer to understanding the
science of innovation and entrepreneurship.
Business schools and the entrepreneurial phenomenon
The last two decades saw a boom in interest in entrepreneurship because of
structural changes that occurred world-wide. International competition in key
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industries, and the movement of manufacturing away from mainland America,
created hard economic times. Large enterprises that traditionally provided the
core of jobs were struggling, and the future did not look pleasant. David Birch,
in 1979, took notice of the developing “entrepreneurial economy” and published
a work that concluded that “small enterprises” created about 66 percent of all
new jobs in America, whereas “middle sized and large ﬁrms provided relatively
few new jobs when all things are considered” (Birch 1979). In that same year,
Inc. magazine occupied the newsstand and along with publications like Business
Week and Fortune, enjoyed tremendous success. America was in the process of
rediscovering its entrepreneurial roots and would create wealth in certain
regions that created new jobs, opportunities, and hope.
The tremendous growth of interest in entrepreneurship in the larger society
saw a parallel interest in business schools. Unlike early theorizing on entrepreneurship that developed in social sciences, business schools became serious
about the teaching of entrepreneurial process and growth. The big question was
how to integrate this practice into research traditions of management, accounting, ﬁnance, and management science and information systems. Another related
question was, and is, could business schools integrate the ideas on entrepreneurship that developed in the sciences since the 1700s? Put another way, can the
theory of entrepreneurship be combined with the practice of entrepreneurship
as we design courses for students in business schools as well as those in the
overall academy?
These questions have become a matter of standard debate, and an interesting literature has evolved which tries to shed light on these issues. Perhaps the
most systematic scholarly treatment appears in a work edited by Richard Swedberg entitled Entrepreneurship: The Social Science View (2000). As noted by Swedberg, the social sciences have played a minor role during the renewal period of
entrepreneurship in America and the approach taken by business schools
emphasized the practice rather than the theory.
Over the last two decades or so, business professors certainly have made
their contributions to the theory and practice of entrepreneurship. Karl
Vesper’s (1997) review divided research into the psychology of entrepreneurship, the sociology of entrepreneurship, venture ﬁnance, and economic development through entrepreneurship. The Babson Research Conference has
produced an impressive literature; works that bring research together (Sexton
and Smilor 1986, 2000) serve to add continuity to the rapidly growing research
area. This research is different from early efforts discussed earlier in this chapter
because of the emphasis on “doing.” As noted by Amar Bhidé (2000), the distinctive feature of most of the research and classroom teaching emphases in
business schools is on entrepreneurial functions. There is a concentration on
new product development, process, forms of organizations, the management of
risk, and on the coordination of functions and inputs.
Despite the success of entrepreneurship within business schools, there is
still the critical strain that faculty can bring to the table. A number of years ago a
faculty member informed me that if students are interested in entrepreneurship,
they should leave the business school and go do it, for there was nothing to
teach them in the academy. As noted by Bhidé, some have argued that there is a
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sort of Heisenberg principle related to entrepreneurial acts; when reported in
detail, the described act is no longer entrepreneurial. He further notes that
literature has pointed out that the performance of new enterprises depends on
things that cannot be studied and taught, and business scholars have argued that
education in business administration was, at best, a minor factor in successful
start-up enterprises. He drills further in the literature and notes that an experienced teacher of entrepreneurship argued, based on his data, that people who
engage in entrepreneurship see no relationship between business education and
their success. Instead, success was related to guts, timing, luck, and determination (Bhidé 2000).
Despite the critical strain, over the last two decades or so, business scholars
have developed outstanding teaching programs in entrepreneurship throughout
the U.S.A. Ideas from core business disciplines have been integrated into the
teaching literature of entrepreneurship. We also have to concentrate on practice; to take knowledge and know-how from the academy to the region.
The Austin Model and the science of entrepreneurship
I remember the call from George Kozmetsky, former Dean of the Business
School at The University of Texas at Austin, and founder of the IC2 Institute,
inviting me for a luncheon date to talk about the importance of combining the
practice of entrepreneurship with the theory from “core” disciplines. I remember the excitement at the University of Texas at Austin when a laboratory at IC2
Institute, the Austin Technology Incubator, was put in place to see if it could
generate companies that could produce about 200 jobs. I also remember all of
the people who could not see the vision, and what I have seen in Austin can only
be described as a miracle in wealth creation and job creation, a process that
must be constantly regenerated in the Schumpeter-type economy. More
importantly, the model, which is based on the old agricultural model of county
agents taking agricultural research from the academy and labs to the farmer in
order to improve efﬁciency and yields, brings together the theory and best practices of new ventures and the overall entrepreneurial process.
Going beyond research and teaching entrepreneurship, and carrying innovations to the community, demands that we understand the timelessness of our
task. What we call the Austin Model is based on the ancient science city. When
we connect theory to practice, and past knowledge, we understand that cities
which concentrated on creating wealth through entrepreneurship are not new.
Thus Moore and Lewis note the following:
Long before their armies marched up and down the Tigris and
Euphrates to terrorize the ancient world, groups of talented Assyrian
traders peacefully took up residence in foreign countries hundreds of
kilometers away from home, being welcomed by the prince of Babylon,
Aram and even distant Anatolia as a blessing and not a scourge. As
they formed their numerous commercial colonies in foreign lands,
these old Assyrian merchants of the second millennium BC perfected
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a thousand-year-old system of private enterprise inherited from
Sumer and Babylon. Living and trading near the dawn of civilization, these corporate traders, moreover, were innovative to a
startling degree, for the commercial structures they created may
rightly be described as one of the ﬁrst attempts at the “entrepreneurial government” being celebrated in the 1990s. Even more
importantly, the business operated by the ancient Assyrian colonists
constituted the ﬁrst genuine multinational enterprises in recorded
history.
(Moore and Lewis 1999: 27)
The major contribution of Moore and Lewis’s work, and others in this tradition (for example Rostow 1978; Lewis 1998) is that it connects the past to the
present, and provides the patterns for a science of entrepreneurship. This scholarship notes that all of the characteristics associated with the modern literature
on successful business communities and enterprises were found in the ancient
world. Branding and advertising, global economies, virtual corporations, the
rise of nations, foreign investment attraction, industry clusters, knowledgebased economy and knowledge workers, being mean and lean, could be found
in the ancient world. More importantly, the practice of entrepreneurship is
ingrained into the history of the world. Given all of the historical data, one
would think that we would have a science of entrepreneurship, with metrics
coming from the rich historical data from the ancient world to the present.
Annalee Saxenian, in Regional Advantage: Culture and Competition in Silicon
Valley and Route 128 (1996) documented an interesting comparison between the
latter two communities. From a theoretical point of view, these communities
are the most recent permutations of forms that we have seen since the ancient
Assyrians.
Thirty years ago, Austin was a solid town with job opportunities dominated
by state government and education. As the Texas state capital, government provided some of the best jobs. The University of Texas at Austin also provided a
job market. Within both domains there were primary jobs that provided for
great mobility and had great beneﬁts, and secondary jobs that did not have these
advantages. There were the usual “mom” and “pop” stores and insurance companies that provided service to the community. But, for the most part, Austin
was viewed as a place to go for an education at one of its many universities and
colleges, and then ﬁnd a great job in a major metropolis of the state or somewhere further aﬁeld.
George Kozmetsky founded the IC2 Institute in the School of Business and
the transformation was put in practice (Cooper et al. 1997). The concept of
technopolis was introduced to Austin as a model, ca. 1989, at a conference
hosted by the IC2 Institute. As noted by David Gibson, an IC2 Fellow who has
chronicled the emergence of Austin as a technopolis:
the roots of technopolis – a utopian, radiant city based on science
and technology – sprang from the humanistic mind of the Renaissance. The ﬁrst example was T. Campanella’s 17th-century vision of
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a “City of the Sun.” This was a culturally diverse, polytechnical city –
a showcase of science and continuing education. There, science was
not just for an aristocratic elite. Philosophers, political planners and
social prophets were intrigued by the idea of creating a “city of light,”
designed and ruled by wise scientists, where research and innovation
were a way of life and invention and creativity were venerated. The
ideal cities were to be the poles around which the economy of
nations would grow and society would progress.
(Gibson 1999: 50–52)
Gibson further notes that the modern technopolis – techno for technology
and polis being Greek for city-state – combines research and invention with the
practical applications of technology through innovation.
The technopolis is an innovative approach to economic development and
links technology commercialization with effective public and private sector initiatives to create new infrastructures for wealth and job development and global
competition. The emphasis is on providing both strategic and tactical know-how
into developing infrastructures for the twenty-ﬁrst century (Gibson et al. 1992;
Porter 2001).
The emphasis on the technopolis, or the theory and practice of entrepreneurship, is on researching and creating structures so that entrepreneurs can
ﬂourish. It means creating landing zones for ideas so that high-growth start-up
companies can create wealth and jobs – and the entrepreneurial spirit can multiply within a community. The unit of analysis is moved from nations, as was
done in Adam Smith’s Wealth of Nations, to the city or region. The literature on
entrepreneurship has certainly captured the importance of regions. Indeed, any
analysis of wealth creation from the ancient world shows that the concentration
was on structures within regions that produced wealth and jobs.
What are these structures that are important for the development of new
ventures, as we make a concentrated effort to combine practice with theory?
Or, as David Gibson (1999) has asked, how do we anoint a city or region with
light and wisdom? Research shows that there should be a high quality of education at all levels, from kindergarten to the graduate student and beyond, visionaries and implementers at the regional level who come from academia, business,
and government – and an entrepreneurial culture. A technopolis is energized by
start-ups and mid-size ﬁrms, not just large ones. The best technology research
leads to new industries and home-grown tech companies, and a globally
competitive infrastructure, both “physical,” as in roads, airports, the Internet,
and city services, and “smart,” as in talent, capital, and know-how (Gibson
1999). It also helps if the area is a great place to live.
The ﬁrst thing that one recognizes here is that when you anoint a city with
light and wisdom, there are many partnerships that must be developed. More
speciﬁcally, it is a partnership between universities, the public sector, and the
political sector. Within the partnership the university provides know-how networks to individuals who are engaged in the start-up process. Innovations and
technologies are transferred from public laboratories and university laboratories. In the case of Austin, an experimental laboratory, which everyone now
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knows as the Austin Technology Incubator, served as the place where new ideas
were tested and developed. This laboratory has been very successful over the
years, and was the only institution in the city devoted to start-ups until the
process became commonplace to many institutions and enterprises. In a sense, it
was the catalyst, along with the broader university and city and county government, that created the entrepreneurial revolution in Austin.
The Austin Technology Incubator was founded by IC2 in 1989 to create
wealth, generate jobs, diversify Austin’s economy, and to act as a learning laboratory for UT faculty, students, and staff. It incubated incubators in Silicon
Valley, Houston, Texas, and Charleston, South Carolina, and developed an
international reputation by recruiting start-ups from Brazil, Israel, Canada,
Austria, and Japan. The companies it created also generated $280 million revenues in the year 2000 and 1.2 billion since 1989. Three companies are public
on NASdaq (DTM, Concero, and Encore Orthopedics) and a dozen graduate
companies from Austin Technology Incubator have been purchased, including
Metrewerks by Motorola for $95 million, EXTI by BMC for $100 million,
Exterprise by CommerceOne for $75 million, DTM Corporation by 3D
Systems Cooperation for $45 million. Companies have raised more than $300
million in funding the last two years (www.ic2.org).
The major point in presenting the Austin example, which certainly has
taken places in other parts of the world on different scales, is to stress the
importance of theory and practice: entrepreneurship within the academy is most
effective when it has a “do” component. Like all organizations, the Austin
Technology Incubator is in the process of reinventing itself so that it can be positioned for its next contribution.
The start-up process, or the renewal and growth process, will certainly
beneﬁt from the know-how network within the disciplines of accounting
ﬁnance, management, MSIS, and marketing. One has to understand when to
inject this knowledge into the entrepreneurial process. Like the Agricultural
Agent, who takes results from the laboratory to the farmer, the future of the
professor of entrepreneurship is to become an entrepreneurial agent for wealth
and job creation within cities and regions. Simply presenting case studies in class
is a necessary but not a sufﬁcient condition for the science and practice of entrepreneurship. Understanding historical data and historical clusters of wealth creation encourages the study of entrepreneurship to draw from disciplines such as
sociology, business history, engineering, bio-technical sciences, and others.
As we concentrate on practice, it is also important to understand that new
innovations within the academy are coming from disciplines as diverse as the
bio-technical sciences, engineering, music, pharmacy, and other content-producing disciplines within the liberal arts. Partnership is the key word. At The
University of Texas at Austin, one of the most popular courses is entitled “From
Lab to Market,” a management course cross-listed with the Colleges of Natural
Sciences and Engineering. It is also drawing students from the Law School. They
are interacting with venture capitalists, business angels, and the know-how networks within the Austin region.
A science of entrepreneurship draws together data from the history of
people and seeks to explain the dynamics of wealth creation through innovation
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transfer and market economies. I think that this can be done, and requires the
bringing together of broad theoretical frameworks that produce this dynamic
science, which is forever changing with new ideas, new products, and the commercialization of those products.
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EMERGING PATTERNS OF
ENTREPRENEURSHIP:
DISTINGUISHING ATTRIBUTES
OF AN EVOLVING DISCIPLINE

Overview

A

S I G N I F I C A N T A M O U N T of academic attention has been directed at
the academic discipline of entrepreneurship. In Chapter 2, Howard
Stevenson traces the journey of the ﬁeld of entrepreneurship within the academic
community. The now-respected ﬁeld found its starting point as an academic
curiosity not to be taken seriously. As it moved forward, editors published newspaper accounts of the virtues and success of entrepreneurs, and research articles
investigated the nature of entrepreneurship. Gradually, the strength of the ﬁeld
and the extent of its impact on society led it to gather momentum, attract investigators who added infrastructure and theory. Universities offered courses, then
programs, and ﬁnally degrees in the ﬁeld. Foundations established endowed
chairs in entrepreneurship. In the 50 years since the ﬁrst entrepreneurship
course, enrollment has increased from 188 to an estimated 180,000. The
number of entrepreneurship classes has skyrocketed to over 2,200 at over 1,600
institutions, and more than 44 academic journals have been founded (Katz 2003).
Individual branches of entrepreneurship can be seen as following a parallel
path. As innovators devise new methods of exploiting opportunity, they may
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spread and develop, or they may fade away. If one survives, its practitioners will
organize, it will be deﬁned and quantiﬁed, and eventually organized theories
that explain it will develop and be tested.
Using as a basis the historical work done in parallel investigations, this
chapter presents:
1
2

3

a taxonomy for branches of practice in various stages of development, that
will classify them according to their level of development as clusters,
classes, or categories;
a set of criteria to identify the progress a branch of practice has made along
this trajectory – their numbers, the existence of associations, the conduct
of empirical research and availability of descriptive statistics, and the
development and testing of systematic theories around it; and
some implications for further investigation and the ﬁeld of entrepreneurship as a whole.

Introduction
In order to build and assess a taxonomy of emerging branches of entrepreneurship, one must begin with an examination of the branches themselves – their
origin and context.
Adaptation
Entrepreneurship has been characterized by its adaptability, which is comprised
of ﬂexibility, a realistic view, a global perspective, and an ability to deal with
technology among key factors for success (Thomas 2003). Each of these factors
is predicated on the ability to change quickly, nimbly adapt to a changing
environment, and grow as a consequence.
Certainly, the successful entrepreneur is adaptive. Similarly, the innovative
nature of the entrepreneurship ﬁeld has resulted in a chaotic mass of constantly
appearing branches of entrepreneurship. Some of these emerging branches will
develop into full ﬁelds, and others may diffuse, merge or fold into other sectors.
Incongruities in adaptation
Figure 5.1 shows that those interested in entrepreneurship generally specialize
according to their relation to the entrepreneurial process: they either practice
it, study and teach it, or ﬁnance it. This classiﬁcation of specializations
surrounding the ﬁeld of entrepreneurship is quite well established.
Though the practitioner’s side of entrepreneurship is ever-changing, the
ﬁnancial and educational support functions around entrepreneurship have
evolved with relatively well-deﬁned boundaries within established frameworks.
The specialization of entrepreneurial ﬁnance is extraordinarily structured. The
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Entrepreneurship

Practice

Education

Finance

Figure 5.1 Structure of the entrepreneurship ﬁeld

very reason the area is not discussed here is that it consists of very well-deﬁned
boundaries and has developed its own growth pattern and subspecialties. Smallbusiness ﬁnanciers generally ﬁt neatly into the framework shown in Figure 5.2.
Entrepreneurship education is also quite well deﬁned and can be visualized
as ﬁtting within the framework presented in Figure 5.3. The E-University is an
example of the efforts of educators to expand the scope of their educational
efforts. However, although it is less structured than the ﬁnance area, education
has established a solid framework in which to hold its constituents.
The practice of entrepreneurship, however, is seen as a seething cauldron of
bubbling activity and new developments – full of innovations and evolving concepts, constantly changing, and in many cases eluding classiﬁcation. The
ephemeral nature of many of these budding activities means that any framework
built to hold them must allow for constant change. Figure 5.4 illustrates the
loose structure of these sectors.
The incongruity between the loose structure and rapid change of the practice of entrepreneurship, and the relatively rigid structure and slower rate of
change for the academic treatment of entrepreneurship, suggests a need to
identify emerging trends quickly and focus academic efforts on those emerging
branches that are likely to develop and increase in relevance. This chapter builds
a foundation for distinguishing developing branches and evaluating their
progress.
Finance

Lending

Investment

Internal financing

Bank lending

Venture capital

Founder’s savings

Trade credit

“Angels”

Bootstrap financing

Family and friends

Private placement

Cash from operations

Figure 5.2 Structure of entrepreneurial ﬁnance
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Figure 5.3 Structure of entrepreneurship education

Practice

Family business
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Rural entrepreneurship
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Franchising
Serial entrepreneurship
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Figure 5.4 Structure of entrepreneurial practice
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Taxonomy and criteria
Trajectory of entrepreneurial branches
Like political movements, marketing fads, and scientiﬁc beliefs, emerging
branches of entrepreneurial practice come and go in a predictable fashion. Many
different styles and types of entrepreneurship arise. Some are found to be
unsuccessful and are abandoned, while others, because of necessities in the marketplace, efﬁciencies of the branch, or competitive advantage, are blessed with
acceptance. These may spread and become common, widespread, or even standard practices. The ascension of entrepreneurship branches exhibits many
similarities to the biological evolution described by Charles Darwin – and characterized as – survival of the ﬁttest (Aldrich and Martinez 2000).
As emerging branches of entrepreneurship develop and become structured,
the practitioners begin to ﬁnd each other. They communicate by organizing
themselves through professional associations and other groups. These associations begin to hone deﬁnitions of their common practice and generate research
and statistical data. As their group proﬁle rises, they begin to draw attention
from researchers and educators, who analyze the newly available data and solidify clear deﬁnitions. Eventually, the academic community constructs theories to
explain and predict behaviors and events associated with the speciﬁc branch of
entrepreneurial practice.
Taxonomies in other ﬁelds
Investigators in many ﬁelds have studied proliferation – from religion to marketing – and applied classiﬁcations to developing groups. Epidemiologists classify diseases according to their incidence, geographic, and temporal spread as
secular, sporadic, endemic, epidemic, or pandemic (Bittle 2003). Theologians
have classiﬁed emerging religious bodies as sects, denominations, and churches
(Niebuhr 1929). In the science of ecology, conglomerations of individuals are
labeled as groups, organizations, populations, and communities. In each case,
collections of individual instances compile, combine, or coordinate until they
form a distinctly different level of organization.
For this chapter, the classiﬁcation methodologies of most interest are those
that have arisen from the study of business-related ﬁelds or have been applied to
business models. Among taxonomies describing business practices, a progression based on implementation of marketing tactics has been identiﬁed as: action,
program, system, and policy (Bonoma 1984; Go et al. 1992).
In the ﬁeld of entrepreneurship, the labels developed for population
ecology (group, organization, population, community) have been applied to
increasingly complex human organizations within and among ﬁrms and used to
examine environmental forces on entrepreneurial endeavors (Aldrich and Martinez 2000, 2003). A summary of taxonomies in various ﬁelds is presented in
Figure 5.5.
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Figure 5.5 Taxonomy of emerging ﬁelds

Taxonomy for branches of entrepreneurship
These analogies suggest a model for treating the proliferation of branches of
entrepreneurship as they move from isolated instances to standard practices. A
tripartite taxonomy is used here to classify branches of entrepreneurship according to their development stage. A branch in the early stage can be named a
cluster. Clusters are characterized by being few in number, disorganized, illdeﬁned, and without signiﬁcant academic theory. A branch that has developed
in some or all of these areas – that has ways of facilitating communication
among its practitioners, that is somewhat deﬁned, or which has captured the
attention of the academic world will be named a class. The most developed and
structured type of branch will be named a category. Categories of entrepreneurship are widespread, well deﬁned, and quantiﬁed, enjoy many associations, and
have been investigated by academics who have developed and tested theories
around the branch. This classiﬁcation system is presented in Table 5.1.
Evaluation of parallel paths
To begin an exploration of these questions, an examination of several distinct
and identiﬁable branches of entrepreneurship will be undertaken. Each will be
classiﬁed according to its maturity – its progress along the path from cluster to
trend to category. In order to classify each branch according to its progress, a
set of preliminary criteria must be developed that can be used to approximate
the developmental stage of each area.
In order to track the parallel path of the ﬁeld of entrepreneurship as an
academic discipline, theorists have proposed several methods of evaluation.
A review of the number of journal articles resulting from database searches
gives a preliminary indication of the exponential growth of the discipline (see
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Table 5.1 Taxonomy of developing branches of entrepreneurship
Cluster

Class

Category

Number of ﬁrms
engaged

Isolated/sporadic

Some/increasing

Many/numbers
available from several
sources

Deﬁnitional clarity

Vague

Forming/competing Accepted

Existence of
associations

None/few

Some/no
established leaders

Established
associations/
subspecialties

Availability of
statistics

None/few

Available from
associations

Readily available with
analysis from academics

Existence of
theories

None

Application of
Well-developed tested
theories from other theories unique to the
areas
branch

Figure 5.6). Some have sought to evaluate the ﬁeld based on Kuhnian deﬁnitions
of normal or uniﬁed science (Kuhn 1970). They have made distinctions based on
classifying:
1
2
3

research as exploratory or causal;
samples as large or small, and
samples as framed or samples of convenience, as well as classifying the
content of research studies.
(Aldrich 1992)
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Figure 5.6 Results of search for entrepreneurship journal articles
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1999

2000
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Others have expanded the criteria to address practical as well as research
issues. These researchers tracked entrepreneurship according to:
1
2
3
4

systematic theories exclusive to the domain in question;
the existence of associations;
the development of a professional culture; and
the potential for the ﬁeld to lead to an occupational career.
(Plaschka and Welsch 1990)

In exploration of the family business branch of entrepreneurship, Bird et al.
(2002) have focused on the uniﬁed science approach to analyze and assess
progress in the types of quantitative research that have been done in that ﬁeld.
Evaluation of branches of entrepreneurship
The methods used to evaluate ﬁelds of academic study are a useful reference.
However, evaluation of a branch of entrepreneurship must place more emphasis
on its practical component, since that is the portion evolving most rapidly.
Using efforts in other areas as a guide, four criteria will be examined here to
investigate the development of branches of entrepreneurial practice:
1
2
3
4

the number of ﬁrms engaged;
the existence of organized associations;
the conduct of empirical research and availability of statistical information;
the development and testing of systematic theories.

Application of evaluative criteria
The set of criteria can be applied to various emerging branches of entrepreneurship
to classify them within a taxonomy that distinguishes branches based on their level
of development. Several representative branches of entrepreneurship have been
chosen to demonstrate the application of the criteria and framework proposed:
family business, franchising, corporate entrepreneurship, entrepreneurship in the
arts, social entrepreneurship, strategic collaboration, and network marketing.
Family business
We know that under a broad deﬁnition where family businesses are liberally
deﬁned – without regard to operational involvement but retain ownership
intention, while maintaining operational control and strategic direction – 20.3
million ﬁrms represent 92 percent of all businesses, contributing $3.3 trillion
(49 percent) of GDP, employing 59 percent of the workforce and have created
78 percent of the new jobs in the U.S.A. (Lucaccini and Muscat 2001).
Associations consisting of and beneﬁting family businesses are plentiful and
well established. The Family Firm Institute has been formally connecting family
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business practitioners, educators, consultants, and others for over 15 years.
Statistics are readily available from associations of family ﬁrms as well as from
results of academic investigation.
Theories of family business have been developed and are being tested. For
example, complications that arise as a younger-generation person enters the
family business have been examined. Managing growth is another challenging
aspect of a family ﬁrm and experts are emerging who are versed not only in
business consulting but also in psychology. Competitive advantages of family
businesses have been identiﬁed (Habbershon 2003). A comprehensive review of
journal articles around family businesses showed a deﬁnitive shift over time
from exploratory research to causal research (Bird et al. 2002).
Based on the proposed criteria, this area can be considered among the most
developed emerging branches of practice, and seems to have earned the status of
a category within entrepreneurship.
Franchising
In the United States, franchises account for 38 percent of all retail sales (Dicke
1992). The trillion dollars in sales this represents makes up over one-ﬁfth of the
GDP of the country (Trutko et al. 2001). Franchises employ over 8.5 million
Americans.
From the aspect of the existence of associations, franchising is quite
advanced. Since Howard Johnson created the concept in 1935, the entire ﬁeld
has been predicated on – in fact created by – the existence of associations. The
Encyclopedia of Associations (Hunt 2002) lists 13 large national or international
organizations supporting franchisers, and the American Franchisee Association
(2003) claims 30,000 members.
Because of its large contribution to the economy, and the fact that many
franchise owners are individuals without formal business training, the sector has
begun attracting increasing attention from researchers, consultants, and educators. Statistics regarding participation in larger franchises are readily available
through franchiser organizations.
Some excellent quantitative research has started investigating the application of general theories such as ﬁrst-mover advantage (Michael 2003) to franchises, but highly developed theories that apply speciﬁcally to franchises are yet
to develop.
Franchising exhibits signiﬁcant organization among its practitioners, and has
received increasing attention from the academic community. Overall, this
branch would appear to belong under the rubric of class.
Corporate entrepreneurship
Largely because of the lack of practitioner associations, the number of companies involved in this branch of entrepreneurship is not known. Possibly
because of concerns about conﬁdentiality and competitive practices, companies
have apparently been reluctant to share information about their implementation
of entrepreneurial processes in the corporate environment. Basic descriptive
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statistics are unavailable and even the deﬁnition of corporate entrepreneurship is
continuing to develop.
Associations of ﬁrms engaged in corporate entrepreneurship are only now
beginning to develop. The International Association of Institutional Venturing
and Intrapreneurship held its introductory meeting as recently as July 2002
(IAIVI 2003). Many individual corporations are thought to be involved in this
branch of entrepreneurship but their afﬁliation is loose at best.
Although practitioners of corporate entrepreneurship are just now beginning
to organize, the academic community has already formed several units to
exchange ideas and theories about corporate entrepreneurship. USASBE, one of
the largest and most prestigious academic associations in entrepreneurship, have a
division devoted to this topic. It would seem that researchers are ahead of practitioners, presenting a case of theories leading, rather than following, the ﬁeld.
However, research in this area has so far failed to develop beyond the
descriptive phase, focusing its efforts on describing and categorizing the
ventures of corporations. Schindehutte et al. (2000) have made some progress
placing corporate ventures on such continua as internal–external, opportunity
driven–threat driven, technology push–market pull, top down–bottom up and
deliberate search–opportunistic.
Oddly, academics have attempted to organize theories around corporate
entrepreneurship even with a dearth of data. This is a departure from what is
appearing as a typical sequence – practitioner organization, statistical data collection, academic exploration, theory building. Corporate entrepreneurship
presents a special case from the standpoint of the relation between academic
treatment and practitioner development. Viewed strictly from the standpoint of
practitioner, it would appear to be undeveloped and would be classiﬁed in the
most undeveloped category of branches of practice – a cluster. Viewed from the
aspect of the academia-related criteria, the branch is more developed and would
qualify as a class.
Entrepreneurship in the arts
Entrepreneurial mega-enterprises in the arts industry have raised the proﬁle of
arts business. The creation of DreamWorks SKG by Steven Spielberg, Jeffrey
Katzenberg, and David Geffen, was announced in October of 1994. By 1996,
revenues reached $89 million, and a billion dollars in 1998. After eight years of
business, Forbes magazine estimates DreamWorks’ worth at $3 billion, and the
combined personal net worth of any two of the founders can match that number
(Kafka and Newcomb 2003).
Associations of artists are well established and have an extensive history.
However, they differ from associations in other branches of entrepreneurial
practice in that they largely ignore business considerations. Many ﬁrms have
been founded to manage the business affairs of artists. Currently, more than
3000 arts agencies exist to aid them in preparing and presenting their performances to their target audiences (Welsch and Kickul 1997). But the development of organizations of artists by artists to aid in the entrepreneurial endeavors
of the artists themselves is just beginning.
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The recent surge of interest in the entrepreneurship of artists has led to
signiﬁcant availability of statistical data. Since 1965, the number of non-proﬁt
theaters and dance companies has each grown by four times, opera companies
and orchestras have each tripled in number (Welsch and Kickul 1997). Empirical research in this area is starting to accelerate, and academic treatment of
entrepreneurship in the arts is now starting to develop.
Much of the academic focus in this area revolves around integrating entrepreneurship training into arts education, and the development of theories
around the individual aspects of arts entrepreneurship that separate it from
other areas has not begun in earnest.
This branch exhibits many of the characteristics of a class. Whether the
practice of entrepreneurship in the arts is signiﬁcantly different from other
forms of entrepreneurship remains to be investigated.
Social entrepreneurship
Not-for-proﬁt organizations have long represented a large sector of the
economy whose commercial aspects have been neither emphasized by the sector
nor examined by outsiders. The sector represents more than $500 billion and
employs 8.6 million people (Sokolowski and Salamon 1999). As the U.S.
economy has slowed, social service organizations have suffered from reduced
corporate and personal giving, as well as reduced government funding. The
U.S. federal government has increased the proportion of social service expenditures to be borne by states, and states have responded by cutting budgets. In an
effort to avoid their demise, many social service organizations have taken steps
to run their organizations more professionally and in ways that create funds
internally. A Yale University study found that, by 2002, 42 percent of the nonproﬁts surveyed were involved in some money-making venture (Massarsky and
Beinhacker 2002). The overriding principle is to better apply the practices of
the private sector to social service enterprises.
Associations of social services organizations have existed for some time, and
are gradually beginning to address the issues of sound business practices
directly. There is no real clear information on the extent to which these organizations treat such matters.
As in most endeavors, academic investigation has started with deﬁnitional
work. Investigators have identiﬁed two types of social entrepreneurship endeavors – the afﬁrmative business and the direct service business (Boschee 1995).
Only since 2002 has detailed quantitative work been undertaken (Massarsky and
Beinhacker 2002). Theories that are differentiated for this speciﬁc type of entrepreneurship have not emerged.
Participants in social entrepreneurship are numerous. The deﬁnitions,
associations, and academic treatment of the branch, however, remain in the
early stages. Social entrepreneurship appears to best ﬁt within the classiﬁcation
of cluster.
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Strategic collaboration
One of the least deﬁned emerging areas of entrepreneurship is loosely named
strategic collaboration. Strategic collaboration involves the sharing of information or integration of business systems among separate entities to beneﬁt both.
In order to qualify as collaboration, a joint effort must meet several criteria
(Hartl et al. 2003):
쐌
쐌
쐌

the involved parties maintain legal and economic independence;
the effort is voluntary and can be terminated unilaterally by either party at
any time;
the agreement is explicit, and involves some kind of oral or written agreement about rights and duties of the parties.

The very deﬁnition of strategic collaboration, however, is still in question.
The broad deﬁnition of collaboration leaves room for much creativity and
innovation in its execution, but indicates a lack of sufﬁcient deﬁnition and distinction among those who investigate and report on it. Collaboration can
include something as simple as allowing engineers working on similar products
to share a common workspace (Karlenzig and Patrick 2002) or as complex as a
full legal combination of entities. Currently, the most common advanced form
of strategic collaboration is the integration of business systems for inventory,
order, and order fulﬁllment between a supplier and its customer.
Associations that connect ﬁrms speciﬁcally around collaboration are not
known to exist. Statistics describing the extent of collaboration rely on deﬁnitions that have not been solidiﬁed. Empirical research faces the same barrier,
and academic work so far has focused on descriptive and deﬁnitional aspects of
the branch of practice. Theory building has been restricted to sporadic initiatives.
The branch of practice of strategic collaboration is a cluster. Its very deﬁnition is only now being clariﬁed, and it has yet to be quantiﬁed in any organized
way. The ways in which it may be differentiated from other forms of entrepreneurship or categories of business have yet to be fully determined.
Network marketing
Like franchising, the very existence of network marketing relies on association
building. Communication and interaction among participants in network marketing is well structured and a prominent feature of the industry. This criterion
alone would point toward a high level of development. Within the practitioner
group, associations are well structured and efﬁcient. Every network marketer
is, by deﬁnition, part of a larger organization. Additional associations like the
Direct Selling Association have developed to extend the structure between
network marketing organizations.
In the same way, the associations have made statistics deceptively plentiful.
The Direct Selling Association conducts surveys of the industry that provide
detailed information about the prevalence, geography, income patterns, product
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mix, and strategies of its membership. However, these statistics come from an
association, not from independent or academic research, which is scarce.
While network marketing presents a real opportunity to make money, the
industry has been tarnished by so-called “pyramid schemes.” Also known as
Ponzi schemes, these opportunities rely only on recruiting to earn proﬁts and
have no products or nominal products. Partly because of the stigma of associated scams, network marketing has received less attention from academics than
many smaller sectors of the small-business world.
Developed theoretical treatment of network marketing is lacking. Much of
the existing literature comes from practitioner magazines, and the topic has
received minimal attention in academic journals. Academics have largely
ignored this branch of entrepreneurship, though efforts to recognize and
examine it are underway.
Network marketing affects a signiﬁcant portion of the economy, and its
members freely associate and exchange information. The deﬁnition is broadly
accepted. Academic attention is gathering momentum, but is still in the beginning stage. Network marketing can most likely be categorized as a class.
Conclusions
Conclusions from evidence
The exploration presented here has suggested that evolving branches of entrepreneurship make a journey from inception to acceptance that mimics betterunderstood paths found in natural and social sciences. Using studies of these
parallel paths as a guide, this chapter has designed a taxonomy of branches of
entrepreneurship, established criteria to assess the categorization of individual
branches, and demonstrated how those criteria may be applied.
Implications for further investigation
The criteria presented here have been based on analogs from other ﬁelds, and
have been designed as a logical starting point. Additional attention is needed to
operationalize these variables and ﬁnd ways to evaluate them in a more rigorous
fashion. As suitable operationalizations are found, quantitative research can be
undertaken to reﬁne this set of criteria. Other criteria may be tested –
for instance, the number and types of publications speciﬁc to an emerging
branch may be a valuable proxy for the organization and interaction among
practitioners.
Critical mass
Perhaps the most important issue raised by the results of this study revolves
around the issue of critical mass. The gap that exists between practitioners and
academics can be seen as natural and valuable in some cases – a method of
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practice that is idiosyncratic and short in number fails to qualify as a branch of
entrepreneurship and probably does not warrant a use of academic resources.
On the other hand, a widespread practice that represents a large portion of the
small-business community or exerts signiﬁcant impact on the economy cannot
be ignored. If a dividing line can be identiﬁed here – a point of critical mass
where an emerging branch can be expected to survive and grow – it can be very
important prescriptively for academics establishing qualifying criteria for
whether a branch of entrepreneurship should receive signiﬁcant academic attention.
Corporate entrepreneurship
The special case of corporate entrepreneurship warrants further investigation. In
most branches, it was found that academic treatment lags behind the spread of a
certain practice, and a fairly regular pattern was observed. In the case of corporate entrepreneurship, however, the exact opposite case was found – academics
have lavished the branch with attention, formed organizations around the study
of the branch, and developed signiﬁcantly complex theories around the ﬁeld, yet
the practitioners have organized and communicated among themselves minimally. It would appear that a gap exists, but in the opposite direction of that
predicted.
Competition among ideas
The evidence presented identiﬁes the path of maturation of an emerging branch
of entrepreneurship. Some branches of entrepreneurship grow and expand, and
others die in a Darwinian process of ideological evolution. The healthy competition represented by this process is seen as a positive sign that the ﬁeld is continuing to develop and improve. Because every idea that falls by the wayside is
replaced by a superior one, strategies and methods of undertaking entrepreneurial endeavors strengthen over time.
Academic consequences
Academics studying entrepreneurial practice via emerging branches of entrepreneurship play a vital role in facilitating the evolutionary process and growth of
the ﬁeld. The rigorous deﬁnition, quantiﬁcation, and evaluation of emerging
branches advances the ﬁeld in several ways: identifying emerging branches, discovering best practices, disseminating information about innovations, recommending new combinations, and promoting progress through professional
associations.
If the practice of entrepreneurship remains in a phase of rapid growth and
expansion, if the practice still presents a strong healthy marketplace of competing novel ideas, if the practice shows all indication of increasing strength, then
the study of entrepreneurship has a bright future.
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The vigorous nature of emerging branches of entrepreneurship – that is the
rate at which novel modes of undertaking entrepreneurial endeavors come about
– would indicate that the ﬁeld is still in a state of rapid growth and development.
The expanding base and evolution of branches demonstrate that the practice of
entrepreneurship is still on an upswing and has not yet found its plateau.
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OPPORTUNITY RECOGNITION

Introduction

O

P P O R T U N I T Y R E C O G N I T I O N ( O p R ) is a vitally important area

of entrepreneurship research. This is evidenced by a frequently cited
definition of an entrepreneur as someone “who perceives an opportunity and
creates an organization to pursue it” (Bygrave and Hofer 1991: 14). A recent
Academy of Management Review article also confirmed this when it stated, “We
define the field of entrepreneurship as the scholarly examination of how, by
whom, and with what effects opportunities to create future goods and services
are discovered, evaluated, and exploited” (Shane and Venkataraman 2000:
218).
Until recently, remarkably little research has been done on the topic of
opportunity recognition. Fortunately, signiﬁcant contributions have been made
in conceptualizing the phenomenon, and empirical studies have begun to generate new knowledge. This chapter endeavors to review several recent contributions to the opportunity literature and present a model of OpR, then to report
on two studies of OpR, and, ﬁnally, to discuss implications of OpR for entrepreneurs and entrepreneurship education.
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Literature review
Numerous scholars view opportunity recognition as a multi-staged and often
complex process. The process perspective of OpR has proved to be a fruitful
area of research because it acknowledges that OpR is a multifaceted phenomenon inﬂuenced by numerous factors. Long and McMullan (1984), for example,
proposed a model of the opportunity recognition process with four stages: prevision, point of vision, opportunity elaboration, and the decision to proceed.
Pre-vision is affected by both uncontrollable and controllable factors, such as
environmental and job forces, as well as venture alertness cultivation, moonlight venturing, and job selection. Ardichvili et al. (2003) suggest that the
opportunity identiﬁcation process begins when alert entrepreneurs notice
factors in their domain of expertise that result in the recognition and evaluation
of potential business opportunities.
Christensen et al. (1989) proposed a deﬁnition of opportunity recognition
that captures the essence of this concept. They suggested that opportunity
recognition consists of either perceiving a possibility to create new businesses,
or signiﬁcantly improving the position of an existing business, in both cases
resulting in new proﬁt potential (Christensen et al. 1989: 3). (The concept of
perceiving proﬁtable new business possibilities is the deﬁnition used in the
empirical analysis reported below.)
Bhave (1994), as part of his process model of venture creation, found two
types of opportunity recognition. The ﬁrst was externally stimulated opportunity
recognition, in which the decision to start a venture preceded opportunity recognition. The entrepreneurs in this study engaged in a search for opportunities by
ﬁltering through them, massaging ideas, and elaboration. The second was internally stimulated opportunity recognition. Here, entrepreneurs discovered problems to solve or needs to fulﬁll and only later decided to create a new venture.
Other scholarly research has also contributed to developing a process
approach to opportunity recognition. Kaish and Gilad (1991) found that entrepreneurs are opportunistic learners that pay special attention to risk cues about
new opportunities. Cooper (1981) suggested that entrepreneurs perceive
opportunities on the basis of an intuitive and informal feel for the market.
Stevenson et al. (1985) suggested that entrepreneurship is driven to a greater
extent by perception of opportunity than by resources controlled. Similarly,
Stevenson and Jarillo-Mossi (1986) view entrepreneurship as the process of creating value by combining resources to exploit an opportunity. These studies
suggest that opportunity recognition is a critically important aspect of the new
venture formation process.
A comprehensive model of opportunity recognition
Recently, a model of opportunity recognition was introduced that addresses the
OpR process (Hills et al. 1999). This approach suggests an OpR model based on
theory from the creativity and psychology literature. The proposed model
assumes that OpR is inherently a creative process. This is consistent with numerSelection and editorial matter © 2004 Harold P. Welsch;
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ous studies that have emphasized the essential role of creativity in entrepreneurship. In his seminal work, Schumpeter (1942) described entrepreneurship in
terms of creative destruction, whereby an innovation disrupts the equilibrium or
status quo in the marketplace, allowing the entrepreneur to earn a proﬁt. Long
and McMullan (1984) described OpR as a process involving iterations of creative
thinking. Christensen et al. (1994) discussed opportunity identiﬁcation as the creative stage of the entrepreneurial process. Others have described OpR as including the actual creation of a new venture (Bhave 1994; Hills 1995) when the
opportunity continues to be formalized on the basis of market feedback.
The elements of the creative process have been identiﬁed in several recent
scholarly studies of creativity. In his book, Creativity, Csikszentmihalyi (1996)
identiﬁed ﬁve basic elements – preparation, incubation, insight, evaluation, and
elaboration – that have emerged over years of research into creativity. Drawing
on this framework, we have identiﬁed ﬁve steps that can be divided into two
phases. The two phases correspond roughly to the discovery and evaluation
aspects of opportunity recognition identiﬁed by Shane and Venkataraman
(2000). Discovery consists of preparation, incubation, and insight; formation
involves evaluation and elaboration. The theoretical framework is illustrated in
Figure 6.1. In the sections that follow, existing OpR and new venture research
is reviewed brieﬂy to inform the discussion of each of the ﬁve dimensions. Table
6.1 summarizes key scholarly contributions to the OpR literature using the
creativity-based opportunity recognition framework.
Preparation
Preparation refers to the experience and knowledge that begins the OpR
process. Such preparation is typically viewed as a conscious effort based on
one’s interest and curiosity about a given domain (Csikszentmihalyi 1996). In
the context of OpR, preparation refers to the experience and prior knowledge
(Shane 2000) that an entrepreneur brings to the process. This is consistent with
research that indicates that more than 50 percent of start-up ideas emerge from
DISCOVERY

PREPARATION
• Deliberate
• Unintended

INCUBATION

FORMATION

INSIGHT
• “Eureka” experience
• Problem solved
• Idea shared

ELABORATION

EVALUATION

Figure 6.1 Creativity based model of entrepreneurial opportunity recognition
Source: Based on Hills, Shrader, and Lumpkin (1999).
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Table 6.1 Highlights of the opportunity recognition literature

Csikszentmihalyi
(1996)

Preparation

Incubation

Insight

Evaluation

Elaboration

Conscious or
subconscious
immersion in
problem(s)

Subconsciously
mulling things over

“Aha!” experiences
usually with a
cognitive shift

Consciously deciding
whether insight is
valuable and worth
pursuing

The process of actualizing
the creative insight

Kirzner (1979)

OR depends on
“entrepreneurial
alertness,” deﬁned as
the ability to notice
opportunities without
search

Long and McMullan
(1984)

Ad hoc or focused
search inﬂuenced by
controllable and
uncontrollable factors

Point of vision is the
sudden recognition of
a new possibility; an
“Aha!” experience

Koller (1988)

Work experience
and/or desire to be an
entrepreneur precede
conscious search or
passive discovery

Ideas recognized as
opportunities because
they use prior
experience

Teach et al. (1989)

Prior experience,
technology, and
market need precede
deliberate search or
accidental discovery
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Ampliﬁcation of vision Decision to proceed
to overcome major
objections; may
involve iterations of
creative thinking and
additional preparation

Some entrepreneurs
use formal evaluation,
while others eschew it

Kaish and Gilad
(1991)

Entrepreneurs are
more alert, rely on
non-traditional
information sources

Preparedness allows
entrepreneurs to
recognize
opportunities
spontaneously

Entrepreneurs rely
more on subjective
impression than
conventional economic
analysis

Gaglio and Taub
(1992)

Pre-recognition stew of environmental,
technological, social, economic, cultural,
and personal forces simmers over time

“Eureka!” experience
at moment of
recognition

Idea developed by
Decision to go, modify,
or quit
examining its value,
market potential, and
resource requirements

Bhave (1994)

External
circumstances and/or
desire to start
business motivate
conscious search

Opportunities
recognized and
ﬁltered; one selected

Opportunity reﬁned;
business concept
identiﬁed that
aligns skills and
resources with market
need

Christensen et al.
(1994)

Profound
technological and
market knowledge
required at creative
stage

Formal strategic
planning based on
feasibility and
desirability helps
evaluate opportunities,
set priorities, and in
implementation

Hills (1995); Hills
and Shrader (1998)

Alertness and making
time to think; speciﬁc
needs and market
knowledge mattered
more than work
experience

Business concepts
reﬁned through
informal intuitive
procedures
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Organization created and
gradually formalized on
the basis of customer
feedback

Once in the market, ﬁrm
must quickly adjust to
market requirements

Table 6.1 continued
Preparation

Incubation

Insight

Evaluation

Elaboration

Singh et al. (1999)
alertness and social
network affect
number of ideas and
opportunities
recognized

which ideas are
opportunities; more
evaluation needed
before decision to
proceed

De Koning (1999)

Ongoing information
scanning without a
speciﬁc objective
produces initial ideas

Sudden convergence
of ideas happens more
than once during
process

Gaglio and Katz
(2001)

Alertness to external
change, which can be
ignored, discounted,
or further examined

Breaks existing
means–ends
framework
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Thinking through,
talking, information
seeking, and resource
assessment are used
to develop concept

Commitment to create

a person’s prior work experience (e.g. Bygrave 1997; Ronstadt 1988).
However, since potential entrepreneurs may be unaware that they will someday
launch a new venture, the preparation is often neither systematic nor deliberate
but may simply be part of an individual’s life experience.
Numerous factors may contribute to preparation for OpR, including work
experience, technological and market knowledge, hobbies, and one’s social networks.
Incubation
Incubation is the part of the process that occurs when a person is thinking about
a problem or considering an idea. Discussions of the incubation phase often
make reference to a speciﬁc problem that someone is trying to solve. Csikszentmihalyi (1996: 79) states that during incubation, “ideas churn around below the
threshold of consciousness.” It does not, however, refer to conscious problemsolving or systematic analysis. Instead, it is typically an intuitive, non-intentional
style of considering possibilities or options. Incubation, because it involves the
intermingling of ideas in an unstructured fashion, is the stage of the process in
which the “new combinations” that Schumpeter (1942) emphasized might
emerge. Gaglio and Taub (1992) aptly described incubation as “simmering” of
the pre-recognition stew over time.
Insight
Insight refers to the point at which an entrepreneur consciously realizes that an
idea may indeed represent an entrepreneurial opportunity. Gaglio and Taub
(1992) referred to this as the “Eureka!” experience at the moment of recognition. Long and McMullan (1984) referred to it as an “Aha!” experience or “point
of vision.” Gaglio and Katz (2001) described this cognitive shift as one that
breaks existing mean–ends frameworks. Prior research suggests that entrepreneurs sometimes have the experience of being immediately conﬁdent that an
idea will work (Hills 1995). In other cases, a person gets an idea that solves the
problem he or she has been considering or incubating. Such creative insights are
common in studies of innovation (e.g. Amabile 1988). In some cases, potential
entrepreneurs become consciously aware of opportunities through their social
networks. Research indicates that entrepreneurs with wider networks of social
contacts identify more ideas and recognize more opportunities than entrepreneurs with fewer contacts (Singh 1998).
Evaluation
Formation is the phase in the process when insights are formed into viable businesses. In the context of launching new ventures, evaluation often involves
feasibility analysis. De Koning (1999) described a formation process whereby
potential entrepreneurs tested and reﬁned their ideas by talking through them
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with other people in their networks. In this phase of the process, ideas are also
put to the test via various forms of investigation, such as preliminary market
testing and ﬁnancial viability analysis (Bhave 1994; Gaglio and Taub 1992).
Long and McMullan (1984) suggest that entrepreneurs amplify a vision to overcome major objections through iterations of creative thinking and preparation.
The basic question is: “Is the business concept sufﬁciently valuable and worthwhile to pursue?” Neglecting this type of analysis is one of the frequently cited
reasons for new venture start-up failures (Vesper 1996).
Elaboration
Elaboration is the stage in which the creative insight is actualized. Csikszentmihalyi (1996) argues that elaboration is generally the most difﬁcult and time-consuming part of the process. Elaboration represents a continuation of the process
of business planning and may even extend into actual venture start-up. When a
business idea has survived the formation stage, this is the stage when problems
are resolved and many details are worked out through feedback and testing.
Bhave (1994) described how organizations are created and gradually formalized
on the basis of customer feedback. Furthermore, even after a venture has been
launched, the opportunity is often reﬁned or changed on the basis of the additional learning gained through actual trial and error. Hills (1995) and Hills and
Shrader (1998) found that, once they enter the market, new ventures must
quickly adjust to market requirements.
In summary, it should be noted that opportunity recognition is a recursive
process. Although the components of the model can be called “stages” of the
OpR process, it is important to note that they are not necessarily linear and may
not follow any predetermined sequence. This allows for numerous approaches
to OpR, which better reﬂects the equiﬁnality of the OpR process demonstrated
in the literature. Thus, the model of opportunity recognition presented here is
comprehensive enough to provide a robust framework for studying this
complex phenomenon, while at the same time its ﬁve components are simple
and parsimonious.
Opportunity recognition behaviors
To address the issue of how entrepreneurs think about the OpR process, we
investigated how entrepreneurs perceive opportunity recognition. Our overall
research objective was to ask: how do the entrepreneurs’ perceptions of the
nature and importance of opportunity recognition inform us about how to teach
this topic to entrepreneurship students and improve the practices of entrepreneurs? The 218 entrepreneurs in our sample included highly successful
entrepreneurs, that is, those who have qualiﬁed to be included in the Chicago
Area Entrepreneurship Hall of Fame, and a group of representative entrepreneurs, that is, a randomly selected group of business owners with substantial
track records. Although the ﬁndings from these two groups are very similar, we
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will also point out differences in the two groups and how those differences
might provide clues for understanding the opportunity recognition aspects of
entrepreneurship.

Methodology
Sample and procedures
Two groups of entrepreneurs were surveyed for this research project. In one
segment, a group of exceptionally successful entrepreneurs in the seven-county
Chicago area was identiﬁed. Over a three-year period, more than 100 entrepreneurs were searched for and identiﬁed, both for this study and to be inducted
into the Chicago Area Entrepreneurship Hall of Fame. Several steps were used to
qualify an entrepreneur for inclusion into the Hall of Fame. Leading criteria for
selection into the Hall of Fame included innovativeness, sales growth, and
performance. The ﬁnal selection was made by a panel of highly professional
judges. The individuals selected are stellar entrepreneurs by any measure.
A total of 53 participated in this study and are referred to as “HFE” in Tables
6.2 and 6.3. Although the HFE companies ranged in size from $1.45 million to
$448 million in annual revenues and employed between nine and 5,118 people,
it should be noted that 39 percent had revenues between $5 million and $20
million and another 15 percent had sales between $21 million and $50 million.
The mean values for this entrepreneurial sample were $42 million in annual revenues and 371 employees.
Data for the second segment of the study were collected by mail survey of
business owners/entrepreneurs in the seven-county Chicago area, yielding a
comparative representative sample. The sampling frame for this portion of the
study was obtained from Dun and Bradstreet. The list included a randomly
selected set of 1,500 organizations (from a total of 18,000) with revenues
between $5 million and $100 million. A cover letter and questionnaire were
mailed to 1,419 entrepreneurs. Eighty-one were eliminated either because their
business entity was a non-proﬁt organization or because the contact individual
was not the owner, president, or CEO. Following the ﬁrst mailing, another 128
of the 1,419 in the sample were eliminated because:
1
2
3

the ﬁrm had either moved or gone out of business,
the individual surveyed was no longer with the ﬁrm,
the business entity was a non-proﬁt organization.

This left a total potential sample of 1,291 businesses. Following the mail
survey and one postcard follow up, 187 useable surveys were returned for a
response rate of 14.5 percent. Six franchisees and respondents who were not
founders or co-founders were deleted, leaving 165 respondents who were
entrepreneurs. Then, respondents were compared with non-respondents; this
revealed that there was little difference between the two groups. In Tables 6.2
and 6.3, the sample of representative entrepreneurs is referred to as “RE.” The
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Table 6.2 Opportunity recognition behaviors: Hall of Fame Entrepreneurs (HFE) and Representative Entrepreneurs (RE)
Item

HFE

RE

n

(0%) (1–2%) (3–4%) (5–10%) (⬎10%)

(0%) (1–2%) (3–4%) (5–10%) (⬎10%)

How many new, major business opportunities have you
pursued (invested time and money) in the last ﬁve years?

2

29

33

24

12

1

30

29

27

13

How many of these new business opportunities can be
said to be successes?

4

40

40

12

4

7

51

23

15

3

How many of these new business opportunities were
unrelated to the existing business at the time?

28

42

21

9

0

56

30

10

2

2

Note
n ⫽ 53 HFEs, 165 REs.
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Table 6.3 Key opportunity recognition behavior ﬁndings
Item

HFE

REI

n

(SA %) (PA %) (N %) (PD %) (SD %) Mean (SA %) (PA %) (N %) (PD %) (SD %) Mean
1 New business opportunities often arise in
connection with a solution to a speciﬁc
problem.

53

41

2

2

2

1.60 56

39

3

2

0

1.51

2 I listen extremely well to what customers say
they want and don’t want as a way of
identifying opportunities.

61

23

10

6

0

1.61 67

24

6

3

0

1.44

3 Being creative is very important to
identifying business opportunities.

50

40

8

2

0

1.63 58

30

6

4

1

1.60

2

13

11

17

57

3

9

15

25

48

4.05

5 Identifying opportunities is really several
learning steps over time, rather than a
one-time occurrence.

44

42

10

0

4

1.78 61

31

5

2

1

1.50

6 Our company experiments with new
venture ideas which result in both failures
and successes.

40

42

8

4

6

1.92 35

42

13

9

1

1.99

7 Other people bring new venture business
ideas to me.

25

35

23

13

4

2.35 14

44

26

11

5

2.49

4 I am not a very creative person.

4.15

Notes
SA ⫽ strongly agree ⫽ 1; PA ⫽ partly agree ⫽ 2; N ⫽ neutral ⫽ 3; PD ⫽ partly disagree ⫽ 4; SD ⫽ strongly disagree ⫽ 5.
n ⫽ 53 HFEs, 165 REs.
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RE executives’ companies ranged in size from $3 million to $100 million in
annual revenues and employed between 2 and 1,100 people. The mean values
for this entrepreneurial sample were $16.7 million in annual revenues and 121
employees.
Research instrument and analysis
Five focus groups were conducted, yielding a rich discussion of opportunity
recognition and related issues used in the questionnaire design. In addition to
numerous new survey items, the questionnaire replicated and modiﬁed selected
items from previous studies by Teach et al. (1989), Christensen and Peterson
(1990), and Kaish and Gilad (1991). The questionnaire was extensively pretested in the focus groups as well as in a convenience sample of 47 business
owners (not reported here). Frequency analysis was used to explore characteristics and differences between the two sets of entrepreneurs studied. T-tests
were used to compare the means of responses.
Findings
Table 6.2 indicates that both groups of entrepreneurs have considerable
experience with opportunities. Nearly all of them have pursued major, new
business opportunities in the past ﬁve years, with approximately one-third of
both groups having pursued three to four opportunities and another quarter
having pursued ﬁve to ten opportunities. Note that 12 percent and 13 percent,
respectively, pursued more than ten major, new business opportunities in the
last ﬁve years.
Although the success rates are by deﬁnition lower than the sheer pursuit of
opportunities, 16–18 percent of the HFE and RE samples had ﬁve or more successes and 74–80 percent had one to four successes. Forty percent of the HFEs
had three to four successes as compared with 23 percent of the REs. But this is
the only notable difference concerning successes. It is striking that so many of
the opportunities pursued were unrelated to their existing businesses: this is
more often the case for the HFEs than for the REs. Tables 6.2 and 6.3 reveal
several important insights for entrepreneurs. Practical implications and implications for entrepreneurship education are discussed further in the next sections.
Practical implications
Implication 1: opportunity recognition is inherently a creative
process
Opportunity recognition involves a high degree of creativity. Table 6.3 indicates
how strongly successful entrepreneurs associate creativity with opportunity
recognition. Many scholars have acknowledged that creativity is essential to
entrepreneurship and strong creativity skills are often associated with effective
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problem-solving (e.g. Senge 1990). Along with attributes such as imagination
and spontaneity that are typically associated with creativity, other traits that are
usually considered good for business also indicate high levels of creativity – selfconﬁdence, resourcefulness, enthusiasm, and independence (Barron and Harrington 1981).
The importance of creativity has several implications for entrepreneurs.
First, they must take steps to create an environment that is open and receptive
to creative thought. This applies to entrepreneurs themselves as well as the
people who work for them. An environment that is free of criticism and conducive to “out of the box” thinking may stimulate creative problem-solving.
Second, if entrepreneurs do not consider themselves to be creative, they need
to surround themselves with creative people who can enhance their opportunity
recognition process.
Implication 2: opportunity recognition involves experimentation
All new ventures and innovative activity involves trying novel ideas that are
unproven. This is a normal part of opportunity recognition as well. In fact,
Vesper (1996) suggests that one way to test the viability of a business concept is
to launch the business and see what happens. He recommends this in the
context of ventures that have few start-up costs and low downside risks. The
cost of launching such a business may actually be less than the cost of extensive
market research and/or product testing that may be required to get some small
businesses started.
Table 6.3 shows that more than 80 percent of the entrepreneurs experimented with new ideas, some of which were failures. This has important
implications – entrepreneurs must not be afraid to make mistakes. Failures and
false starts are a normal part of the OpR process, and the knowledge gained
from such experiences often leads to future gains that are more solid. As Ronstadt (1988) has found, entering into a new business – even if it is not initially
successful – opens doors and generates possibilities that may not have been
apparent before.
Implication 3: high levels of domain knowledge enhance
opportunity recognition
Most models of OpR emphasize the importance of preparation in opportunity
recognition. Entrepreneurs with prior knowledge of a given domain are alert to
opportunities in that business environment. Venture capitalists, when asked
about the reasons for the rash of dot.com failures, stated that most of the new
Internet-based businesses had been founded by entrepreneurs with a high degree
of technical skill but insufﬁcient domain knowledge – they were not prepared to
run the businesses they had started because they did not know the industry or
the competition.
Two implications that are especially salient can be drawn from these facts.
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First, entrepreneurial ventures, no matter how exciting or fast growing they
may seem, must acknowledge the rules of enterprise and business “wisdom” that
apply to the industry and competitive environment in which the ventures are
launched. Knowledge in a speciﬁc domain is required. Second, in opportunity
recognition, as with all ﬁelds of business, there is no substitute for experience.
Entrepreneurs who know a business domain will have a better chance of correctly recognizing opportunities than those who have no experience in the
domain.
Implication 4: “good ideas” must be formed into viable business
opportunities
Many entrepreneurship scholars agree that reﬁning business ideas and investigating their feasibility is a critical pre-launch activity. Not every “good idea” is
going to result in a viable business. Timmons (1994) suggested that recognizing
opportunity involves:
1
2
3

evaluating the potential opportunity itself,
assessing the skill set and readiness of the entrepreneurs who might pursue
it, and
ensuring that the necessary resources are available to sustain the venture
launch.

Long and McMullan (1984) argued that opportunities are formed by reﬁning ideas using elaboration and evaluation processes aimed at overcoming major
objections to the venture idea.
Entrepreneurs need to recognize that most opportunities take time to
emerge. Singh (1998) found that only a small portion of entrepreneurs proceeded directly from a business insight to the launch of that insight as a viable
business. Entrepreneurs who evaluate ideas more closely may launch fewer
businesses than those who do not take time to evaluate, but the businesses that
are launched with evaluation are more likely to be successful than those that are
launched without evaluating potential problems and risks.
Implications for entrepreneurship education
Implication 1: opportunity recognition is not industry or
business speciﬁc
The information in Table 6.2 suggests that the opportunity recognition process
occurs among entrepreneurs regardless of the business or industry environment
in which they are currently engaged. Entrepreneurs are continually pursuing
new business opportunities. Thus, the OpR process is ongoing – over one-third
of the respondents in both samples indicated that they pursued at least one business opportunity per year on average. Although some prior research suggests
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that most opportunities arise from prior work experience, our results indicate
that this is true in only about half of all cases. Such pursuits are not always speciﬁc to the entrepreneurs’ existing enterprises – nearly half of all new
opportunities pursued were unrelated businesses.
This suggests that teaching opportunity recognition skills is a particularly
important component of entrepreneurship education. In fact, it can be argued
that OpR skills stand alone as a topic of interest for educators because they are
such a pervasive aspect of what business owners do.
Implication 2: opportunity recognition is problem and/or
customer speciﬁc
Table 6.3 suggests that most opportunities are recognized in connection with a
speciﬁc problem or need that has been identiﬁed among customers. More than
90 percent of the entrepreneurs surveyed strongly agree with these statements.
The intensity of the responses suggest that the probability of entrepreneurial
success may come from commercializing a solution to a heartfelt problem rather
than following the conventional wisdom of merely satisfying a need. This leads
to one important conclusion for an entrepreneurship educator: to enhance the
probability of success, seek to recognize solvable problems that represent commercializable opportunities.
Two other suggestions emerge from these conclusions as well. One is to use
a case-based approach to teaching entrepreneurship. Because cases generally
present speciﬁc situations that need to be analyzed, a case approach permits students to be speciﬁc in their approach to OpR. A second implication is that the
opportunities that are central to the entrepreneurial process can be identiﬁed by
maintaining a market orientation. That is, focusing on customer needs and
guiding a new venture by a customer orientation is likely to enhance overall
success. It is also, according to the entrepreneurs surveyed, a very strong source
of new venture opportunities.
Implication 3: teaching creativity skills can enhance
opportunity recognition
The entrepreneurs’ perspective on creativity is particularly interesting. Table
6.3 suggests that creativity is an essential aspect of opportunity recognition – 50
percent or more of both entrepreneurial samples strongly agree that it is very
important. In addition, most of the entrepreneurs consider themselves very creative. Because they are obviously quite successful, this response suggests that
they owe their success, at least in part, to their creative ability.
Thus, the opportunity recognition process could be enhanced by encouraging students to be more creative and by teaching the elements of creativity. That
is, entrepreneurship educators could strengthen opportunity recognition skills
by giving students an ability to think creatively, to speculate on opportunities
and business conditions in an “out of the box” fashion, and to learn the art of
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creative leadership. This could enhance their ability to see opportunities that
might not be apparent to untrained entrepreneurs or to those who may not
regard themselves as creative.

Implication 4: experimentation and learning are essential to
opportunity recognition
Table 6.3 suggests that opportunity recognition is more than just an “Aha!”
experience. Although intuition and gut feel are very important to the entrepreneurial process, sometimes opportunities become apparent only after a
period of experimentation or a series of failures. Ninety-two percent of the
REs and 86 percent of the HFEs agreed that identifying opportunities takes
several learning steps over time, rather than being a one-time occurrence.
Opportunity recognition is a process that occurs over time and should be
approached accordingly.
This ﬁnding is particularly important among students who have expectations
of instant success. This suggests that a classroom environment that invites
experimentation would enhance understanding of the opportunity recognition
process. For example, it might be effective to create an exercise in which
several alternatives are regarded as “correct” but an iterative, experimental
process is required to uncover all valid conclusions. Students would need to go
back and re-examine their decisions and their results over and over again until
they understood what the elements of success are. Such continual learning via a
trial-and-error approach could be used to help students understand the dynamics of opportunity recognition.

Implication 5: networking enhances the opportunity recognition
process
Among successful entrepreneurs, a network of friends and associates who bring
ideas to their attention is important to OpR. Table 6.3 indicates that a majority
of entrepreneurs acknowledge the importance of other people in recognizing
opportunities. Interestingly, the very successful HFEs were more strongly in
agreement with this statement than the REs, which suggests that relying on
other people for business ideas may be one of their keys to success.
This ﬁnding suggests that entrepreneurship educators might beneﬁt from
giving students more opportunities to network with colleagues and other entrepreneurs. Such networking is often a common part of a college or university
experience; this ﬁnding suggests that networking opportunities should involve
more depth in terms of learning what opportunities are available in the marketplace. This could take the form of sponsoring business planning activities that
result in bona ﬁde plans actually presented to real ﬁnanciers, and setting up
mentoring programs and in-depth internships with ﬁrms engaged in pursuing
new venture opportunities.
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Conclusion
Opportunity recognition is central to entrepreneurship. In this chapter, we have
outlined scholarly contributions to the study of OpR and presented empirical
evidence of the importance of OpR among two groups of entrepreneurs.
Numerous issues related to the OpR process have been explored in terms of
their practical implications for entrepreneurs and entrepreneurship education.
Finally, we have presented a comprehensive creativity-based model of
opportunity recognition. Our model attempts to demonstrate how opportunity
recognition is essentially a creative process. Future research is called for in
order to better understand the OpR process and, with that understanding, to
train and support working and prospective entrepreneurs.
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THE EMERGENCE OF
ENTREPRENEURIAL MARKETING:
NATURE AND MEANING

T

H E C O N T E M P O R A R Y B U S I N E S S environment can be characterized
in terms of increased risk, decreased ability to forecast, ﬂuid ﬁrm and
industry boundaries, a managerial mindset that must unlearn traditional management principles, and new structural forms that not only allow for change,
but also help create it (Hitt and Reed 2000). What are the implications of the
new competitive landscape for marketing? Do roles and responsibilities of the
marketing function change under such circumstances?
Recent years have witnessed the application of a number of adjectives to the
concept of marketing, including “guerrilla,” “proactive,” “subversive,” “expeditionary,” and “radical.” At the same time, marketing curricula are increasingly
embracing modules or courses on creativity and innovation, and interest in the
marketing/entrepreneurship interface is strong among academics. The purpose
of this chapter is to systematically assess these developments, and, more speciﬁcally, to critically examine the concept of “entrepreneurial marketing” (see also
Morris et al. 2002). This term will be used as an umbrella to capture a new conceptualization of marketing.
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Contemporary deﬁnitions of marketing and
entrepreneurship
Prevalent conceptualizations of marketing center on a set of activities that facilitate exchange relationships: “Marketing is the process of planning and executing
the conception, pricing, promotion and distribution of ideas, goods and services
to create exchanges that satisfy individual and organizational goals” (Bennet
1988: 2). Marketing activities are generally organized into four interrelated
categories: product, price, promotion, and distribution, or the marketing mix.
Virtually any controllable mechanism for facilitating transactions or creating
customer value will fall into one of these categories. The challenge of strategic
marketing is to blend the elements of the marketing mix in a fashion that reﬂects
the needs of key target customer audiences, while also enabling the ﬁrm to differentiate itself from competitors on a sustainable basis. Moreover, the mix elements are adapted over time to reﬂect changing market dynamics as products
evolve through lifecycles.
Turning to entrepreneurship, Stevenson et al. (1989) deﬁne it as “the
process of creating value by bringing together a unique package of resources to
exploit an opportunity.” The process includes the set of activities necessary to
identify an opportunity, deﬁne a business concept, assess needed resources,
acquire those resources, and manage and harvest the venture. Entrepreneurship
has three underlying dimensions: innovativeness, risk-taking, and proactiveness
(Covin and Slevin 1994; Miller and Friesen 1983). Innovativeness refers to the
seeking of creative, novel solutions to problems and needs. It includes the
development of new products and services, as well as new processes and technologies for performing organizational functions. Risk-taking involves the willingness of managers to commit signiﬁcant resources to opportunities having a
reasonable chance of costly failure. The risks are calculated and manageable.
Proactiveness is concerned with implementation, making events happen through
whatever means are necessary. It frequently entails breaking with established
ways of accomplishing a task, and implies considerable perseverance, adaptability, and a willingness to assume responsibility for failure. To the extent that an
undertaking demonstrates some amount of innovativeness, risk-taking and
proactiveness, it can be considered an entrepreneurial event and the person
behind it an entrepreneur. Further, any number of entrepreneurial events can
be produced by a person or organization in a given time period. Accordingly,
entrepreneurship is a question of “degree” (how innovative, risky, and proactive
are the events?) and “frequency” (how many entrepreneurial events are
pursued?) (Morris 1998).
Attention to the marketing and entrepreneurship
interface
An examination of the marketing–entrepreneurship interface suggests two
major subject areas for investigation. The ﬁrst of these can be termed the role of
marketing in entrepreneurship. This aspect of the interface is concerned with
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the application of marketing tools, concepts, and theory in supporting new
venture creation and small business growth. This area has received considerable
attention over the past decade.
The second dimension of the interface can be termed the role of entrepreneurship in marketing, and is our focus here. It represents an exploration of
ways in which entrepreneurial attitudes and behaviors can be applied to the
development of marketing programs. An example of an issue in this area is a
stream of articles exploring the relationship between the marketing orientation
and the entrepreneurial orientation of a ﬁrm. Empirical work has consistently
demonstrated a signiﬁcant relationship between these two orientations, and
between each of these orientations and company performance (e.g. Jaworski
and Kohli 1993; Morris and Paul 1987; Slater and Narver 1995). One interpretation of these ﬁndings is that the two orientations might not only be related,
but they may actually be part of a single, overriding organizational philosophy
(Deshpande et al. 1993).
In general, however, the marketing discipline has largely ignored a role for
entrepreneurship. Notably lacking from the deﬁnition of marketing endorsed by
the American Marketing Association is any responsibility for entrepreneurial or
innovative behavior. Similarly, an examination over a ten-year period of the
top-ranked research questions appearing in “Research Priorities,” published
annually by the Marketing Science Institute, suggests that issues of innovativeness, risk-taking, and proactiveness are largely ignored. The exception is an
emphasis on “successfully introducing really new products.” In a related vein,
Morris and Hills (1992) conducted a review of journals and leading textbooks in
the ﬁeld. Their content analysis revealed a striking lack of material devoted to
issues of innovativeness, risk-taking, and proactive behavior. A more recent
examination of books published in the past three years by the authors indicates
the ﬁndings of Morris and Hills continue to apply. Historically, Alderson (1965)
was one of the few scholars to stress innovation as an integral component of the
marketing function. His ideas were largely ignored, and the more prevalent
tendency was to separate marketing from innovation (e.g. Levitt 1962). This
separation, whether implicit or explicit, has hindered the ongoing advancement
of the discipline.
The trouble with marketing: prevalent criticisms
In recent years, marketing practitioners have been subject to a variety of criticisms. Examples of concerns include an overreliance on established rules of
thumb, encouragement of formula-based thinking, lack of accountability (especially in a time of diminishing returns on conventional marketing expenditures),
an emphasis on the so-called supporting elements of the marketing mix (e.g.
promotion) over product value, a focus on the superﬁcial and transitory whims
of customers, a tendency to imitate instead of innovate, concentration on selling
products instead of creating markets, and the pursuit of short-term, low-risk
payoffs (Hamel and Prahalad 1992; Moorman and Rust 1999; Webster 1997).
As early as 1981, Webster (p. 11) surveyed senior managers and found that
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marketers were perceived to be “not sufﬁciently innovative and entrepreneurial
in their thinking and decision-making.”
For their part, academics have been criticized for research that contributes
little to marketing practice. As ﬁrms ﬁnd themselves operating in increasingly
turbulent environments, the relevancy of theoretical, conceptual, and empirical
research in marketing appears less consequential and more problematic. Deshpande (1999) suggests that scholars are addressing quite mundane issues, frequently of a tactical sort, with an increasing focus on narrower and narrower
deﬁnitions of problems. Srivastava et al. (1998) conclude that marketing theory
fails to connect marketing to cross-functional business practices and to the cash
ﬂow consequences of marketing actions. As a result, some worry that the marketing discipline is being marginalized, losing control of the important research
agendas, and becoming responsible only for tactical implementation of the marketing mix elements (Day and Montgomery 1999).
A number of observers have concluded that marketing must move in
signiﬁcant new directions. Speciﬁc calls are made for marketers to embrace a far
more cross-functional, cross-border, and cross-disciplinary orientation (Deshpande 1999; Kinnear 1999). A recurrent theme concerns the need to embrace
strategic relationships, alliances, and networks as opposed to simple
buyer–seller exchanges. As a case in point, Achrol and Kotler (1999) claim that
a knowledge-driven economy produces structural upheaval in ﬁrms, ultimately
resulting in the creation of organizations that must operate within three levels of
networks: internal, vertical, and intermarket. Changes in marketing’s role at
each level will be radical and pervasive. Other scholars have argued for a basic
redeﬁnition of the discipline. Simmonds (1986) proposes that marketers be
engaged in an ongoing process not only of identifying change opportunities, but
of inducing continual change in their organizations and the marketplace. The
basic role of the marketer becomes “organized rational innovation.” Bonoma
(1986) notes that marketing is a boundary function, responsible for interacting
with key components of the environment on a regular basis. As these components become more dynamic and complex, boundary functions are forced to
become more ﬂexible and opportunity-driven. Murray (1981) concluded that
marketing must become the natural “home” for the entrepreneurial process in
ﬁrms.
Toward entrepreneurial marketing: the emergence of
alternative conceptualizations
A variety of perspectives have emerged in both the trade and academic literatures concerning a different role for marketing in ﬁrms. While others exist, six
of these perspectives are summarized in Table 7.1, and discussed in this section.
Perhaps the most widely known of these efforts is the work of Levinson
(1998). He introduces the term “guerrilla marketing” to refer to an approach
that relies on bootstrapping, creative use of available resources, and a highly targeted mix of innovative communications techniques. Levinson’s grassroots
approach is more tactical than strategic, concentrates more on promotional
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Table 7.1 Six perspectives on the emerging nature of marketing
Guerrilla marketing (Levinson 1998)

Radical marketing (Hill and Rifkin 1999)

쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌

Low-cost but effective communications.
Doing more with less.
Cooperative efforts.
Leveraging resources.
Tapping under-utilized resources.
Using alternative channels.
Using alternative media.
Networking.
Less use of money, more investment of
time, energy, imagination.
쐌 Acute focus in terms of products and
services.

쐌 Strong visceral ties with target
audience.
쐌 Focus on growth and expansion rather
than proﬁt-taking.
쐌 Maximal exploitation of very limited
marketing budget.
쐌 Small, ﬂat marketing department.
쐌 Redeﬁne the competitive rules;
challenge the conventional wisdom of
the industry.
쐌 CEO owns the marketing function.
쐌 Cautious use of marketing research.
쐌 Passion drives the ﬁrm’s marketing
approach.

Expeditionary marketing (Hamel and
Prahalad 1992)

Subversive marketing (Bonoma 1986)

쐌 Escape tyranny of served market.
쐌 Continuous search for innovative
product concepts.
쐌 Overturning price/performance
assumptions.
쐌 Leading rather than following
customers.
쐌 More new product innovations
introduced faster and targeting an
array of niches.
쐌 Tolerance of failure.

쐌 Undermining company structures to
implement new marketing practices.
쐌 Individual behavior that is aggressive
and action-oriented.
쐌 Working around the ofﬁcial budget.
쐌 Rewards and resources based on merit.
쐌 Leveraging resources from inside and
outside the ﬁrm.
쐌 Use of entrepreneurial role models.
쐌 Creative use of resource slack.
쐌 Reliance on informal networks.
쐌 Inventive approaches to obtaining key
data and monitoring performance.

Environmental marketing management
(Zeithaml and Zeithaml 1984)

Proactive marketing (Davis et al. 1991)

쐌 Reduce dependency on key external
entities.
쐌 Marketing’s role is to manage and
lessen environmental uncertainties.
쐌 Proactive, opportunistic management
rather than a reactive and adaptive role
for marketing.
쐌 Efforts to initiate change and redeﬁne
operating conditions in the ﬁrm’s
external environment.
쐌 Removal of constraints on marketing
function and limits on organization.

쐌 Marketing’s role is to effect and
manage change.
쐌 Marketers strive to redeﬁne the
product and market context within
which the ﬁrm operates.
쐌 An emphasis on unproven wants, new
market segments, new technologies,
and continuous innovation in all areas
of the marketing mix.
쐌 Responsibility for ongoing
identiﬁcation of novel sources of
customer value.
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tools than other marketing variables, and is intended for those starting and
running small businesses. A genre of similar books have appeared in recent years
with such titles as Marketing on a Shoestring (Davidson 1994) and Off-the-Wall
Marketing Ideas (Michaels and Karpowicz 2000). These writings are ﬁlled with
creative examples of guerrilla ideas. Even so, guerrilla approaches have experienced widespread adoption by both small and larger companies (Neff and
Thompson 2000). More recently, variations on the guerrilla theme termed
“buzz marketing” and “viral marketing” have received signiﬁcant attention from
large ﬁrms, advertising agencies, and consulting houses (Gladwell 2000; Rosen
2000). Buzz and viral approaches build on innovation diffusion principles and
the concept of lateral rather than vertical communication. They were employed
in the successful marketing efforts of Hotmail.com, eBay.com, Vespa Scooters
and the movies The Blair Witch Project and A.I. Artiﬁcial Intelligence. And yet, academic researchers have largely ignored the concept of guerrilla marketing,
perhaps questioning both the intellectual substance and the potentially faddish
nature of a concept rooted in popularized trade books.
Hill and Rifkin (1999) use the term “radical marketing” to describe a set of
approaches that challenge the status quo. They seek to ﬁnd commonalities
among unconventional but highly successful marketing methods of such companies as Snap-On Tools, Harley Davidson and Providian. Examples of these
commonalities include the CEO owning the marketing function, strong visceral
ties with one’s target audience, and the creation of a “community” of customers,
a promotional mix centered around one-to-one customer communication, and
rejection of the prevalent industry logic regarding salient product attributes,
pricing methods, or distribution philosophy. These authors focus more on midsized and larger companies, initiatives that tend to be more strategic in nature,
and aspects of company philosophy and orientation. They stress the roles of
passion and core values in marketing efforts.
Hamel and Prahalad (1992) suggest the term “expeditionary marketing” to
describe the role of marketers in creating markets ahead of competitors. In their
conceptualization, marketing serves to identify unarticulated needs of customers
and new potential functionalities of products, extending the ﬁrm’s “opportunity
horizon.” They stress the need to reject prevailing industry assumptions regarding price/performance trade-offs. Further, marketers must lead customers
while also managing the risks inherent in innovative activity.
In discussing “subversive marketing,” Bonoma (1986) refers to the need for
marketers to undermine company structure and process in order to implement
innovative marketing practices. The essence of his argument is that organizations come to rely on well-tested guidelines, rules of thumb, and ﬁxed
assumptions that work well under a given set of environmental conditions. Reasonably stable conditions allow marketers to build structures that reinforce
useful habits and routines, and help ensure consistency in quality, costs, and
service levels. However, management tends to remain loyal to these guidelines
even as fundamental changes occur in the external environment. With the onset
of such change, marketing routines actually become hurdles that obstruct appropriate adaptation. Serious damage is done to the ﬁrm’s competitive position
unless marketers are willing to bend or break rules, work around the ofﬁcial
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budget, leverage resources from inside and outside the ﬁrm, and develop inventive approaches to obtaining otherwise unavailable key performance data.
Changing environments is a theme of Zeithaml and Zeithaml (1984), who
suggest that marketing as conventionally construed is fairly deterministic. A
typical organization seeks to establish customer wants, and then structures
company goals and operations to provide the desired product better than competitors. In effect, marketing begins with a set of environmental constraints that
are pre-deﬁned for the company. Marketing intelligence provides inputs that
allow the marketer to analyze forces in the environment and then implement
changes that enable the ﬁrm to adapt to these forces. Zeithaml and Zeithaml
propose that marketing theory should explicitly reject this approach and adopt a
proactive, entrepreneurial orientation to the management of environmental
conditions. They emphasize the need to lead customers and markets, and to
redeﬁne critical aspects of the external operating environment.
A ﬁnal perspective can be found in the work of Davis et al. (1991) who
provide empirical support for a contingency view of the role of marketing.
Under placid environmental conditions, ﬁrms can concentrate on incremental
improvements to their methods of satisfying existing customer needs. Alternatively, when the environment is characterized in terms of stronger interdependencies among ﬁrms, marketers must focus attention on anticipating and quickly
responding to the moves of competitors. However, to the extent that environments are fairly turbulent, marketing managers must take responsibility for
introducing greater levels of entrepreneurship into all aspects of the ﬁrm’s marketing efforts. They must assume responsibility for redeﬁning the product and
market context within which the ﬁrm operates.
An assessment of these various perspectives suggests some commonalities,
with consistent emphasis given to:
a
b
c
d
e

efﬁciency in marketing budgets;
leveraging of resources;
rejection of conventional approaches to marketing variables;
ongoing product/service innovation; and
leadership of customers and an ability to affect change in the environment.

Given these commonalities, it is our contention that these perspectives represent the foundation for an alternative concept of marketing.
Specifying the concept of entrepreneurial marketing
The term “entrepreneurial marketing” is proposed as an integrative concept for
conceptualizing marketing in an era of information intensity and ongoing change
in the environmental context within which ﬁrms operate. It can be deﬁned as
“the proactive identiﬁcation and exploitation of opportunities for attracting and
retaining customers through innovative approaches to risk management,
resource leveraging and value creation.” Entrepreneurial marketing (EM) represents an opportunistic perspective wherein the marketer is not simply responsible
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Figure 7.1 Five elements comprising the conceptualization of entrepreneurial
marketing

for communication activities, but with continually discovering new sources of
value for customers and new markets for the ﬁrm. Value is created through
approaches to the elements of the marketing mix that challenge prevailing
industry assumptions. Importantly, EM represents a different approach to envisioning the business itself, its relationship with the marketplace, and the role of
the marketing function within the ﬁrm. As illustrated in Figure 7.1, EM consists
of six underlying dimensions.
Customer intensity
While largely ignored in marketing theory, there is an emotional aspect to the
successful market positioning of such companies as Harley Davidson, Southwest
Airlines and Snap-On Tools. Southwest is a case in point. They use the concept
of “spirituality” to capture profound convictions regarding the role of the
employee, the nature of the customer experience, and how the two are interrelated. As Hamel and Prahalad (1994: 128) note: “Getting to the future ﬁrst is
more a function of resourcefulness than resources . . . Resourcefulness stems
not from an elegantly structured strategic architecture, but from a deeply felt
sense of purpose, a broadly shared dream, a truly seductive view of tomorrow’s
opportunity.” We propose the term “customer intensity” to capture a sense of
conviction, passion, zeal, enthusiasm, and belief in where marketing is attempting to take the ﬁrm and how it plans to get there. Beyond bringing technical
competence to the marketing task, entrepreneurial marketers bring intensity;
they reinforce the need for all employees to identify at fundamental levels with
the ﬁrm’s products and brands, and ultimately with the ﬁrm’s value proposition.
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Sustainable innovation
Sustained innovation involves the ability to maintain a ﬂow of internally and
externally motivated new ideas, where these ideas are translatable into new
products, services, processes, technology applications, and/or markets (i.e. an
“innovation factory”). A range, or continuum, of possibilities exists, from new
to the world products to product improvements and new applications, to new
processes. Marketing plays an integral part in sustainable innovation, with roles
ranging from opportunity identiﬁcation and concept generation to technical
support and creative augmentation of the ﬁrm’s resource base. Within marketing operations, process innovation becomes a cornerstone. Managers continually champion new approaches to segmentation, pricing, use of the brand,
packaging, customer-relationship management, customer credit, logistics, customer communication, service levels, and so forth.
Opportunity driven
Firms must strike a balance in innovation activities between pioneering initiatives that lead the market and quick, creative adaptation to changes in market
circumstances. Stevenson et al. (1989) propose a continuum of managerial
approaches, ranging from a continuous emphasis on pursuing opportunity
regardless of resources currently controlled (i.e. entrepreneurial behavior) to a
focus on the efﬁcient utilization of existing resources (i.e. administrative behavior). Opportunities represent unnoticed market positions that are sources of
sustainable proﬁt potential. They derive from market imperfections, where
knowledge about these imperfections and how to exploit them distinguish
entrepreneurial marketing. The availability of opportunities tends to correlate
with rates of environmental change, indicating a need for marketers to engage in
heightened levels of both active search and discovery. Further, exploitation of
opportunity entails learning and ongoing adaptation by marketers before,
during, and after new concept implementation.
Calculated risk-taking
Risk-taking involves a willingness to pursue opportunities having a reasonable
chance of producing losses or signiﬁcant performance discrepancies. The
emphasis is on moderate and calculated risks. EM does not entail reckless
decision-making, but rather, a reasonable awareness of the risks involved and an
attempt to manage such risk factors. These risks are reﬂected in the various
resource allocation decisions, as well as in the choice of products, services, and
markets to be emphasized. Hamel and Prahalad (1991) conclude that by innovating more, with market incursions that involve exploring multiple niches, a
ﬁrm actually reduces its risk proﬁle to a more manageable level. This approach
requires a systematic approach to organizational learning. Properly designed
marketing intelligence systems can allow companies to quickly determine what
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works and what does not in a given entrepreneurial endeavor, and translate
these lessons to other endeavors.
Every ﬁrm has a risk proﬁle, although often not explicitly formulated. This
risk proﬁle evolves over time. Marketing has a responsibility for developing a
keen grasp on this proﬁle and for managing risks in a manner that reﬂects the
proﬁle. Risk management is accomplished with a range of devices, including
intelligence-gathering efforts, test markets, working with lead customers,
staged product launches, outsourcing of various activities tied to a new product,
borrowing or sharing resources, and partnerships with suppliers, distributors,
and competitors.
Environmental proactiveness
The entrepreneurial marketer does not take the external environment as a
given, or as a set of circumstances to which the ﬁrm can only react. The
environment is deﬁned as an opportunity horizon. While acknowledging areas
where the ﬁrm is more dependent on various external parties, or vulnerable to
external phenomena, marketing efforts are proactively directed toward affecting
change in the environment. More speciﬁcally, the marketer attempts to redeﬁne
elements of the external environment in ways that reduce uncertainty, lessen
the ﬁrm’s dependency and vulnerability, and/or modify the task environment in
which the ﬁrm operates. In essence, the marketer enhances the ﬁrm’s level of
control over its destiny.
Resource leveraging
Entrepreneurial marketers are brilliant at leveraging resources. In their companies, ambition forever outpaces resources. The implication is that entrepreneurial marketers are not constrained by the resources they currently control or
have at their disposal. They are able to leverage resources in a number of different ways: stretching resources much further than others have done in the past,
getting uses out of resources that others are unable to realize, using other
people’s resources to accomplish one’s own purpose, complementing one
resource with another to create higher combined value, and using certain
resources to obtain other resources.
Of all the leveraging approaches, perhaps the most critical one concerns the
ability to use other people’s resources to accomplish the marketer’s purpose.
Examples include bartering, borrowing, renting, leasing, sharing, recycling,
contracting, and outsourcing. These efforts can be directed at other departments and units within the ﬁrm, or at suppliers, ﬁnanciers, distributors, and
customers, among others. They frequently entail both informal initiatives such
as the exchange of favors and the use of networks, and formal initiatives, such as
strategic alliances and joint ventures.
Marketers must develop a capacity for resource leveraging. The ability to
recognize an under-utilized resource, to see how a resource could be used in a
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non-conventional way, or to convince those that control a resource to let the
marketer use it, requires insight, experience, and skill. The same can be said for
the ability to get team members to work extra hours, convince departments to
perform activities they normally do not perform, or put together unique sets of
resources that, when blended, are synergistic.
Conclusion
The six dimensions that comprise entrepreneurial marketing are not independent. Thus, risks may be mitigated through resource leveraging in the form of
outsourcing, which in turn results in greater strategic ﬂexibility. Innovation may
be facilitated through resource leveraging in the form of a strategic partnership,
but this might increase the ﬁrm’s dependency on an outside party. In addition,
not all of the dimensions need to be operating at once for entrepreneurial marketing to occur. The marketer could engage in signiﬁcant innovation that redeﬁnes environmental conditions, involves high levels of customer intensity, and
contains numerous risks, some of which the marketer is able to mitigate, but
resources are not being leveraged. Stated differently, EM is a matter of degree,
and various combinations of the underlying dimensions will result in marketing
that is more, or less, entrepreneurial.
When considered collectively, these six dimensions produce a type of marketing that differs signiﬁcantly from conventional marketing practice. Table 7.2
summarizes key differences. EM is fundamentally an opportunity driven and
opportunity seeking way of thinking and acting. Moreover, entrepreneurial
marketing differs in that it returns the discipline to its roots as creative pursuit
and as art. Thus, the imagination, vision, cleverness, and originality associated
with entrepreneurial behavior lie at the core of this conceptualization of marketing, and these attributes are applied to the full range of marketing activities,
from market research and segmentation to the management of the marketing
mix. This is not to suggest that science, established theory, systematic
processes, and sophisticated insights are not vital aspects of EM. These elements
must play an instrumental role if this school of marketing is to have sustainable
impact.
Much work remains in the development of entrepreneurial marketing. For
instance, richer insights are needed into the six dimensions of EM, including
research on the interrelationships among these dimensions. Clariﬁcation of
potential conﬂicts and their implications is important, such as the extent to
which certain resource leveraging approaches make the ﬁrm more vulnerable to
external forces. Obstacles to entrepreneurial marketing in organizations
warrant further research, together with approaches to overcoming such
obstacles. In addition, research is needed to more formally specify hypotheses
regarding the linkages between antecedents (organizational and environmental)
and outcomes of EM. Another issue concerns whether there are optimal levels
of entrepreneurial marketing in a given ﬁrm. If so, how is such a level deﬁned
and what are the external and internal variables that determine the appropriate
level of EM?
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Table 7.2 Contrasting conventional marketing and entrepreneurial marketing
Conventional marketing

Entrepreneurial marketing

쐌 An essentially reactive stance with
respect to the external environment.
쐌 Marketing strives to follow customers.
쐌 Serving existing markets.
쐌 Focal point is efﬁcient management of
the marketing mix.
쐌 Risk is to be minimized.
쐌 Marketing as an objective,
dispassionate science.
쐌 Reliance on proven formulas and
established rules of thumb.
쐌 Marketing supports the innovation
efforts of other functional areas of the
ﬁrm, most notably R&D.
쐌 Marketing as a functional silo.
쐌 Promotion and customer
communication receive the greatest
amount of attention from marketers.
쐌 Scarcity mentality, zero-sum game
perspective on resources.
쐌 Heavy dependency on survey research.
쐌 Marketing facilitates transactions and
control.

쐌 The ﬁrm attempts to inﬂuence or
redeﬁne aspects of the external
environment.
쐌 Marketing strives to lead customers.
쐌 Creating new markets.
쐌 Focal point is new value creation for
the customer through relationships,
alliances, resource management
approaches, and the marketing mix.
쐌 Risk is necessary and marketing’s job
is to manage the ﬁrm’s risk proﬁle in
a calculated fashion.
쐌 While acknowledging the value of
science and learning, recognition is
given to the roles of passion, zeal, and
commitment in successful marketing
programs.
쐌 Psychology of challenging commonlyshared assumptions.
쐌 Marketing is the home of the
entrepreneurial process in the
organization.
쐌 Marketing as a cross-disciplinary and
inter-functional pursuit.
쐌 The relative investment of resources
in different areas of the marketing
mix is context-speciﬁc.
쐌 Opportunity is pursued regardless of
resources controlled; philosophy of
resource leveraging is paramount.
쐌 Skeptical use of conventional market
research; employment of alternative
methods (e.g. lead user research,
“backward” research).
쐌 Marketing facilitates speed, change,
adaptability, agility.
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BOOTSTRAP FINANCE

F

I N A N C E S H A V E B E E N O N E of the important aspects of starting or

operating most enterprises. Many entrepreneurs have used a variety of bootstrap ﬁnancing methods to satisfy their ventures’ ﬁnancial and resource needs
without long-term commitments or external obligations. This chapter proﬁles a
thorough listing of bootstrap ﬁnance techniques, which include social and economic transactions (Bhide 1992).
Bootstrap ﬁnance techniques
Categories of bootstrap ﬁnancing include personal resources, personal shortterm borrowing, funding from friends or relatives, barter, quasi-equity arrangements, cooperative assets, client-based funds, asset or cash management, leases,
outsourcing, subsidies or incentives, and foundation funds. Each of these groups
is described brieﬂy.
The owner’s ﬁnancial and real assets
The majority of ventures that have been initiated in the United States started
with the owner’s ﬁnancial or real assets serving as a part of the long-term and
working capital of the business (Wetzel 1994: 176). Clearly, those sources of
ﬁnancing have exposed entrepreneurs to the potential of personal loss, but they
have also allowed entrepreneurs to maintain control and ownership of their
companies in return for bearing that risk. Almost any assets that can be owned
and controlled by individuals have been used within this category of possible
funding options. Personal savings accounts and securities, such as preferred or
common stocks, corporate or municipal bonds, and certiﬁcates of deposit, have
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provided liquidity for ventures (Blechman and Levinson 1991: 27–28). Entrepreneurs have sold real or personal property or used their homes as the opening
base of operations, while other owners have forgone personal salary or
depended on income from other jobs to sustain their businesses (Winborg and
Landstrom 2001: 253). These methods have focused on the actual use of personal resources or converting those assets to cash for the beneﬁt of the venture.
Entrepreneurs have also exploited their ﬁnancial capacity through lending
obligations (see Table 8.1).

Table 8.1 Bootstrap ﬁnance categories and techniques
Category

Techniques

Owner’s resources

Savings accounts, sales of securities or property, forgone salary,
salary from other job, and residence for business use.

Owner’s borrowing Installment or signature loans, lines of credit, credit cards, microlending programs, franchise lending, collateral loans, mortgages,
home equity loans, insurance cash value, retirement account funds,
on-line credit search matching services.
Relationship
resources

Cash contributions, property or equipment purchases, donated
labor, and below-market salary.

Barter

Service or goods trade, organized exchanges.

Quasi-equity

Partnerships, angels – individual or group – adventure capital,
incubators’ interest, and credit enhancements.

Cooperation
resources

Equipment or facilities sharing, joint ownership, coordinated
purchases, customer-sharing alliances, and franchise supported
advertising and services.

Customer ﬁnancing Prepaid licenses, advance payments, customer-funded research and
development, letters of credit, and “invest-omers.”
Cash or asset
management

Trade credit, delayed payment, deferred taxes, overdraft privileges,
account transfers, skip loans, accelerated receipts, short-term
investments, inventory minima, used equipment, and theft control.

Leases

Closed- and open-ended leases, sale leasebacks, and venture leasing.

Outsourcing

Professional services, temporary employees, manufacturing co-ops,
and ﬂexible networks.

Subsidies and
incentives

Direct and indirect local, state or federal funds, university
resources, and indirect corporate funds.

Foundation grants

Direct grants, ﬂow-through arrangements.
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The entrepreneur’s personal borrowing
Personal borrowing has served as another mainstay for independent enterprises
(Wetzel 1994: 186). One of the many reasons for this has been that the distinctions between personal and business assets have been vague, particularly with
proprietorship or partnership as the legal form of business (Ang 1991: 6).
Installment loans, lines of credit, signature loans, and credit cards
Personal obligations made to open or sustain a business have taken the form of
installment loans, personal lines of credit, signature or personal loans, and personal credit cards. Modestly sized installment loans have been extensions of personal borrowing capacity in the case of proprietorships or partnerships because
the ventures have been legal extensions of the entrepreneur. Personal lines of
credit have been distinct in offering enhanced convenience, ﬂexibility, and
economy (Fraser 2001: 53). Entrepreneurs have obtained personal or signature
loans through many different ﬁnancial institutions, although this lending vehicle
has not been offered frequently in all parts of the nation (Arkebauer 1993: 148,
Wasilowski 2001). In a 1997 survey, the top two methods of ﬁnancing small
companies were bank loans and credit cards, which were used by 38 percent and
34 percent of the respondents respectively. That was an increase from 17 percent
of business owners who reported using credit cards in 1993 (Hise 1998: 1).
Micro-lending and franchise lending
Franchisers and non-proﬁt organizations have organized micro-lending programs, which have typically granted smaller loans to serve as seed capital for
start-ups (Fraser 2001: 50). Franchisers have offered small loans, unsecured
cash ﬂow loans, or loan guarantees to their prospective franchisees (Whittemore
1993: 58–59). Some micro-loan programs established through universities and
governmental agencies have given borrowers training and assistance, in addition
to funds for the new business (Gatewood and Hylton 1994: 246).
Collateralized loans, mortgages, and home equity loans
A person willing to surrender some personal asset in the case of default on the
debt may negotiate a collateralized loan. Assets serving as collateral have
included residences, other real property, automobiles, jewelry, ﬁne art, collectibles, negotiable securities, inventories, equipment, copyrights, patents, and
trademarks (Blechman and Levinson 1991: 17–28). Inventories (personal property in the case of a proprietor or partner) have been subjected to particular
scrutiny because of their continually changing composition and value. Some of
the funding techniques used to accommodate the nature of inventories have
been warehouse receipts or liens, ﬂoating liens, ﬁeld warehousing, chattel mortgages, conditional sales contracts, time-sales ﬁnancing or ﬂoor planning, and
public warehousing (Shulman 1994: 216–218). First or second mortgages on
houses or home equity loans have also ﬁgured into the ﬁnancing options for
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business founders (Fraser 2001: 53). Insurance companies or pension funds have
occasionally provided funds to entrepreneurs through collateralized loans, but
typically the portfolios of loans these institutions maintain have had a minimum
loan term of ﬁve years, and have been backed by real estate (Shulman 1994:
226–227).
Insurance cash value or retirement account withdrawals
Some people have made regular payments into whole life insurance plans or
made steady contributions into retirement accounts to make their personal
savings habits routine. These may have been among the best choices available in
a start-up situation (Van Auken and Neeley 1996: 243). Although access is relatively easy, penalties and interest charges may apply to these transactions. If the
entrepreneur fails to repay the funds, the ultimate value of the policy or account
may be reduced.
Online credit matching services
Web-based credit matching services, provided by ﬁrms such as American
Express and First Union, have accepted applications from potential borrowers
and matched them with appropriate non-bank and bank lenders for a fee. Convenience has been an advantage with this ﬁnancial tool, but two points of
concern have been conﬁdentiality and the inadvertent damage to credit scores.
The process may have damaged credit ratings because the same application was
simultaneously “shopped” to many lenders. Repeated credit applications have
been a negative in the scoring system (Fraser 1999: 133).
Relationship resources
Family members and friends have been funding sources for entrepreneurs when
other lenders have been unwilling to extend credit. Friends or relatives have
contributed funds by gifts of money, through direct loans, or by guaranteeing
loans from institutions (Fraser 1999: 133–134). Another way families and
friends have contributed has been to purchase assets in their own names for the
businesses’ uses, i.e. they have held title to the assets (Fenn 1999). Relatives or
friends have also furnished labor and professional expertise to ventures either by
donating time or by accepting below-market salaries or fees (Winborg and
Landstrom 2001: 253).
Barter
Entrepreneurs have used two types of barter to sustain their ventures – direct
exchange and the relatively new barter exchanges. Although barter, direct
exchange, requires a one-for-one trade of assets, organized barter exchanges
have offered ﬂexibility so that searching for a coincidence of needs has not been
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necessary. Barter credits, earned in an exchange through any transaction, have
been traded for services offered by any other member of the exchange (Szabo
1992).
Quasi-equity
Equity has indicated ownership, and many entrepreneurs have been unwilling to
release this. On the other hand, quasi-equity has not been actively traded, has
been held by one or a few individuals, and has not been sold with the ultimate
objective of an initial public offering. Quasi-equity methods to obtain resources
have included partnerships, individual or group angels, adventure capitalists,
equity interests traded to incubators, and credit enhancers. Angel investors have
characteristically made “informal” arrangements to infuse seed money or ﬁrststage funding, have not ﬁnanced ventures as a profession, have not been relatives, and have usually invested close to their homes (Wetzel 1994: 175–176).
Angels have shown more ﬂexibility in both the holding term and the liquidity of
their investments and have occasionally pooled their resources to act as a consortium. Adventure capitalists have generally had a lower level of sophistication,
used their own money exclusively, offered small amounts of funding, and have
been easier to “sell” on a new business’s idea (Blechman and Levinson 1991:
171–183). Credit enhancements have been a hybrid form of indebtedness that
has had warrants attached so that a third party, not the lender, could buy stock
at some point in the future. With this method, a third party has agreed to
pledge securities to enhance the liquidity of collateral that a business owner has
offered to a lender (Arkebauer 1993: 154).
Cooperative assets
Cooperation has allowed the founders of businesses to leverage their assets for
more space, a wider variety of equipment, expanded capacity, greater purchasing power, better negotiated terms, and larger customer bases. Shared
employees, especially administrative assistants and staff persons, have been used
regularly among groups of individual service providers sharing space. These
professionals have gained the added intangible beneﬁt of a seemingly larger and
more impressive ﬁrm (Starr and MacMillan 1990: 83). Other entrepreneurs
have owned equipment jointly and shared space to sustain the business
(Winborg and Landstrom 2001: 253). When several ﬁrms have combined
smaller individual orders into a single larger order, owners have been able to
meet minimum order requirements to qualify for discounts on quantity purchases, better deliveries, or better payment terms (Winborg and Landstrom
2001: 253). Businesses have also shared customers through customer-sharing
alliances, in which clients have gone to entrepreneurs asking for referrals and
made the ultimate choices from among their referred or secondary vendors; this
is unlike an outsourcing arrangement (Tarkenton and Smith 1997: 135).
Another form of cooperative assets has been the support services paid for by
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franchisees. The afﬁliated businesses have the option of pooling their purchasing, advertising, and marketing resources for greatly increased market power
and visibility over what they would have had as singular business entities
(Spinelli 1994: 361–367).
Customer or client ﬁnancing
Customer-related sources of money have included prepaid licenses or royalties,
advance payments on purchases or service contracts, client funding for research
and development, letters of credit for international transactions, and “investomers” (Fraser 2001: 53). Although customer ﬁnancing has been a source of
cost-free short-term money, most forms of client funding have created an overhanging liability associated with the resources (Fraser 2001). This has clearly
been the case for prepayments and advances. Customer-funded research and
development contracts have been relatively common among companies in high
technology or technology and research intensive industries (Freear et al. 1995:
396). For entrepreneurs conducting their business in foreign countries, letters
of credit have been important for facilitating foreign purchases and payments
(Fraser 1999: 135). “Invest-omers” have typically been large ﬁrms that provide
funds to speciﬁc entrepreneurial companies with which they have formed strong
economic ties (Fraser 2001).
Cash or asset management
Cash management techniques have enhanced companies’ assets through delayed
cash outﬂows, accelerated cash inﬂows, and enhanced asset productivity (Resnik
1988: 151).
Delayed cash outﬂows
Some of the more common methods to delay funds outﬂows have been trade
credit, deferred taxes, overdraft privileges, account transfer arrangements, and
skip loans. Trade credits have given approved clients interest-free ﬁnancing for
their purchases through the time lag between the receipt of the merchandise and
the payment date speciﬁed on the billing. Payment terms to avoid fees or interest and to take advantage of any discounts have been speciﬁed in terms and conditions negotiated in advance with vendors. Delayed payments have been
legitimately and legally made to governmental taxing bodies as well (Resnik
1988: 151–156). With deferred taxes, the payment date is considerably later
than the date when the obligation had been recognized. Overdraft privileges and
account transfers have been reliable methods for accessing very short-term
money by precluding a check being drawn on an account with inadequate funds.
These privileges and account transfer arrangements have resembled a permanent
credit line in that funds would be drawn from another previously speciﬁed
account to cover any shortage (State National Bank 1999). Entrepreneurs operSelection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

ating businesses with highly seasonal cash ﬂow patterns have negotiated loans
with customized payment schedules, skipped-payment loans (Arkebauer 1993:
155). In those arrangements, payments would be due when fund shortfalls were
expected to end.
Accelerated cash receipts from customers
Entrepreneurs have sought to speed up the receipt of cash, and some of the
more widely used techniques have been early payment discounts, late payment
penalties, speciﬁed places of payment, the sale of accounts receivable, and loans
against accounts receivable (Resnik 1988: 152; Szabo 1992). Collecting payments for credit sales quickly has been important, but the choice of method and
deployment style of the technique has been equally important to preclude alienating customers. The devices to achieve quicker collections by giving early
payment incentives have relied upon sound record keeping, clear communication regarding credit terms, careful account balance and age monitors, appropriate notices or reminders, and follow-up conversations (Resnik 1988: 152). A
different approach has been to penalize late payers a small percentage of the
balance and sometimes to add a monthly interest charge as a carrying fee. Factoring has been the term used for a business owner selling accounts receivable,
usually at a substantial discount to access cash more quickly. Accounts receivable has been taken as collateral for loans; and when initiated, the business has
often received a sharply reduced percentage of the balance for the cash settlement (Blechman and Levinson 1991: 72–76).
Enhanced asset productivity
Keeping cash in income-producing accounts or investments, minimizing any funds
in inventory, buying used equipment, and controlling theft have been among
the possible enhancements to asset productivity. Some assets have been more
amenable than others to more effective use, but cash in non-interest-bearing or
low-yielding accounts and inventories might frequently have been worked to
better advantage. Changes in the commercial banking and brokerage sectors
have given people many more options so that this missed earnings opportunity
can be eliminated with comparatively few transactions. Minimized inventory,
without poor customer service or long delivery times, has freed cash and has
relied on sound record keeping, coordinating communication with customers
and clients, anticipating seasonality, and monitoring the age of merchandise and
supplies (Shulman 1994: 207–208). Consignment, holding goods out for sale
without having title to the goods, has remained a good option for many entrepreneurs to reduce the cash invested (Goldstein 1995: 234), as have used,
rather than new, equipment purchases (Winborg and Landstrom 2001: 253).
Theft control has been important for virtually all entrepreneurs because theft
represents 100 percent cash outﬂows with 0 percent cash inﬂows as the least
damaging scenario. The more likely case is that a theft would represent more
than a 100 percent “dead loss” because of the replacement cost of the asset combined with increased insurance premiums (Resnik 1988: 156–159).
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Leases
Leases have given entrepreneurs a way to use equipment, vehicles, and facilities
without purchasing those assets (Blechman and Levinson 1991: 13, 214–215).
Many varieties of leases have been available to meet most business owners’
needs, but four of the more common leases have been closed-end leases, openend leases, sales and leasebacks, and venture leases (Shulman 1994: 228).
Closed-end leases, called straight, operating or maintenance leases, have been the
simplest routes to take. The lessee has paid a ﬁxed payment over a speciﬁed
period of time, and the asset has reverted to the lessor at the end of the lease
term. Open-ended leases, often called capital or ﬁnancial leases, have had some
clear distinctions from closed-end leases. The lessee has had the responsibility for
a ﬁxed periodic payment to the lessor and has borne the expenses of ownership.
Sale and leaseback agreements have been made by entrepreneurs selling equipment or real property that they owned to a leasing company, which immediately
leased it back to them (Blechman and Levinson 1991: 83). These arrangements
have been desirable because they have given tax or ﬁnancial leverage advantages
to entrepreneurs. Venture leasing, a relatively new form of lease arrangement,
has had a qualiﬁer, the enterprise having won venture capitalists’ money. This
form of lease ﬁnancing has been acquired at comparatively high lease rates unless
the entrepreneur has sweetened the deal with stock warrants (Fraser 1999).
Outsourcing
Outsourcing for professional services, temporary employees, or fabrication capabilities has allowed entrepreneurs to buy and pay on an “as-needed” basis to
avoid long-term or unproductive capital commitments (Fenn 1999). Outsourcing has been the use of resources not owned or legally controlled by the
company to accomplish what has been necessary. Professional services from
attorneys, accountants, marketing specialists, architects, engineers, or any other
“experts” have been accessed in this way, just as temporary employees of many
descriptions have been (Freear et al. 1995: 397). Coordinated outsourcing has
become known as a ﬂexible network or virtual company (Helgesen 1995).
Subsidies and incentives
Governmental units, universities, and private corporations have given subsidies
or incentives or made grants available to accomplish speciﬁc objectives fulﬁlling
their missions in the larger society. This has been done through direct or indirect funding.
Direct and indirect local funding
Business owners have received supplemental payments or reimbursements from
municipal or county governing bodies to reduce the costs of training or educatSelection and editorial matter © 2004 Harold P. Welsch;
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ing employees through grants, loans, and shared costs (Illinois Tax Increment
Association 2001). Entrepreneurs have also beneﬁted from lower charges for
services, which include credit against an expense or a direct reduction in a
charge, such as a tax bill (Illinois Tax Increment Association 2001). Municipalities have also helped with businesses’ costs in the recovery of former landﬁlls
and in cleaning up property that had received hazardous discharge and by
encouraging clean-up of brownﬁelds – industrial properties that have been
under-utilized or abandoned (State of New Jersey 2001). Many communities
have enterprise zones or industrial corridors to provide business owners with
inducements to operate in these areas (State of New Jersey 2001). City-sponsored business incubators have offered lower costs for facilities and professional
services, and those with an industry segment “theme” have brought entrepreneurs in close proximity to share ideas and resources (Gatewood and Hylton
1994: 276).
Direct and indirect state support
Business owners have gained ﬁnancing through direct state government support
through wage subsidies and grants, although direct lending has been limited
(Blechman and Levinson 1991: 115–117). A few businesses’ founders have been
able to negotiate bridge loans and have been relieved of responsibility for
charges or levies through targeted real property tax exemptions, and sales tax
exemptions (State of New Jersey 2001). Business people have also obtained
indirect support through cost reductions for improvements in their work force
with programs focused on hard-to-place workers and training programs (State
of New Jersey 2001). Research and development tax credits from state governments have supported pure research or commercialized new knowledge, and
investment tax credits have beneﬁted targeted industrial sectors (State of New
Jersey 2001). Economic development zones have also assisted businesses with
tax credits, tax deferments, and other incentives. State-sponsored agencies have
sometimes established business incubators, which have reduced the costs for
facilities and professional services used by the tenant businesses (Gatewood and
Hylton 1994: 275).
Direct and indirect federal resources
Entrepreneurs have negotiated limited direct loans and grants and some federal
contracting preferences, and have accessed indirect federal resources through
reduced expenses and subsidized service providers. Loan guarantee programs,
offered through the Small Business Administration or Farm Credit Administration, have underwritten performance on debts negotiated with third-party
lenders (Blechman and Levinson 1991: 120, 135).
Direct and indirect university resources
Some universities have established micro-lending programs to provide small
loans (Wasilowski 2001). Indirect university resources have been provided
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through low-cost information, consultation, employees, and facilities. Student
interns have expanded business owners’ workforce, and university employment
centers or services have matched temporary or permanent employees with ventures’ positions. Colleges have also opened incubators and offered technology
commercialization services, which has brought scientiﬁc discovery into the marketplace (Fenn 1999).
Indirect “big” corporate support
“Big” corporations may offer entrepreneurs many opportunities (Starr and
MacMillan 1990). Large companies have sometimes abandoned product lines
and clients that generated too little demand; and equipment and processes, for
reasons other than poor productivity, have met the same fate (Fenn 1999).
These assets have been great ﬁnds for the entrepreneur who “picked up” market
niches that were too small for a large corporation (Starr and MacMillan 1990:
83–85). Large corporations have been willing to give developers access to hardware or to allow free use of equipment (Freear et al. 1995: 395) and have established incubators with the usual beneﬁts, especially when the tenants were in
industry segments related to the sponsor (Smilor and Gill 1986: 101).
Foundation resources
Entrepreneurs have added to their capital base through funds from foundations
with overarching charitable objectives, such as economic development, medical
research, and education (Gittell et al. 1996). Bootstrap ﬁnancing has come from
foundations through grants, forms of equity investments, letters of credit,
donated services, and direct loans. Some foundations have funded only nonproﬁt organizations, and in such situations, worked through established nonproﬁt organizations which agreed to serve as “ﬂow throughs” between the
foundations and the entrepreneur (Blum 1995: 11–12).
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ENTREPRENEURIAL GROWTH:
PREDICTORS AND INDICATORS

Introduction

E

N T R E P R E N E U R S H I P A N D S M A L L B U S I N E S S E S have been des-

ignated as the “engines of growth” because they create jobs, not only in the
United States (Birch 1987) but also in developing and privatizing economies
across the globe. Governments and policy-makers have become keenly aware of
the economic development beneﬁts that are derived from the establishment and
growth of entrepreneurial endeavors.
In the last 20 years, the amount of literature in the growth ﬁeld has
increased tremendously. Organization and entrepreneurship scholars have
increasingly recognized the importance of the research on new ventures (Carter
et al. 1994; Eisenhardt and Schoonhoven 1990; Romanelli 1989). Indeed, entrepreneurial growth has been seen as a valuable outcome of administrative and
technological innovation (Tushman and Anderson 1986), job creation (Birley
1986), and the competitive disciplining of industries (Scherer and Ross 1990).
Growth intentions and enterprise expansion have been investigated through
various conceptual approaches, from economics, organizational behavior, and
strategic management, to name just a few.
However, a coherent theory of entrepreneurial growth is lacking (Ardishvili
et al. 1998), despite the recent progress on growth studies. The ﬁeld of entrepreneurial growth research has been plagued by the fact that there is no commonly accepted deﬁnition and measure of growth. For that reason, results of
studies often contradict one another. Consequently, there is little cumulative
research. The fact that research takes place across very diverse theoretical
frameworks and that few integrative studies have been developed does not help
move the ﬁeld forward.
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In order to explore further the subject of entrepreneurial growth, growth
predictors, and growth indicators, a search of the recent growth literature was
undertaken. Articles from major journals in management and entrepreneurship
areas as well as research monographs were selected and reviewed. The majority
of the articles come from Journal of Business Venturing, Entrepreneurship Theory and
Practice, Journal of Small Business Management, Frontiers of Entrepreneurship Research,
Academy of Management Journal, Strategic Management Journal, and Blackwell Handbook of Entrepreneurship. Overall, 45 articles were found and were used as a basis
for determining some of the most commonly used growth indicators and
growth predictors for entrepreneurial-based, high-growth ﬁrms.
This chapter is structured as follows. Attention is ﬁrst devoted to a review
of major publications in the area of entrepreneurial growth literature. Major
theoretical frameworks are identiﬁed, and key predictors of growth are
reviewed. A review of key indicators of entrepreneurial growth follows. A critical assessment of the existing studies on predictors and measures is made. The
chapter concludes with suggestions for future research.
Entrepreneurial growth: predictors
What determines entrepreneurial growth? Although growth can take several
forms, including organic growth and acquired growth, typically ﬁrm growth is
accompanied by an increase in sales, an increase in the number of employees,
and an increase in total assets. Increases in each of these indicators constitute
growth, but what determines growth? Quantiﬁcation and identiﬁcation of these
growth predictors is essential to the understanding of the growth process of a
ﬁrm. Growth predictors help to explain the source of high growth and provide
insight into what guides a ﬁrm to successful business expansion.
There are several streams of research in the areas of entrepreneurial
growth. The ﬁrst stream, the macro perspective of entrepreneurial growth, is
consistent with the tenet of strategic management and organization theory,
where there is considerable evidence that a ﬁrm’s strategy, structure, process,
environment, and the interface among these variables inﬂuence entrepreneurial
growth. The second stream of research, the micro-behavioral perspective, is
primarily concerned with the impact of the characteristics of individual entrepreneurs on growth. The third stream of research is related to the economic
perspective of growth.
The macro-structural predictors of venture growth
Studies of the macro-structural predictors of venture growth are mainly concerned with predictors such as industry categories (Hay and Ross 1989), entry
barriers (McDougall and Robinson 1988), environmental muniﬁcence and
dynamism (Covin and Covin 1989), competitive strategy and structure (Covin
and Slevin 1990), and the interaction between structural, cultural, and environmental factors (Fombrun and Wally 1989).
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Environments
The external environment plays a central role in shaping entrepreneurs’
intentions to grow and develop their enterprises. External factors such as
public policy, market infrastructure, financial markets, and technological
development have an impact on entrepreneurs’ perceptions and actions
related to small-business growth. However, with the exception of Delmar
(1997), very little research has been focused on the external environment in
comparison with the amount of attention devoted to entrepreneurs and other
organizational-level predictors of growth. Delmar found that high-growth
firms in markets with little competition tend to exhibit higher growth rates.
Also, Davidsson et al. (2002) concluded that the industry sector does have a
strong influence on growth rates of firms and that influence cannot be
ignored.
Managerial practices
Successful high-growth ﬁrms exhibit strong management practices and organizational planning in order to funnel their resources and provide for expansion.
Ireland et al. (2001) discussed the importance of organizational learning and
knowledge transfer for high-wealth ﬁrms. The dissemination of knowledge is
vital to entrepreneurial ventures, especially when they are moving into international markets. Chaganti et al. (2002) explored the importance of leadership
styles and organizational philosophies for successful high-growth companies.
Their research shows that a combination of consideration and initiation styles of
leadership produces the best results in high-growth ﬁrms. Consideration-style
management supports a high degree of concern for employees, while initiation
involves the clear deﬁnition of tasks and goals in order to produce results. A
balance between the two types of management styles tends to produce the best
results.
Planning and control
Pearce et al. (1987) examined the impact of formal strategic planning activities
on ﬁnancial performance. Cragg and King (1988) evaluated the relationship
between a wide range of planning activities in small ﬁrms and various performance measures. Boag (1987) investigated the linkages between control systems
and performance in a small-business context. Duchesneau and Gartner (1990)
found that emphasis upon a number of formal planning models, including assessing the market, considering a number of functional areas, and devoting more
time to planning, were all related to entrepreneurial growth.
Network resources and alliances
It appears that the most frequently researched growth predictor is network
resources and alliances. Network resources include human, social, cultural, and
emotional capital. Personal networks are created and maintained (either
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formally or informally) by the entrepreneur. The accumulation of these important contacts and networks is essential as the generation of strategic alliances and
formal network arrangements, such as joint ventures and licensing agreements.
Ireland et al. (2001) identiﬁed the generation of networks as one of the six main
domains that ﬁrms engage in to create and build ﬁrm wealth. The low cost of
resources acquired through alliances and partnerships becomes essential to startup and growth ﬁrms. Mitra (2002) explored the issue of growth patterns of
female-run enterprises in India and found that the accumulation of resources –
technical, market, and personal – was the key factor for growth and success of
those ﬁrms. An empirical study by Aldrich et al. (1987) conﬁrmed that networks might have an impact not only on the process of founding but also on the
later practice and growth of the business. There is also a long tradition of studying the ﬁnancing of new ﬁrms – a part of the entrepreneurial process that is
clearly central to the assembly of resources. These studies are mainly concerned
with the inﬂuence of the amount of initial capital and the sources of the capital
on subsequent entrepreneurial growth (Bruno and Tyebjee 1984; Dunkelberg et
al. 1987).
Accessibility of capital (ﬁnancial, human, social, etc.)
Along with the accumulation of resources and alliances, the accessibility of
capital – ﬁnancial, social, and human – is critical to high-growth ﬁrms. The
accumulation of capital – venture, social, human, and intellectual – is also
essential to ﬁrm growth. Florin and Schulze (2002) found that the amount of
social capital of a venture prior to initial public offering was positively correlated with the growth and wealth creation of the ﬁrm. Several other authors
found a positive correlation between capital accumulation and ﬁrm growth,
including Mitra (2002), Pena (2002), and Johannisson (2000). Evidence of the
importance of venture capital is supported by several studies, including Henderson’s (2002) study of rural high-growth entrepreneurial ﬁrms. These ﬁrms are
able to take advantage of new rural venture capital funds and incubator networks to facilitate growth. The ﬁrms that do take advantage of these funds are
often more successful with respect to growth. In a study by Rogers et al. (2001),
ﬁrms that had access to capital acquired 55.4 percent more sales growth than
those that did not receive funding.
Interactions
There is also research investigating the interaction effects of environment strategy and organizational variables. For example, Covin and Slevin (1989) found a
systematic relationship between managerial orientation, strategic posture, and
ﬁrm performance in different environmental contexts. In a longitudinal study of
140 independent banks, Bamford et al. (1996) examined the initial founding
conditions and new venturing performance.
Another line of inquiry regarding entrepreneurial growth is from an organizational lifecycle perspective. It is based on the organizational stages of growth
hypothesis (Greiner 1978). Studies of entrepreneurial growth in this direction
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often apply a lifecycle analogy to organizations that assumes ﬁrms pass through a
predictable sequence of stages as their product markets enlarge. For example,
Churchill and Lewis (1983) and Scott and Bruce (1987) developed ﬁve stages of
small-business growth – inception, survival, growth, expansion, and maturity.
The studies are concerned either with the characteristics of entrepreneurial
growth in various predetermined stages of growth or with validating the stages
of growth model (Hanks 1990; Smith et al. 1985). Because entrepreneurial
growth may be neither orderly nor sequential, the studies, descriptive in nature,
have limited value for generating guidelines for promoting entrepreneurial
growth. One positive attribute of this approach, however, is that it recognizes
entrepreneurship as a process.
The micro-behavioral predictors of venture growth
Visions must be transformed into intentions, which are the precursor of behavior. On a micro level, internal factors, such as the motivation and aspiration of
the entrepreneur, are critical to an understanding of small-business growth.
Behavior and attitudes are often formed by motivations that are internalized by
the individual entrepreneurs. This stream of research, the micro-behavioral
perspective, is primarily concerned with the impact of characteristics of individual entrepreneurs on growth, including their experience, their education,
and their psychological make-up, such as a need for achievement, locus of
control, risk-taking behavior, willingness to sacriﬁce, and motivation.
Demographics
Bailey (1986) found that a certiﬁcate of education or trade qualiﬁcation was
related to a higher index of growth for his sample of 67 Australian entrepreneurs. Breadth of experience, functional experience, and management
experience tend to be viewed as major predictors of entrepreneurial growth
(Davidsson 1991). Watson (2002) compared the performance of femalecontrolled and male-controlled ﬁrms in Australia. In traditional research, malecontrolled ﬁrms out-performed female-controlled ﬁrms with respect to sales
and proﬁts. However, Watson compared the return on equity (ROE) and
return on assets (ROA) and found that the female-controlled ﬁrms actually outperformed the male-controlled ﬁrms. Another key difference was that the
female-controlled ﬁrms gained less proﬁt and sales growth because of underfunding and lack of accessibility to capital.
The level of education of the founder and start-up team is also related to
entrepreneurial growth. For example, Rogers et al. (2001) studied several
small-growth ﬁrms in the inner city of Buffalo, NY. Their results show that level
of CEO education was one of the two most important variables in explaining the
differences in ﬁrm growth.
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Firm age
Resources such as personal networks are important during all phases of the ﬁrm
lifecycle but may be most important when the ﬁrm is youngest and ready to
grow. Several studies have attempted to correlate the age of the ﬁrm, the age of
the CEO, or the age of the management team with ﬁrm growth. Most of the
studies have found that the younger the entrepreneur or the ﬁrm, the higher the
potential for growth. For example, Davidsson et al. (2002) found in a study of
11,000 Swedish businesses that the age of the ﬁrm is negatively related to ﬁrm
growth, meaning that younger ﬁrms tend to grow more quickly. New ﬁrms are
often more dynamic and can more easily adapt to changing market conditions.
An example of the ability of newer ﬁrms to adapt involves the expansion into
recently opened foreign markets. Larger ﬁrms are often tied to existing markets
and do not actively venture into risky foreign markets. Small, newly formed
ﬁrms often must push into international competition to gain a competitive, ﬁrstmover advantage. Autio et al. (2000) also found that the age of high-technology
ﬁrms during international market entry was negatively correlated to subsequent
growth. The younger ﬁrms (at time of entry) have more of a tendency toward
growth. Delmar (1997) studied 400 Swedish companies and found that younger
entrepreneurs tended to achieve higher growth in their ﬁrms. Gartner and
Markman (1997) found that the Top 100 ﬁrms in the Inc. 500 companies
(1992–1996) tended to be “younger.”
Personal attributes
The literature on the psychological characteristics of entrepreneurs demonstrates the diversity of approaches used by different researchers. Birch (1987)
argued that attitudes rather than sector or location determine growth and
success. Brown (1995) found that entrepreneurial orientation had a positive
impact on small-ﬁrm growth. Fox (1996) pointed out that many entrepreneurs
believe that growth is as much a matter of attitude as it is of economic aggregates.
In their literature review, Cooper and Gimeno-Gascon (1992) found that
31 different attributes, including willingness to sacriﬁce, motivation, intensity,
and risk-taking behavior, have been investigated to determine their relationships
to entrepreneurial growth. Overall, research ﬁndings in this direction have been
extremely inconsistent and contradictory, especially the ﬁndings of studies narrowly focused on the independent effect of the psychological make-up of entrepreneurs.
One of the most interesting streams of research in the micro-entrepreneurial
growth literature focuses on the question of entrepreneurs’ motivation: what
are the motivational factors that differentiate entrepreneurs from nonentrepreneurs? Why would an entrepreneur assume the personal, social, and
ﬁnancial risks associated with venture creation? Since McClelland’s study
(1965), many researchers have been fascinated by the elucidation of motivation
factors. A host of researchers of entrepreneurship have studied motives as a distinguishing psychological characteristic of entrepreneurs. For example, on the
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basis of the theory of satisfaction, several scholars suggested that entrepreneurs
create businesses because they want to satisfy a need for achievement. Scholars
have argued that entrepreneurs expect to be recognized and appreciated when
they solve a problem largely through their own efforts. Other researchers, who
advocated a goal theory, contended that entrepreneurs venture into a business
to pursue a long-term ambition, which may be independence, personal development, or escape. There are also researchers who subscribe to a psychoanalytic
theory and argue that entrepreneurs create businesses because of their ambivalence toward authority. Entrepreneurs would like to lead rather than be led.
They want to create their own space and environment.
Chaganti et al. (2002) studied 372 small ﬁrms in Massachusetts, New
Jersey, New York, and Pennsylvania and found that a “do-it-all” CEO was the
most successful in high-growth ﬁrms. A high-consideration and high-initiation
leadership style yielded the best growth results. Gundry and Welsch (2002)
found that the more ambitious female entrepreneurs have a better chance to
generate growth and expansion in their ﬁrms. In a recent study of businesses in
the People’s Republic of China, Lau et al. (2001) found that the longer the
hours that the entrepreneur worked, the higher the propensity for the ﬁrm to
grow. This higher commitment tended to be found in younger entrepreneurs,
who also tended to have a very high need for achievement.
There are also studies categorizing entrepreneurial motives into intrinsic
“pull” factors and extrinsic “push” factors. The “pull” theories suggest that entrepreneurship is affected by the need for achievement from within (McClelland
1961), or internal locus of control, the belief that the outcome of events will be
inﬂuenced by an individual’s efforts (Brockhaus 1982); the practical purposiveness of the individual’s actions (Bird 1989); risk-taking propensities (Slevin and
Covin 1992); and the belief in the individual’s capacity to perform a task (Boyd
and Vozikis 1994). By contrast, the “push” theories contend that negative
factors, such as conﬂicts at one’s workplace, job loss, and limited alternative
opportunities (Greenberger and Sexton 1988), resulted in some individuals
being “pushed” into entrepreneurship.
The idea that the entrepreneur is somehow driven to growth by the desire
to achieve complete independence and empowerment has also been researched
extensively. Several studies relate small-ﬁrm growth to the desire of entrepreneurs to become independent of the “corporate” life and empower both
themselves and their employees. Barringer et al. (1998) identiﬁed the need for
employee and personal empowerment as principal management practices that
high-growth ﬁrms exhibit. Davidsson (1989) found in a factor analysis that
increased independence and reduction of external dependencies were two of the
most important growth drivers.
Table 9.1 includes the frequency analysis of the top growth predictors cited
in these selected growth articles and the corresponding percentage of articles.
As shown in Table 9.1, the most popular growth predictors found in the
research articles include: Network resources/generating resources/alliances;
Younger ﬁrms/CEOs/entrepreneurs; Accessibility of capital (venture, human,
social, etc.); and Motivation of CEO/long hours of CEO/“Do-it-all” approach
of CEO. Understanding the importance of these growth predictors is essential
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Table 9.1 Frequency of growth predictors in 45 growth articles (1990–2002)
Growth predictor

Articles (%)

1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
16
17

37
33
26
26
15
15
15
11
11
11
11
11
11
7
7
7
7

Network resources/generating resources/alliances
Younger ﬁrms/CEOs/entrepreneurs
Accessibility of capital (venture, human, social, etc.)
Motivation of CEO/long hours for CEO/“do-it-all”
Solid management practices/organization/planning
Customer and quality focus
Increased independence/empowerment
High education of CEO and management team
Low cost/differentiation strategy
Smaller ﬁrms
Growth willingness
Increased employee well-being
High-growth industry/low competition in industry
Larger ﬁrms
Need for achievement
Years of experience
Expectation of ﬁnancial reward

to knowing what helps a ﬁrm progress through its growth processes and lifecycle.
It is also important to categorize the top 17 growth predictors into the previously mentioned three categories to see where the focus of current entrepreneurial research study falls with respect to growth predictors. The three
categories, shown in Table 9.2, are: Entrepreneurs’ attributes; Venture conditions (internal); and Environmental conditions (external).
Based on Table 9.2, it can be concluded that most entrepreneurial and
small-ﬁrm research regarding growth is focused on the attributes of the entrepreneur/CEO and the conditions that the venture faces internally. A relatively
small number of these empirical studies deal with environmental or external
conditions that the ﬁrm faces when attempting to grow or expand. Environmental conditions, such as the level of competition, the maturity of the industry, and the growth rate of the industry, may be overlooked by researchers and
could account for some of the conﬂicting results that are often found in crossindustry studies.

Table 9.2 Top growth predictors in literature study by category
Category of growth predictor

Articles (%)

1 Entrepreneur attributes
2 Venture conditions (internal)
3 Environmental conditions (external)

47
47
6
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Entrepreneurial growth: indicators
Table 9.3 shows the frequency analysis of the top growth indicators used in
these selected growth articles and the corresponding percentage of articles in
which the speciﬁc indicator is used in the research. Note that several of the
empirical research studies used multiple indicators in their studies so the percentages sum to more than 100.
The results in Table 9.3 show the top growth indicators that were discussed
in the selected growth literature. The results are in very close agreement with
the results published by Delmar (1997). The top-two growth indicators cited
are: Number of employees/creation of jobs and Sales and revenue growth.
These two indicators are by far the most popular growth indicators. In fact, the
top-ﬁve indicators found in this literature search are almost identical with those
listed by Delmar (1997), in which the most commonly used growth indicators
include Turnover/sales (30.9 percent), Employment (29.1 percent), Multiple
indicators (18.2 percent), Performance (12.7 percent), Market share (5.5
percent), and Assets (1.8 percent).
Often the choice of growth indicator (sales, number of employees, total
assets, etc.) can completely alter the results of an empirical study. Researchers
often disagree on the speciﬁc growth indicators to utilize in their studies, and no
consensus has been reached in the research ﬁeld. It appears that there is a lack of
continuity and consistency in the usage of common indicators and of agreement
between researchers. Also, many of the growth indicators can be deﬁned in
both absolute and relative terms that change greatly according to ﬁrm size.
Delmar (1997) and Davidsson and Wiklund (2000) both discussed the topic of
suitable growth indicators and their use in ﬁrm-growth studies. Sales and
employment are the most commonly used indicators. Delmar (1997) suggested
that subjective measures such as satisfaction or perceived market share are not
reliable and recommended objective measures such as sales or employment.
Growth in assets is not recommended as an indicator because it is not pertinent
in the service sector, where tangible assets are often very small. Both relative
and absolute measures were recommended by Delmar (1997) to help compensate for the differences in ﬁrm size. Davidsson and Wiklund (2000) reiterated
several of these points and also recommended that organic growth is a more
Table 9.3 Frequency of growth indicators in 27 growth articles (1990–2002)
Growth indicator

Articles (%)

Number of employees/creation of jobs
Sales and revenue growth
Growth of net income/proﬁts
Growth in assets/total assets
Market share
Return on sales (ROS)
Return on investment (ROI)
Increase in venture capital/total capital

63
56
22
19
11
11
7
7
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relevant research study than total growth because acquired growth can cause
major problems with the deﬁnition of the ﬁrm.
Discussion and conclusions
The literature review conducted here is by no means exhaustive. However, it
uncovered several major limitations of current research in the area of entrepreneurial expansion. First, simple treatment of entrepreneurial growth measures
seriously hampers model predictability, which contributes to conﬂicting results
among existing studies. Consistent with the assessment of Hoy et al. (1992), and
Baum et al. (2001), this review ﬁnds that most studies deﬁne entrepreneurial
growth as a uni-dimensional construct operationalized by a variety of growth
measures, ranging from increases in venture capital and market share to growth
in sales revenue, accounting-based return on investment (ROI) and return on
assets (ROA), and number of employees.
Second, one major problem with these measures is that new business ventures often do not exhibit monotonic sales growth. Single-year sales or employment growth ﬁgures may show aberrations, thus not representing the true
health of the ﬁrms. Conversely, if a researcher uses growth averages, such
aggregated statistics again fail to capture complex growth patterns across time
and may not accurately reﬂect the ﬁrm’s current growth. Another problem with
the accounting-based measures such as ROI and ROA is that data can be heavily
inﬂuenced by decisions about the owner–manager’s compensation and industry
margins, as well as a host of other factors. The upshot of this variety of measures
is that comparison across studies is difﬁcult. That is one of the reasons that little
cumulative research has been developed in this area.
Third, most studies measure growth as the “realized” growth, which may
fail to show entrepreneurial growth in resources base, technology improvement, and even market expansion. Entrepreneurial growth in those aspects
would not necessarily be reﬂected in current sales or proﬁt ﬁgures of a business
venture. Whereas those measures may be “ﬁnal outcomes,” it is necessary to ask
how the ﬁnal objectives are achieved. In other words, a future perspective must
be included in the measurement and a set of “implementable attributes” that are
“intentions based” is called for.
In fact, researchers in the entrepreneurship area already notice that the lack
of reliable, valid, and meaningful growth measures hampers researchers’ efforts
(Brush and Vanderwerf 1992; Chandler and Hanks 1993). Researchers criticized existing growth measures, lamenting the use of simple accounting-based
measures that do not deftly ﬁt the disjointed, discontinuous, and non-linear
process of emerging businesses (Bygrave 1989). Scholars appeal for the use of
concepts, measures, and methods grounded in theory and knowledge of entrepreneurial phenomena, and call for a contextual and process-oriented approach
to developing measures (Low and MacMillan 1988). Researchers view the
development of reliable, valid, and meaningful growth measures as imperative if
our efforts to understand entrepreneurial growth are to succeed.
Fourth, research concerning entrepreneurial growth has been very fragSelection and editorial matter © 2004 Harold P. Welsch;
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mented. Most studies so far have focused on the independent effect of the
determinants of entrepreneurial growth, such as motivation, obstacles, and
various strategies. Studies that compare and integrate both macro and micro
predictors are notably absent. A mid-range theorizing approach is needed to
focus on the integration of macro-level structural and micro-level motivational
factors in predicting growth. For example, the infrastructure variable can be
chosen because infrastructure factors can have a double effect on entrepreneurial growth. On the one hand, infrastructure conditions can have great impact on
the operation of business ventures that are already in operation. Within organizational research, the environment has often been viewed as the source of
resources necessary for survival and growth (Dess and Beard 1984; Pfeffer and
Salancik 1978). For example, business, informational, and ﬁnancial services provided by a government have been viewed as important factors in stimulating
entrepreneurial growth. On the other hand, infrastructure conditions also affect
new ventures’ structure, processes, and strategies at the time of their founding.
Fifth, it appears that little attention has been devoted to the impact of external environment. The seminal work by Stinchcombe (1965) suggested that new
ﬁrms are imprinted at the time of founding and the imprint has lasting effects on
subsequent strategy, structure, and performance owing to organizational inertia
(Boeker 1989; Stinchcombe 1965). This approach suggests that the ability of a
new venture to grow may be affected by external contextual factors that are
outside the control of the entrepreneur (Aldrich 1990). One interesting line of
inquiry is to address two questions. Which is a more important predictor of
entrepreneurial growth, the macro, external environmental factors or the micro
internal motivation factors? This research question is consistent with the deterministic versus adaptive argument in the tradition of strategy literature. Then,
to what extent are the effects of entrepreneurial motives on growth moderated
by the external contextual variables? This question challenges the widely held
notion of the monotonic relationship between motivation and growth. It would
be interesting to investigate the interaction effect between contextual variables
and intrinsic “pull” motives and extrinsic push “motives.”
Sixth, despite the volume of research concerning the relationship between
motivation and entrepreneurship, the question of to what extent the motivational factors determine entrepreneurial growth remains to be explored. Although
a deﬁnitive link between entrepreneurial motives and growth has been established, it is not surprising that some authors have called for research on the
entrepreneurial process, especially growth and expansion, and not on the psychological proﬁle of the entrepreneur (Gartner 1988; Sandberg and Hofer
1987) or the strategic approach alone. Furthermore, previous research implied
that pull-motivated entrepreneurs exhibit higher levels of venture growth and
that this relationship may be reasonably linear. An exploratory study by Solymossy (1996) contradicted those assumptions. The limited inclusive and contradictory ﬁndings regarding the relationship between motivation and growth call
for a more comprehensive examination.
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ENTREPRENEURIAL FAILURES:
KEY CHALLENGES AND FUTURE
DIRECTIONS

Introduction

N

E W F I R M S C R E A T E N E W J O B S , open up chances for upward

social mobility, foster economic ﬂexibility, and contribute to competition
and economic efﬁciency (Birch 1987). However, new ﬁrms fail at an alarming
rate, and that failure is a norm, rather than the exception (Dean et al. 1997).
Most of the entrepreneurship literature has focused on successful ventures, and
little is known about why ventures fail. Even less is known about how they
fail. The purpose of this chapter is to review and assess the progress to date of
the research concerning entrepreneurial failure and suggest research directions.
The chapter ﬁrst considers the deﬁnitional issues related to business failure. The
second section reviews a wide range of variables that have been employed to
predict business failure. Section three examines issues related to existing
research. Finally, the chapter provides an integrative model of entrepreneurial
failure and also delineates future research directions. Studies reviewed in this
chapter are primarily derived from publications in the mainstream management
and entrepreneurship journals, with the focus on failures of start-up ﬁrms and
small/medium-sized enterprises. Studies using ﬁnancial ratios to predict ﬁrm
failure are excluded from this review for two reasons. First, the majority of the
ﬁnancial ratio-based models have been tested in relatively large and well-established ﬁrms, which is beyond the scope of interest for this chapter. Second,
studies based on ﬁnancial ratios yield limited insights into the questions of why
and how businesses fail.
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Entrepreneurial failure: what is it?
The term “failure” in the Oxford English Dictionary is deﬁned as “to become deﬁcient, to be inadequate.” In general, many different terminologies are related to
business failure, such as ﬁrm closures, entrepreneurial exit (Gimeno et al.
1997), dissolution, discontinuance, insolvency, organizational mortality, bankruptcy, and organizational failures (Baum 1996). These terminologies have been
used interchangeably with little distinction.
What do we really mean by entrepreneurial failure? In studies of entrepreneurship and small-business failure, researchers have mainly used four different
deﬁnitions.

Discontinuance criterion
The discontinuance or exit includes every change in ownership and closures for
any reason, which is referred to as discontinuance of ownership (Baum and
Mezias 1992; Mitchell 1994). The problem with this deﬁnition is that not all
closure is ﬁnancially related. A venture closures could be a deliberate process
that reﬂects a voluntary proactive decision to exit by entrepreneurs as part of a
venture’s intended exit strategy. Additionally, exit may occur for a number of
other reasons.

Bankruptcy criterion
Business failure occurs when the ﬁrm is deemed to be legally bankrupt or has
ceased operation with resulting losses to creditors (Perry 2002). This appears to
be a very narrow deﬁnition, as it may exclude those businesses that do not
declare bankruptcy yet barely break even and provide neither a reasonable
income for the owner nor a fair return to the investors. This deﬁnition also
excludes businesses that ceased operation with substantial losses to owners but
not to creditors.

Loss-cutting criterion
Failed ﬁrms are those that are disposed of with a loss to avoid further losses
(Ulmer and Nelson 1947). Not every venture that an entrepreneur would
describe as “failed” necessarily ends in bankruptcy. A venture may be terminated
to avoid or limit losses because deteriorating ﬁnancial performance is anticipated. Firms might foresee their future fate in time and so avoid a complete loss.
This closure is viewed as an intentional choice of discontinuing operation of a
venture. However, many businesses that are still in operation may be regarded
as failures, if they are not earning a rate of return that is commensurate with the
ﬁrms’ opportunity costs of capital.
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Earning criterion
A ﬁrm is viewed as a failure if it is not earning an adequate return (Cochran
1981). For example, Altman (1968) deﬁnes a ﬁrm as a failure if it is earning a
rate of return on invested capital which is signiﬁcantly and continually below
prevailing rates on similar investments.
Failure factors: what do we know?
Studies have examined entrepreneurial failure from four groups of factors –
individual characteristics of the founder, resources, structural characteristics and
strategies of the ﬁrm, and environmental conditions in which a ﬁrm operates –
the processes leading to a ﬁrm’s failure. Figure 10.1 delineates the relationships
between these variables and their impact on failure. Table 10.1 provides a list of
studies of entrepreneurial failure, with independent variables, dependent variables, and sample descriptions, as well as key ﬁndings.
Individual characteristics – the entrepreneurs
Most researchers in the ﬁeld have learned that the founder is the key to venture
survival and failure. The studies investigated the effects of the founder’s education, working experience, industry-speciﬁc experience, and family (e.g. Bates
1990a, 1990b). This stream of research is mostly built on human capital theory
(Becker 1975) and, in general, argues that high human capital endowment of the
founder decreases the chances for entrepreneurial failure.

The entrepreneur
• Human capitals
• Social capitals

t
The firm
• Founding conditions
• Strategies
• Managerial functions

The processes

The contexts
• Industry conditions
• Macro-economic
conditions

Figure 10.1 Entrepreneurial failure: an integrative model
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Entrepreneurial
failure

Table 10.1 Entrepreneurial failure: a literature review
Author(s) and year

Independent variables

Dependent variables
and measures

Sample descriptions

Research
methods

Findings

Gimeno et al.
(1997)

Work experience,
formal education,
similar business
experience, intrinsic
motivation. Control
variables: size,
working hours, initial
capital investment,
path of ownership,
industry conditions.

Entrepreneurial
exit (0 for
continued, 1 for
exit).

1,547 entrepreneurs
of new businesses
from National
Federation of
Independent Business
(936 survived, 611
discontinued).

Censored
regression
(tobit); grouped
data regression.

Entrepreneurs with more general
human capital perform better but do
not necessarily survive more
frequently. Firms with low thresholds
may choose to continue or survive
despite comparatively low
performance.

Ronstadt (1986)

Entrepreneurial career
length, number of
ventures, exit rate.

95 ex-entrepreneurs,
208 practicing
entrepreneurs.

Descriptive
statistics.

Entrepreneurial career length is
negatively correlated to exit.

Pennings et al.
(1998)

Human capital
(industry and ﬁrm
speciﬁc) and social
capital.

Firm dissolution:
the name of a ﬁrm
permanently
disappeared from
the directories
without the
incidence of an
acquisition or
name change.

1,851 Dutch
accounting ﬁrms
during the period of
1880–1990.

Discrete event
history analysis.

A ﬁrm’s human and social capital
decreases the likelihood of ﬁrm
dissolution. Speciﬁcity and nonappropriatability of such capital
diminished dissolutions of
professional service ﬁrms.

Bruderl et al.
(1992)

Years of schooling,
years of working
experience, industry-

Firm mortality
that is measured
by de-registration.

1,849 business founders Event history
in Munich and Upper analysis; logBavaria (Germany).
logistic model.
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The human capital characteristics of
the founder, especially years of
schooling, work experience, and

speciﬁc experience,
self-employment
experience, leadership
experience, selfemployed father,
founding strategies,
amount of capital
invested, number of
employees employed,
competition intensity,
seasonality.
Preisendorfer and
Voss (1990)

Founder’s age,
industry-speciﬁc
experience.

industry-speciﬁc experience would
increase survival chance. As would
organizational characteristics, such
as amount of capital invested,
number of employees hired, and
organizational niche strategies.

Firm mortality.

Carter et al. (1997) Initial resources (prior Firm
start-up experience,
discontinuance.
industry experience,
start-up team, number
of employees),
founding strategies,
gender, and cross
products.
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78,441 small traders
from ﬁrm registration
and de-registration in
Germany for the
period of 1980–1984.

Event history
analysis.

An inverted U-shaped relationship
between a founder’s age and ﬁrm’s
mortality; the relationship seems to
be stronger in industries that require
more industry-speciﬁc experience
from the founders.

203 retail ﬁrms.

Logistic
regression
analysis with
variables
entering as
blocks.

Human capital of the founding teams,
the scale of start-up business, and
broad strategies signiﬁcantly
decrease the odds of ﬁrm
discontinuance; women-owned
businesses have higher odds of
discontinuance; women owners were
less likely to have instrumental
experience from the industry and
started their businesses on a smaller
scale. However, resource deﬁciencies
do not appear to affect the odds of
discontinuance for women-owned
businesses.

Table 10.1 continued
Author(s) and year

Independent variables

Dependent variables
and measures

Sample descriptions

Research
methods

Findings

Mitchell (1994)

Firm size and age,
start-up ﬁrms and
diversifying ﬁrms.

Rate of dissolution
and bankruptcy of
start-up ﬁrms and
diversifying ﬁrms.

Seven American
medical sector
product markets
established between
the 1950s and 1980s.

Logistic
regression
analysis.

The dissolution rate declined with
greater sales and age for start-up
ﬁrms. Although dissolution rate also
declined with greater sales for
diversifying ﬁrms, the rate was not
affected by business age. When age,
sales, and other organizational
characteristics were controlled for,
there was little difference in the
dissolution rate between start-up
ﬁrms and diversifying ﬁrms.

Moulton et al.
(1996)

Industry growth/
decline rate, growth
and decline in
organizational debt
and assets, four
different patterns of
failing.

Change in assets,
sales, debt, and
number of losing
years.

73 ﬁrms that declared
bankruptcy from
1980 to 1986 and 73
matching ﬁrms that
did not fail during that
period.

Analysis of
There were more failures in growing
variance, t-tests. industries. Failing ﬁrms increase their
debts more rapidly and signiﬁcantly
than matching ﬁrms. Firms exhibit
different paths to decline.

Perry (2002)

Failed group vs.
non-failed group.

Degree of business
planning.

152 paired samples of t-tests.
failed and non-failed
ﬁrms. Failed ﬁrms
were selected from
National Bankruptcy
Bulletin (Dun and
Bradstreet publication).
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Very little formal planning goes on in
U.S. small businesses; non-failed
ﬁrms do more planning than failed
ﬁrms did prior to failure.

Castrogiovanni
et al. (1993)

Age, size, capital
intensity, business
types.

Gaskill et al.
(1993)

A list of 35 causes of
business failures.

Bates (1990a)

Years of education,
managerial
experience, small
business exposure
within one’s family,
age, year of entry into
self-employment,
created a ﬁrm de
novo, or entered an
existing business.

Shane and Foo
(1999)

Cognitive legitimacy
(age, size), social–
political legitimacy
(external
certiﬁcation),
imprinting, economic
variables as controls.

Failure rate.

103 franchisers.

Analysis of
covariance.

Age is positively related to franchise
failure; size and capital intensity
have no direct and signiﬁcant impact
on failure rate.

130 failed businesses
in retailing industry.

Factor analysis.

Four factors were uncovered,
including managerial and planning
function, working capital
management, competitive
environment, and growth/overexpansion.

Exit, 1 – if the
ﬁrm was still
operating in late
1986; 0 –
otherwise.

A random sample of
business owners from
the 1982
Characteristics of
Business Owners.

Logit regression. Highly educated entrepreneurs were
most likely to create ﬁrms that
remained in operation through 1986.
Firm leverage is trivial for
delineating active from discontinued
businesses.

Failure as exit
from the listing.

1,292 franchisers in
the United States for
the years 1979–1996.

Cox regression.
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Age, size, and media certiﬁcation
reduced the hazard of failure. New
franchisers were also imprinted by
the location of their founding.
Survival of new franchise systems is
better explained by adding
institutional explanations to
economic ones.

Table 10.1 continued
Author(s) and year

Independent variables

Romanelli (1989)

Venkatraman et al.
(1990)

Dependent variables
and measures

Sample descriptions

Research
methods

Industry demand,
Firm survival:
concentration ratio,
survival (1); failure
market breadth,
(0)
market aggressiveness.

108 start-ups in the
PC industry.

Logit regression. Environmental conditions and
founding strategies jointly affect
survival. On average, specialists are
more likely to survive in their early
years than generalists. When industry
sales are increasing, generalists have
a higher survival rate than specialists.
Additionally, aggressive ﬁrms fare
better than efﬁcient ﬁrms. However,
the competitive conditions are
unrelated to a ﬁrm’s mortality rate.

A series of transaction
sets.

Ten educational
software start-ups.

Case study,
inductive
approach, a
process model.

Firm survival and
failure.
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Findings

New and small ﬁrms engage in
transactions with others. Owing to
liability of newness and smallness,
entrepreneurs often use these
transactions as collateral to attract
valuable customers and resources.
These leveraged strategies make the
set of transactions of the ﬁrm tightly
coupled. When one transaction within
the set fails, the set collapses, which
leads to the failure of the ﬁrm.

Carter et al. (1997) found that experience in starting other businesses,
experience working in the industry, starting a business with partners, and
having employees all signiﬁcantly decrease the odds of discontinuance. Their
ﬁndings suggest that the human capital of the founder or founding teams and the
scale of the business at start-up are equally important. Bruderl et al. (1992) elaborated two mechanisms by which human capital improves a ﬁrm’s survival
chances and decreases failure rates – higher human capital is able to recognize
attractive business opportunities and also leads to higher productivity. Following Becker (1975), Bruderl et al. (1992) tested the impact of general human
capital and speciﬁc capital on ﬁrm failure rates in a group of 1,849 German business founders. They found that general human capital such as years of schooling
and years of working experience signiﬁcantly decrease a ﬁrm’s failure rate. In
his study of small business in the construction sector in Great Britain, Hall
(1994) also found that human capital was the most pivotal factor in differentiating survived from failed ﬁrms. Using a dataset of 78,441 small traders from ﬁrm
registration and de-registration in Germany for the period of 1980 to 1984,
Preisendorfer and Voss (1990) explored the relationship between the founder’s
age and ﬁrm mortality rate. They found ﬁrm mortality rate is low for middleaged founders but high for young and older founders, suggesting an inverted Ushaped relationship between founders’ age and ﬁrm mortality. By contrast,
using data from the U.S. Bureau of Census, Headd (2000) found gender, race,
and age play a small, if any, role in survivability. But he discovered that founders
with college educations have a higher survival rate.

Resources, strategies, and other organizational attributes – the
ﬁrms
Firm age and liability of newness
Organizational ecologists have elaborated on age-dependent organizational mortality in great detail (Singh et al. 1986). This line of research suggests that young
and new organizations have a higher risk of failure than older organizations. For
example, Bruderl et al. (1992) found that new businesses that are “followers”
have a better chance of survival than those created de novo. Evans (1987) found
that older ﬁrms in the U.S. Small Business Database are less likely to dissolve
and are more likely to survive. Philips and Kirchhoff (1989) also used the U.S.
Small Business Database, and found that ﬁrm survival tends to increase with
enterprise age. Delacroix and Swaminathan (1991) found that older wineries
were less likely to shut down. However, some studies have reported that older
organizations are more likely to dissolve in service areas such as credit unions
(Amburgey et al. 1993) and hotels (Baum and Mezias 1992).
Firm size and liability of smallness
Researchers have argued that entrepreneurial failure is also affected by the initial
size, which may be measured by the amount of ﬁnancial capital invested and the
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number of people employed at the time of founding. For example, Bruderl et al.
(1992) found that a larger start-up size reduces a ﬁrm’s mortality rate. In a
similar vein, Headd (2000) found a high survival rate for ﬁrms with $50,000 or
more of start-up capital and employees. A study of the winery industry by
Delacroix and Swaminathan (1991) and a study of medical products by Mitchell
(1994) found similar results. However, Castrogiovanni et al. (1993) found no
support for the belief that size has an impact on failure rate.
Firm growth
Philips and Kirchhoff (1989) noted that failure rates decreased by half for ﬁrms
that grew. They found that even a small amount of growth reduced the average
failure rates within ﬁve years to 34 percent; and that the earlier in the life of the
business that growth occurred, the lower the chance of failure.
Founding strategies
Researchers have used “generalist” (r-strategists) and “specialist” (k-strategists)
strategies as the classiﬁcation scheme for new ventures (Hannan and Freeman
1977). The generalists offer a wide array of products or services aiming at a
broad range of customers, whereas the specialists focus on a niche market to
avoid direct competition with large and more established ﬁrms. The argument is
that targeting a narrow market segment and serving customers through differentiated products or services would decrease the odds for entrepreneurial failure.
For example, Romanelli (1989) found that specialists fare better than generalists
in most environmental conditions. Alternatively, there are researchers who
argue that a generalist strategy will lead to a better chance of survival. The generalist strategy focuses on a broad range of markets and matches a broad appeal
offering by competitors. For example, in their empirical study of 203 retail
ﬁrms, Carter et al. (1997) found that broad strategies signiﬁcantly affect discontinuance and are more effective than a narrow niche strategy, suggesting that
new ventures must match the broad appeal offered by competitors to increase
the chance of survival.
Managerial variables
In a review of small-business failure literature, Haswell and Holmes (1989)
found that management incompetence and inexperience still remain the major
causes of business failure. Berryman’s (1981) review of literature related to
business failure and bankruptcy also gives “management inefﬁciency” as the
most commonly cited reason for failure. In their interview with ten business
owners who had declared bankruptcy, Bruno et al. (1987) learned about three
categories of causes of failure – product/market problems, ﬁnancial difﬁculties, and managerial/key employee problems. In their analysis of 130 failed
businesses in the retail industry, Gaskill et al. (1993) found that four factors
lead to failure, namely, managerial and planning function, working capital
management, competitive environment, and growth and over-expansion. In a
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similar vein, in their survey of failed businesses, Peterson et al. (1983) found
that lack of management expertise and ﬁnancial-related factors were mostly
cited. Perry’s (2002) study of a paired sample of failed and non-failed small
businesses found that non-failed ﬁrms do more planning than failed ﬁrms did
prior to failure.

Environmental conditions – the contexts
In the strategy area, there has been a long-standing debate about the relative
importance of environmental determinism and managerial choice as explanations of organizational survival and failure (e.g. Rumelt 1991). Competitive
concentration, which is measured by the percentage of sales, plant capacity, and
distribution channels controlled by the largest four or eight competitors, is
related to a ﬁrm’s ability to acquire or increase control of available resources in
the industry. Thus, increasing competitive concentration should indicate
increased difﬁculties for young and small ﬁrms in acquiring resources and subsequently lead to high failure rates.
It is plausible that attractive industries (i.e. growing industries) should make
survival easier and therefore ﬁrms in these industries should have low failure
rates. Brittain and Freeman (1980) referred to these conditions as the excesscarrying capacity of an environment. The empirical study by Moulton et al.
(1996) of 73 ﬁrms which declared bankruptcy found that more ﬁrms failed in
growing industries than in declining industries. Philips and Kirchhoff (1989)
found survival rates vary considerably from industry to industry, with a low of
35.3 percent in construction and a high of 46.9 percent in manufacturing.
However, the authors failed to provide reasons why these discrepancies occur.
Shane and Foo’s (1999) study of U.S. franchisers found little support for systematic industry differences in franchisers’ survival. Failure rate was no more
common in new franchising areas or in more highly regulated industries. The
absence of industry effects is consistent with the ﬁnding of Lafontaine and Shaw
(1998) and Bruderl et al. (1992).

Events for failure – the processes
In their study of the failure of large corporations, Hambrick and D’Aveni (1988)
found that the process of failure was a protracted downward spiral. Research by
Venkatraman et al. (1990) shifts the focus of failure research from the question
of “why” to “how” – how the process of failure unfolds. In their case studies of
ten educationed software start-ups, the authors found that new and small ﬁrms
engage in transactions with others. Because of their liabilities of newness and
smallness, entrepreneurs often use these transactions as collateral to attract
valuable customers and resources. The leveraged strategy makes the set of transactions of the ﬁrm tightly coupled. When one transaction within the set fails,
the set collapses, leading to the failure of the ﬁrm.
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Entrepreneurial failure: how much do we know?
Deﬁnitional and measurement issues
As indicated in Table 10.1, there seems a lack of consensus by academics generally over what constitutes entrepreneurial failure. To a great extent, our understanding of entrepreneurial failure has been precluded by the lack of a generally
accepted deﬁnition of such failure. Various deﬁnitions lead to various measures
and sources of data collection, such as tax records (Hall 1994), state employment ﬁles (Birley 1984), telephone directories, and local chambers of commerce. For those relatively subjective measures such as earning criterion and
loss-cutting criterion, it becomes more difﬁcult to ﬁnd accurate measures of
failure and reliable data sources. Entrepreneurs who have failed are also reluctant to show interest in documenting their failures in detail.

Theoretical development issues
Lack of integrative models
Entrepreneurial failure is a complex and multidimensional phenomenon, and it
is conceivable that the impact of one variable (e.g. founding strategy) on entrepreneurial failure may depend on another variable (e.g. competitive conditions).
Therefore, theoretically, we would expect both independent effects and interaction effects among the four categories of variables – between the entrepreneur and the ﬁrm, the ﬁrm and the context, the context and the process, the
entrepreneur and the process, the ﬁrm and the process, and the entrepreneur
and the context. However, scant attention has been given to the interplays
between variables. With the exception of Romanelli (1989), integrative models
of entrepreneurial failure are notably missing.
Lack of theoretical development
The majority of empirical studies about failure prediction have produced
“garbage can” models, that is, the model development has been data driven
rather than theory led. Quite often, paired-sample data with failed and nonfailed ﬁrms are created, followed by Logit regression analysis or descriptive statistics with t-tests. The selection of variables appears to be selected for
convenience rather than with theoretical justiﬁcation. Rich case analysis that
documents the factors and process leading is rare. McGrath’s (1999) research
on option theory of entrepreneurial failure represents an initial effort in theory
development.
Imbalanced research focus
Table 10.2 suggests a signiﬁcant amount of attention has been given to the question of “why” – the factors from the entrepreneur, the venture, and the context
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affect entrepreneurial failure. By contrast, process-based research addresses the
issue of “how” – the process by which failure unfolds. Process-focused research
should be as important as the other research, if not more so.
Social capital as the missing piece of the puzzle
One notable omission in the research of entrepreneurial failure is the role of an
entrepreneur’s social capital. Social capital has traditionally been conceptualized
as a set of social resources embedded in relationships (e.g. Burt 1992). Scholars
have espoused a broader deﬁnition of social capital, including not only social
relationships but also the norms and values associated with them (e.g. Coleman
1990). More recently, the concept of social capital has found its way into entrepreneurship research (e.g. Liao and Welsch 2003). An entrepreneur’s social
capital is instrumental in obtaining ﬁnancial support, gaining legitimacy, and
facilitating transactions. Therefore, it is conceivable that social capital could play
a role in affecting a ﬁrm’s failure.
Methodological issues
Studies of survived or successful ventures are much easier than studies of failed
ventures. First, it is difﬁcult to locate ventures that failed because of poor
performance. Homogeneous samples are hard to come by. Second, entrepreneurs are reticent about failure. Those who do agree to participate ﬁnd it difﬁcult to identify the reasons for venture failure, especially when the failure took
place in the past. Therefore, they will have a hard time understanding and articulating causations. Additionally, as attribution theory suggests, entrepreneurs are
more likely to attribute failure to external causes than to internal ones.
One major caveat related to the research design of many studies reviewed is
that they fail to take the temporal issue into consideration. Theoretically, there
should be a time gap between predictors of venture failure and the actual
failure, and data collection and modeling should reﬂect the time gap.
In terms of statistic modeling, entrepreneurial failure research has predominantly used two models. One model is Logit regression, a static model that
examines the impact of factors on the probability of failure. This model usually
applies to a research design when a combined sample of failed and non-failed
ﬁrms is present. So far, researchers who have adopted this model mainly include
independent effects with limited or no controlling variables. Interaction terms
are rarely seen in these models. The other model is an event history analysis and
hazard model – a dynamic model that is popular among population ecologists.
There is limited theoretical development in entrepreneurial failure
research. Two research methods could be considered for theory-building purposes. One is case research. Researchers have noted the importance of case
method in theory construction (Yin 1994), especially for an emerging area of
inquiry. The other method is data mining, which is a grounded theorizing
approach to build proﬁles of failed ventures with combinational factors from the
entrepreneur, the context, the process, and the ﬁrm.
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Entrepreneurial failure: where do we go from here?
Building a longitudinal database
In the United States, a signiﬁcant amount of research has been based on administrative databases such as Dun and Bradstreet, and the Longitudinal Establishment Data File from the Bureau of the Census. Although the existing databases
have yielded rich results, they contain measurement and sampling errors, which
do not make them ideal sources for analyzing entrepreneurial failures. For
example, the Dun and Bradsteet ﬁles are built on data from a credit rating
service that has difﬁculty in keeping track of ownership changes (Kirchhoff
1994). The database does not distinguish between businesses that ﬁle bankruptcies and those that are sold by the founders for a better opportunity. As
Williams (1993) pointed out, the failure rates for entrepreneurial ventures have
been grossly overstated. Many closed businesses are not necessarily failed business. Lumping together different types of ﬁrm disappearances signiﬁcantly can
confound ﬁndings. To provide a better understanding of entrepreneurial failure,
we need a database of a more homogeneous group of failed ﬁrms. Additionally,
because of federal laws that prevent the releasing of any form of data that might
disclose information about individual ﬁrms, ﬁrm-level micro-data is nonexistent.
The nature of the phenomenon of entrepreneurial failure calls for a longitudinal research design that traces individual ﬁrms from birth to death and then
identiﬁes the individual, organizational, and context factors that may contribute
to a ﬁrm’s failure. Instead of sense-making – post hoc realization and rationalization of why a venture fails – researchers could make ongoing observations of the
entrepreneurs and the environments, as well as the ﬁrms. The Panel Study of
Entrepreneurial Dynamics is just one of such research projects (Reynolds 2000).
The study ﬁrst identiﬁes a group of nascent entrepreneurs and then tracks four
types of them over time: those who discontinue their venture creation efforts;
those who create new business ventures but still fail in the end; the general
public who are not involved in any venture creation activities; and those who
continue to operate and grow their businesses. Only this longitudinal study with
its quasi-experimental design approach will enable us to uncover the factors that
differentiate failed groups from others.
Integrative research model
Future research should focus on the interplays across different categories of variables. Speciﬁcally, the following questions may be of interest to researchers in
the ﬁeld of entrepreneurial failure:
1
2

failure ⫽ f(the entrepreneur ⫻ the ﬁrm). To what extent do a venture’s
resource endowment and founding strategy moderate the relationship
between the entrepreneur’s social and human capital and failure?
failure ⫽ f(the context ⫻ the ﬁrm). Does the impact of a ﬁrm’s resource
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3
4
5
6

endowment, and founding strategies on entrepreneurial failure vary across
different industry conditions?
failure ⫽ f(the entrepreneur ⫻ the context). Given various competitive
conditions, how do an entrepreneur’s human and social capital affect
failure?
failure ⫽ f(the entrepreneur ⫻ the process). Do entrepreneurs with different human and social capital have different processes of failure?
failure ⫽ f(the ﬁrm ⫻ the process). Do ﬁrms with different founding
strategies and resource endowments exhibit different processes of failure?
failure ⫽ f(the context ⫻ the process). To what extent do industry conditions moderate the different processes leading to failure? Do we expect
to see a certain failure process in certain types of industry conditions but
not in others?

At the more macro level, studies can focus on the question of the extent to
which a national culture affects venture failure. Culture and environment are
seen as crucial to tolerance of failure. For entrepreneurs in the United States,
the stigma of business failure is much smaller than in European countries, and
therefore individuals are more prepared to start anew in business and ultimately
develop high-growth ﬁrms. We would expect a low venture failure rate for
countries with less tolerance of failure. The project of Global Entrepreneurship
Monitoring (GEM) is moving in the right direction. Another issue related to the
macro level analysis is that little evidence has been shown of the proportion of
individuals who experience entrepreneurial failure and subsequently start new
ventures.
An intentional-based failure research
This approach is somewhat consistent with the argument of entrepreneurial
intentions as a central and crucial component in understanding the overall
process of entrepreneurship. Entrepreneurial intentions help to establish key
initial characteristics of new organizations (Bird 1988; Krueger and Carsrud
1993). Fishbein and Ajzen state succinctly that “behavior is best predicted by
intentions and . . . intentions are jointly determined by the person’s attitude and
subjective norm concerning that behavior” (1975: 216). Individuals have different reasons and intentions when they start a business, and not everyone wants to
be a lifetime entrepreneur. Therefore, a founder’s intention at the start of a
new venture should have an impact on its ﬁnal outcome – be it a success, a
closure, or a failure. Consequently, it would be fruitful to investigate how
entrepreneurial intentions affect failure.
A process-based research
Most of existing studies have focused on the issue of “why” start-ups or small
businesses fail. Little attention has been paid to the issue of “how” – how the
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

process of failure unfolds. In a study of failure of large corporations, Hambrick
and D’Aveni (1988) found the process of failure was a protracted downward
spiral. With the exception of Venkatraman et al. (1990), researchers paid very
little attention to the failure process of small business and start-up ﬁrms. The
question of how the process of failure unfolds over time remains an underexplored area. The existing research models largely treat the venture failure
process as a black box with affecting variables from individual, ﬁrm, and
environmental levels. Through process-based research we can hope to develop
intervening strategies to disrupt the failure process.
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ELECTRONIC COMMERCE:
CURRENT UNDERSTANDING AND
UNANSWERED QUESTIONS

Introduction: historical perspective

T

H I S C H A P T E R P R O V I D E S A detailed overview of the current e-

commerce literature and points out unanswered questions that would be
particularly interesting to academics and helpful to entrepreneurs wanting to
engage in e-commerce.
In the latter half of the 1990s, the business press hyped electronic commerce, conducting business transactions electronically via the Internet, as the
“New Economy.” This hype gave birth to weekly and monthly magazines
devoted exclusively to electronic commerce (e-commerce). At that time one
such publication, Business 2.0, published issues exceeding 600 pages. Countless
articles by new-found “experts” discussed how the Internet would revolutionize
the way business was conducted in every industrial sector. Businesses of every
type were admonished to “get wired” or risk losing their competitive advantages. Businesses were categorized as “winners” or “losers” on the basis of
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Internet presence, and those who did not jump online were dismissively
branded as those who “just don’t get it!” (Beer and Hogan 2000).
Papers published in academic journals also hyped the impact of the Internet.
They embraced and proliferated buzzwords such as e-commerce, e-business, eenterprise, e-marketing, e-operations, e-service, e-opportunity, e-enabled, eRandD, e-product development, e-HR, e-procurement, and e-proﬁt (e.g.
Means and Faulkner 2000). DeCovny (1998) suggested that e-commerce was
becoming essential to business survival. Baker and Baker wrote:
The rise of e-commerce, the World Wide Web, and the software to
support the initiatives is so startling in its economic implications that
it may reasonably be considered a break point in the way we do business. This “break point” is an abrupt and deﬁning moment that obliterates standards and accepted commercial practices and replaces
them with the essential business paradigm for the new era. . . . To
thrive in this world, you must be online, and your online presence
must be a powerful one.
(2000: 87–88)
Similarly, Amar (1999) wrote:
It can be declared with almost full certainty that the Internet will be the
most important invention of the 20th century. . . . There is much to be
gained by being ﬁrst to venture into the new territory. . . . The biggest
impact on business will be transforming business to what is classiﬁed as
true competition in economic theory. . . . The Internet will generate
characteristics that make business truly competitive – a large number of
competitors, easy entry and exit, fewer intermediaries, less regulation,
highly competitive prices, and freely available information.
Means and Faulkner (2000) suggested that the Internet would accelerate
market responsiveness and drive higher levels of value creation, thereby creating an
intensity of competition and increased optimization never before seen in markets.
Consultants everywhere worked feverishly to get clients online with the
rationale that “you don’t make money right away. But unless you grab your
foothold on the Internet, you’re not going to be around in ﬁve or six years. So it’s
really a land grabbing exercise” (DeCovny 1998, emphasis added). In addition,
U.S. government publications argued that e-commerce would revolutionize the
retail industry and world-wide trade. In 1995, U.S. President William Clinton
and Vice President Albert Gore issued a paper entitled “A Framework for
Global Electronic Commerce,” which argued passionately that governments
world-wide should aggressively support the growth of e-commerce.
During the period of hype, companies everywhere scrambled to establish an
online presence. However, results of one of the few published empirical studies
on e-commerce indicated that ﬁrms joined the Internet without considering its
role in strategy – they perceived the Internet as a new marketplace but did not
engage in cool-headed consideration of its value to the ﬁrm (McBride 1997).
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This enthusiasm for a radically new, yet unproven and only vaguely understood, business method led to “irrational exuberance” in the stock market.
Internet companies of all types issued IPOs and were capitalized at previously
unheard of values. Venture capital poured into dot.coms, and millions of new
websites were introduced. With a wealth of cash on hand, ﬁrms focused on
technological sophistication, building brands, and gaining market share (which
was often measured in terms of “eyeballs” viewing the site), with little emphasis
on revenue generation or proﬁtability. Basic laws of economics appeared to have
been suspended (Reichert 2001) by those who “thought they had chopped off
the invisible hand” (Benko 2000).
The irrational enthusiasm for e-commerce ended abruptly in early 2000
with what has been called the “Tech Wreck.” Investors suddenly realized that
dot.coms were overcapitalized and that some might never actually show proﬁts.
Stocks plummeted overnight, leading to the demise of many dot.coms. Venture
capital dried up, and the pendulum appeared to have swung to the opposite
extreme of an irrational aversion to anything “dot.com.” Empirical studies have
indicated that the majority of websites are currently used as publishing media
for public relations and not for commerce (Dutta and Segev 1999; Grifﬁth and
Krampf 1998).
It appears, then, that the e-commerce pendulum has made a full swing from
irrational exuberance to irrational aversion. Therefore, this is a particularly
interesting time to examine the literature and take stock of what we know about
e-commerce from both academic and practical perspectives.
E-commerce literature
Despite the newness of the phenomenon, the literature about e-commerce is
vast, reﬂecting the hype of recent years. The majority of these articles appeared
in specialized e-commerce journals (e.g. Business 2.0, iMarketing News) and
technology journals. Within the technology literature, countless articles have
discussed technical details such as software, host platforms, server capacity, ﬁrewalls, transfer speeds, programming languages, Internet service providers
(ISPs), application service providers (ASPs), and other practical issues of building and hosting websites. Because the purpose of this chapter is to examine ecommerce from a managerial perspective, these technical articles are not
discussed in detail. Furthermore, because the e-commerce game is now much
different than it was prior to the Tech Wreck, this chapter places more
emphasis on literature written after that time. The review of e-commerce literature provided in this chapter is not meant to be exhaustive but is intended to
represent thoroughly the general tone of the literature. Several themes within
the literature include descriptive articles, tactical and strategic issues, and perceived differences in e-commerce. The discussion is organized around those
themes.
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Descriptive articles
Numerous case studies have proﬁled highly visible, but not necessarily “successful,” e-commerce players, including Garden.com, Amazon.com, Boo.com,
CDNow.com, eBay.com, Staples.com, Ikea, Jokeaday, and Priceline.com. These
case studies often focused on what was new and slick (visually and technologically)
about websites rather than focusing on their effectiveness or economic value. The
authors described companies like Garden.com, the now defunct dot.com that was
considered by many to be the “poster child” of e-commerce. Only a few articles
went beyond description to discuss lessons learned from case studies (e.g.
Williams and Cothrel 2000; Yofﬁe and Cusumano 1999).
Other descriptive articles discussed e-commerce in more general terms,
such as summary statistics regarding the numbers of adults online in each major
city (Lake 2000), the growth of Internet advertising revenue (Tomasula 2000),
the use of permission-based e-mail (Schibsted 2000), spending among dot.coms
relative to customer acquisition (Saba 2000), and the customer conversion rates
of websites (Betts 2001).
Tactical issues
In addition to a sea of descriptive articles, the literature introduced numerous
tactical issues speciﬁc to e-commerce. Although the articles are helpful, they fall
short of offering any real strategic insight. Tactical issues addressed in the literature include stickiness (frequency and duration of website visits), focus
(number of pages visited in the site during one visit), freshness (degree and frequency with which website content changed), personalization (the use of personal customer data to customize marketing pitches and website content), ﬁrst
purchase momentum (the number of clicks from site entry to purchase), customer acquisition costs, and ease of navigation. Other articles offered helpful
advice on more general tactical issues, such as screening and selecting fulﬁllment
partners, screening and selecting suppliers online, supply chain management,
use of commerce service providers, customer segmentation and attraction, customer retention, customer service, and building trust online.
Some articles offered step-by-step advice for getting online. For example,
Baker and Baker (2000) outlined six basic steps for setting up an e-commerce
business:
1
2
3
4
5
6

develop a website;
take orders online;
add credit card capability;
plug-in payment transaction software;
worry about security; and
develop content.

Lord (2000) argued that, to develop an e-business strategy, ﬁrms should
determine what to build and what to buy, automate non-mission-critical funcSelection and editorial matter © 2004 Harold P. Welsch;
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tions ﬁrst, know customers well and take small steps, add efﬁciency in supply
chain and customer relationship management before pursuing top-line
opportunities, and, ﬁnally, move toward full-blown e-business. Ryans (1995)
listed publications that can help small businesses get online. Gilbert (2001)
advised second wave entrants to take their time, do their homework, leverage
existing advertising, don’t be wacky, and don’t fret. Trout (2000) admonished
newcomers to avoid common assumptions, including: “we can do that too”;
“who cares if our name is strange?”; “we need a cool, creative commercial”;
“let’s not worry about making money and just build a brand”; “people will do
everything on the Web.”
Although these articles offered some helpful advice in terms of getting
online and managing the website, they offered no insight into strategic issues
such as whether, when, and why it makes sense to be online.
Strategic issues
Although the majority of e-commerce literature is technical, descriptive, or tactical in nature, a few books and articles provided limited strategic guidance for
dot.coms. Although limited in number, these publications represent the most
substantial e-commerce literature. For example, in 1998 (before the Tech
Wreck!) Sterrett and Shah advocated a basic common-sense approach to establishing a presence on the Internet, starting with the question of whether it
makes sense, given inherent risks and challenges. The authors suggested that ecommerce provides a major opportunity for ﬁrms that got into the market early
with a good strategy. However, they did not provide any insight into when it
makes sense to engage in e-commerce or what constitutes good strategy.
Similarly, DeCovny (1998) argued that established ﬁrms entering
e-commerce should look hard at numbers and make a business case for website
development in terms of cost reduction, increased customer retention, acquisition of new customers, or increased value added. He suggested that businesses
should understand business rules and then put the right program together. Like
Sterrett and Shah, DeCovny did not offer speciﬁc guidance on what constitutes
“the right program.”
Burke (1997) suggested that the greatest success stories would involve companies that are able to leverage the unique characteristics of the Internet to sell
their products or services and have target customers whose proﬁles match those
of Internet users. He described Dell as a perfect example of this strategic ﬁt.
McWilliams (2000) suggested linking online strategies to total brand strategies.
Benko (2000) argued for a back-to-basics approach to adding value and niche
marketing. Davis and his colleagues (2001) offered general advice they labeled
strategies for the long haul: don’t be a ﬁrst mover – be a best mover; transform,
don’t conform; use the network to win partners, employees, and customers;
turn customers into working assets; mission and ﬁnancial design go hand-inhand; strive to be different; show – don’t tell.
Seybold (2000) believed that business-to-business exchanges should focus
on specialized niches. Aufreiter et al. (2001) suggested that successful dot.coms
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get their edge not from superior business models but from superior marketing.
Enders and Jelassi (2000) suggested that e-tailers have no inherent advantage
over bricks and mortar retailers and what matters is the quality of strategy execution of the individual ﬁrm. Brache and Webb (2000) argued for a more strategic approach to e-commerce by pointing out eight deadly assumptions of
e-business. Sawhney and Sumant (2000) suggested strategies for internationalization of e-commerce.
The articles discussed above offer helpful tips into strategic issues facing ebusinesses. However, each paper only focuses on a small piece of strategy. None
offers comprehensive guidance for strategy formulation or implementation.
Differences between e-business and traditional business
Although very few empirical studies of e-commerce have yet been published,
numerous conceptual papers have discussed how e-commerce differs from traditional business. Post Tech Wreck hindsight has shown that some assumed differences were not so great as once thought. For example, Oliver (1999) explained
that dot.coms should focus on building market share rather than proﬁts and
Allee (2000) argued that traditional return-on-investment criteria are not adequate for evaluating dot.coms. In contrast, Peter Drucker argued that dot.coms
should have business plans focused on building businesses on the basis of positive
cash ﬂow and proﬁtability (Daly 2000). Nolan (2000) argued that the end of
easy money means smarter bottom lines.
In 2000, Oliver offered the seven “laws” of e-commerce strategy:
There is no such thing as competitive advantage – success is a constantly moving target; forget secrets – everything is out in the open;
space replaces place; it’s the scalability, stupid; ﬂexibility beats
everything else; the only constant is chaos. Familiar business terms
such as “industry analysis,” “sustainable competitive advantage” and
“long-term customer relationship” now seem like old-fashioned relics
for a bygone age.
(2000: 145–146)
Another article, by Evans (2000), further exempliﬁes the hyperbole surrounding e-commerce. Of traditional approaches to business strategy he wrote:
The Internet turns all this upside down. . . . Indeed the whole idea of
an Internet business having a “policy” on anything is rather quaint.
The business policy school believed that all those reviews, controls,
and formalities would minimize the probability of getting things
wrong. But now the goal is to maximize the probability of getting
things right. . . . Risk has to be embraced, not avoided; speed
matters more than accuracy; innovation matters more than
control. . . . In the Internet age, Father does not know best: Indeed it
is quite likely that Father does not have a clue. . . . The Internet
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undermines the premises of competitive analysis. . . . Deﬁnitions of
the ﬁrm, industry, customers, and new entrants were given and
obvious. But the Internet destroys these neat categories. . . . The
New Economy liberated competencies from the core. The technologies of Silicon Valley (to take one of the purest examples) belong
largely to the community, not to any individual ﬁrm.
(2000: 15)
In contrast, Michael Porter (2001) argued that Internet pioneers had
errantly violated nearly every precept of good strategy. He argued that gaining
competitive advantage does not require a radically new approach to business; it
requires building on proven principles of effective strategy. Christenson and
Tedlow (2000) suggested that, rather than a radically new way of doing business, Internet retailing simply represents a fourth major disruption in retailing.
The authors argued that retailers will adjust to the disruption as they did historically to the introduction of department stores, mail order catalogs and discount
department stores. Others view e-commerce as a simple variation of direct
marketing (e.g. Dean 2001) and not a radically new form of business.
It has been widely argued that a primary advantage of e-commerce is disintermediation, or the removal of middlemen between the seller and customer.
For example, rather than share proﬁts with wholesalers and retailers, manufacturers could sell directly to consumers and, simultaneously, keep a greater share
of proﬁts for themselves and offer lower prices to consumers. However, Carr
(2000) pointed out that instead of disintermediation, the Internet produces
hypermediation, a situation in which content providers, afﬁliate sites, search
engines, portals, Internet service providers, software makers, and others are
positioned to capture most e-commerce proﬁts.
Others have argued that a “vast sea” of information about prices, competition, and features that is readily available on the Internet helps buyers “see
through” the costs of products and services, producing downward pressure on
prices (Sinha 2000). However, that “vast sea” of information has proved hard to
navigate in cyberspace, which quickly became extremely crowded. Locke (2001)
discussed information overload on the information superhighway, Wurman
(2000) noted that 60 percent to 80 percent of people searching the Web for
information do not ﬁnd what they are looking for, and Watson et al. (1998) discussed the difﬁculty of attracting customers to a site on the crowded Web.
Although many perceived differences in e-commerce have been discounted,
several remain unchallenged and appear to have some merit. For example, the
Internet provides an extremely efﬁcient means of delivering products in electronic form such as music, publications, and software. However, this efﬁciency
is tempered by the challenges of protecting intellectual property rights (Seybold
2000). The Internet also provides tremendous advantages for consumers to
make reservations for transportation, hotels, and entertainment online, but this
efﬁciency is tempered by privacy concerns (Richards 1997).
In addition to efﬁcient delivery of some goods and services, the Internet can
greatly increase the market reach of ﬁrms (Savin and Silberg 2000). In fact, the
Internet provides a global storefront for any ﬁrm that is online (Cukier and
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Faucon 2001; Sawhney and Sumant 2000) including young and small ﬁrms. For
example, Boo.com was considered a global start-up because it started with a
clear strategy for internationalization (Louis 2000). Fariselli et al. (1999) argued
that the Internet can help small and medium-sized enterprises overcome
disadvantages they face vis-à-vis large transnational corporations, and Quelch
and Klein (1996) suggested that the Internet levels the playing ﬁeld for smaller
ﬁrms. Statistics indicate that the average U.S. website gets 30 percent of its
trafﬁc and 10 percent of its orders from non-U.S. customers. However, statistics also indicate that this international trade is concentrated in a few regions
and that there are numerous logistical, legal, and cultural obstacles to internationalization. (For current statistics, see Forrester.com, CyberAtlas.com, and
Headcount.com.)
The Internet provides automatic access to a tremendous amount of customer information that would be impossible to collect in any other way. Such
information is often collected voluntarily through online surveys and participation in permission-based marketing. However, it can also be collected passively
through analyzing cookies or through targeting online communities. This
detailed information allows a level of personalization and highly targeted marketing that is impossible in other channels. Marketing efforts are further
enhanced by the introduction of viral marketing, through which information is
explicitly or implicitly passed from one consumer to family and friends at little
cost.
Because of the ease with which changes can be made to a website, the Internet allows companies to test prices efﬁciently, segment customers, and adjust to
changes in supply and demand. Furthermore, Dahan and Srinivasan (2000)
examined how the Internet can be effectively used for product concept testing.
In their study, static virtual prototypes, animated virtual prototypes, and physical products were tested. Results demonstrated that both static and animated
virtual prototypes produced market shares that closely mirrored those obtained
with physical products. Clearly, virtual prototypes are much less costly to test
than physical prototypes.
In addition to consumer and market information, the Internet provides an
efﬁcient source of competitive intelligence and supplier contacts. At its
extreme, the Internet allows for completely integrated supply-chain management. Traditional supply chains involve hand-offs, bottlenecks, and buffer
stocks, creating costly inventory. Internet-based “value nets” are a practical
alternative. A value net is a dynamic network of customer/supplier partnerships
and information ﬂows activated by real customer demand and capable of
responding rapidly and reliably (Bovel and Martha 2000). Because of this efﬁciency, numerous industrial business-to-business exchanges have been established to allow unmatched cooperation among competitors (Seybold 2000).
Although much of the literature points out the potential for e-commerce to
greatly improve business efﬁciency and effectiveness, studies also point out
some startling statistics about the shortcomings of e-commerce. For example,
only about 3 percent of website visitors actually buy anything (Betts 2001), and
74 percent of shopping carts are abandoned at checkout (Hughes 2001). An
empirical study revealed that even the best dot.coms had major problems with
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fulﬁllment (Electron Economy 2000), and studies show that among U.S.
dot.coms, 46 percent of all orders from outside the U.S. go unﬁlled because of
process failures (Forrester.com). Such statistics are shocking and demonstrate
the challenge dot.coms have in building consumer trust (Cheskin Research
2000).
State of the literature and future research directions
The summary provided in the preceding section clearly shows that the
e-commerce literature is extremely broad and extremely shallow. The overwhelming majority of the literature is outdated hyperbole or entirely descriptive
and anecdotal or focuses on speciﬁc technical details. Literature that focuses on
tactics is of limited value when there is little guidance about broader strategic
issues. Although some interesting conceptual papers have been published, few
empirical studies have. Clearly there is tremendous opportunity for academics
to make a substantial contribution to the understanding of e-commerce.
E-commerce is a relatively new and rapidly changing phenomenon. Consequently, the literature is new and underdeveloped. The literature has not yet
progressed to the stage of theory-based empirical research, largely because it has
been assumed that e-commerce is radically different from traditional business
and, therefore, traditional theories were not thought to apply. Numerous very
basic questions with extreme practical value remain to be addressed. To
produce knowledge that will be useful to practitioners, scholars should focus on
well-articulated questions that can be addressed in academically rigorous studies
that are theoretically based. A few of the more general questions include:
쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌

is e-commerce a radically new form of business, or does it simply represent a new marketing channel or communication medium?
in what ways does e-commerce differ from traditional business?
without the hype, what is the true potential of the Internet to add real
value and produce wealth?
how can traditional theories of economics and business inform our understanding of e-commerce?
what are the lessons to be learned from the Tech Wreck?
how can newcomers overcome the cloud of the Tech Wreck and obtain
legitimacy?
what business models are best suited for the Internet?
which e-commerce sites are proﬁtable and why?
what is the optimal mix of clicks and mortar?
how does the Internet ﬁt with and enhance the competitive strategies of
established ﬁrms?
what are the entry barriers to e-commerce?
how can ﬁrms overcome entry barriers to e-commerce and gain visibility
online?
how can ﬁrms differentiate themselves and erect barriers to entry of
potential competitors?
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쐌
쐌
쐌
쐌
쐌

what are the best strategic approaches to expansion in e-commerce, especially global expansion?
how do ﬁrms address order fulﬁllment problems, especially international
fulﬁllment?
how can ﬁrms best overcome problems of consumer access to “perfect”
information online?
how can ﬁrms best address problems of consumer information overload?
how can ﬁrms build consumer trust and loyalty online?

Despite the cloud of the Tech Wreck, interest in e-commerce remains high.
E-commerce still represents an extremely efﬁcient means of conducting business.
Evidence shows that some e-commerce business models are indeed proﬁtable
(Aufreiter et al. 2001). Many companies have large technology related sunk
costs, which they are not yet ready to abandon. For entrepreneurs, the Internet
still provides opportunities to start businesses at relatively low costs. There is
clearly a need for thoughtful, rational guidance to e-commerce strategy.
Conclusion
This chapter has reviewed the current state of e-commerce knowledge in the practitioner and academic arenas. This review clearly demonstrates that e-commerce is
a topic of tremendous importance about which we still know very little from a strategic perspective. Therefore, the literature is wide open for important contributions. Now that the pendulum has made a full swing from extreme hype and
irrational exuberance about the Internet to irrational doom and gloom about it,
perhaps a rational view will emerge somewhere between the two extremes. The
Internet is clearly an important development that will certainly have a profound
and lasting impact on the business world. However, it appears that the Internet
does not herald a “New Economy.” Instead, the Internet provides a new and often
extremely efﬁcient means of communicating with customers and suppliers in a way
that overcomes geographic limitations and greatly broadens the market reach of
ﬁrms. However, efﬁciency without effectiveness is not enough. The challenge at
this time is to understand how businesses can use this highly efﬁcient medium to
conduct business effectively in ways that add value and thereby create wealth. The
challenge is to understand circumstances in which conducing e-commerce makes
sense in a way that can lead to sustained competitive advantage.
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THE IMPACT OF MOBILE COMMERCE
ON SMALL BUSINESS AND
ENTREPRENEURSHIP

Technology and entrepreneurship: rationale for research

S

I M I L A R T O T H E I N T E R N E T S E V E R A L years ago, wireless techno-

logy represents an important new technology that is arousing general
enthusiasm. Many assumed wireless, and therefore mobile commerce (or
m-commerce), would change the economic environment to an extent that
would render “old economic rules obsolete” (Porter 2001). Wireless technology has recently received much attention from entrepreneurs, executives,
investors, and business experts. It opens new avenues for businesses (AlterEgo
2001). Entrepreneurs will be the ﬁrst to explore the opportunities offered by
this new body of knowledge, as was the case with every chance and opening to
“do different and better” (Bidgoli 2002).
Several issues may be of interest to entrepreneurs and managers when they
are dealing with the adoption of a new technology such as wireless. Opportunity
recognition: how can opportunities be identiﬁed in a changing environment and
how can the entrepreneur take advantage of the emerging opportunity? Timing:
is the technology mature enough to offer a signiﬁcant return on investment for a
company in a given industry? Are there applications that can successfully use the
existent technology and enhance (change) the business model? Trends: what are
the recent developments in the industries related to the new technology and
how will they have any impact on the business world? Is the technology fragmented? Killer applications: which are the foreseeable applications that will
capture the market and provide signiﬁcant revenue? Firms must resort to
technology in order to acquire the ﬂexibility needed to meet challenges posed
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by the globalization of the economy (Gagnon et al. 2000; Greengard 2001; Grifﬁth 1999).
Entrepreneurs and managers play an important role in the adoption of new
technology. Their personal attributes have an inﬂuence on whether new technologies, such as Internet business and wireless business (mobile commerce),
are adopted by their organizations.
Roberts (1991) tried, in his more than 25 years of research, to uncover the
origin of high-technology entrepreneurs. He identiﬁed several variables that
could predict the entrepreneur’s behavior and explain his/her propensity
toward new technology. Those variables might also hold for electronic business
(e-commerce and/or m-commerce) in today’s economic environment. Predecessor inﬂuences for high-technology entrepreneurs detected by Roberts (1991)
include: family background (parents were self-employed); age (younger when
they start); patterns of work experience (especially in product/service development); long-felt desire for their own business; prior work is development (not
research); and advanced education, but less than doctoral degree level.
However, entrepreneurs and entrepreneurial companies involved in
technology share several transition and growth characteristics that will not help
them successfully market their products/services. According again to Roberts
(1991), they include a tendency not to focus on the market and a mind-set that
considers technology as the ﬁrm’s potential competitive advantage. Many
dot.com entrepreneurs were trapped into this mode of thinking and considered
that, because they were technological wizards, the technology they mastered
would provide them with a sustainable competitive advantage. Many technology
oriented entrepreneurs succeeded. Success characteristics for technology oriented entrepreneurial businesses cited by Roberts (1991) include: technological-based service ﬁrms outperform companies that are primarily selling their
personal technical capabilities, cofounders (teams) are more likely to succeed
(therefore consider partnering), and initial marketing orientation helps ﬁrms
succeed.
The wireless Internet and its commercial usage, known as mobile commerce (m-commerce), represent opportunities as well as challenges for entrepreneurs. Will the ﬁndings previously presented hold for entrepreneurial
companies in a mobile commerce environment developed by the use of new
wireless technologies?
M-commerce: a chance to enhance the entrepreneurial
endeavor
The mobile Internet is in an evolutionary phase similar to the one the traditional
Web entered ﬁve or six years ago. A limited number of online services are available to users. However, the potential for the mobile Internet has already gained
wide acceptance (Stern 2002). According to the market research ﬁrm Strategy
Analytics, the global market for m-commerce is expected to reach $200 billion
by 2004. According to Mobilocity.com, companies are beginning to consider
m-commerce as a high priority because they are unwilling to make the same
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mistakes that led them to underestimate (or wrongly estimate) the potential of
the traditional Web. Companies that view mobile devices merely as additional
front-ends for the delivery of Web-based content and services will ﬁnd it difﬁcult to succeed in the new era of ubiquitous communications and commerce.
On the other hand, those entrepreneurs who understand that the mobile Internet is a unique business challenge and opportunity – and embrace it as such –
will build m-commerce strategies that capture market share. Offering information, services, and providing transactions via devices that allow the user full
mobility are elements positioned in the core of mobile commerce (Synchrologic
2001). M-commerce represents a different business philosophy and requires different business models (Angelos et al. 2001). It will make the business environment more demanding on companies in an m-commerce environment (time and
speed, customer location, and customer’s needs and wants become critical). A
huge number of business opportunities will pop up, and it is up to a new generation of entrepreneurs to take advantage and fully exploit those opportunities.
The question is not whether the new technology and its mobile commerce
applications should be adopted. The question is when and how to adopt m-commerce (Morace and Chrometzka 2001). What applications are already proﬁtable
for small and medium-sized businesses? How can they be successfully implemented? What is coming up in the technological pipeline? Visionary entrepreneurs, such as Bill Gates, who dreamed of having a computer on every desk,
will succeed, will get rich and famous (Rupp 2003).
Characteristics of the wireless technology, according to studies developed
by Durlacher, Forrester Research, Oracle, and Mobilocity are summarized in
Table 12.1.
The value simpliﬁed mobile commerce value chain presented in Figure 12.1
gives an idea of the different businesses involved, as well as the multiple
opportunities entrepreneurs have to start up or expand on.
Content providers and service providers, as well as content aggregators/
portal providers, will receive money from consumers in return for services and
content provided. Downstream, the providers will have to compensate network
operators for providing the infrastructure that allows delivery of services to the
end user. The role of payment service providers in distributing and clearing all
ﬁnancial transactions along the mobile business value chain will be crucial
(Rendon 2001; Sheier 2001b).
According to Mouat (2000), mobile network operators are challenged by
declining margins in their traditional business. Declining revenue per user represents a phenomenon that will force network operators to implement new services continuously to remain competitive and turn around the trend of the
decreasing marginal revenue. Value-added services will become an important
new source of revenue and will accelerate the rapid growth of mobile commerce. Forecasts estimate that, by 2010, mobile services will be generating
about half of operators’ average revenue per user. The operators’ role as portal
providers and content aggregators – often through alliances with content and
service providers – will allow them to offer customers a new, more personalized and comprehensive range of information and services, while enabling them
to differentiate themselves from the competition.
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Table 12.1 Characteristics of the wireless technology
Ubiquity

Today’s mobile devices fulﬁll the need for real-time information
and communication independent of the user’s location
(anywhere).

Localization

Technologies like GPS (Global Positioning System), TOA (Time
Of Arrival), will enable marketers and consumers to send,
receive, and access information, services, and conduct
transactions speciﬁc to their location. Knowing where the user is
physically located at a particular moment will be of particular
importance to offering relevant services.

Convenience

Users are not constrained by time and place. Devices are always
at hand and are getting easier and easier to use.

Accessibility

Consumers and businesses alike are easy to access and timing and
organizational responsiveness will become critical.
Responsiveness relates to speed and coordination at the company
level; an entrepreneurial organizational culture will become an
important differential advantage for companies in the future.

Personalization

The availability of personal information (fed through the mobile
phone) will move customization to a higher level.

Capacity (bandwidth)

Capacity represents an important issue today. Technology is
changing rapidly and bandwidth will be accessible.

Size and form factors

The size and physical form of devices invokes a different
experience from desktop PCs. Limitations due to size and
portability are obvious.

Security

The use of the smart card and SSL (Secure Socket Layer) will
offer a higher level of security than that available in the ﬁxed
Internet environment.

Sources: Compiled from Durlacher, Forrester Research, Oracle, Mobilocity (2001).

Payment service providers make a secure, attractively priced payment
service available for mobile business and combine the skills of network operators and ﬁnancial services companies. They write invoices for content, airtime,
services, and goods and efﬁciently process even the smallest sums or micropayments (Anonymous 2003; van Haas 2001). It is very likely that both mobile
operators and ﬁnancial institutions will broaden their business into the ﬁeld of
payment service provision. Financial institutions have been quick to identify
mobile business as one of their strategic lines of business and have to shape the
market now to ensure their future market position. Important assets in connection with the role of mobile business payment services are the ability to process,
clear, and settle larger sums of money (Blau 2001; Synchrologic 2003). Content
and application providers earn their money by providing up-to-date information
and services or by selling goods. The ﬂexibility with which they are able to
charge for their products via payment service providers – securely and with
minimum overheads – is the key to their business success and enables them to
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Figure 12.1 The mobile commerce value chain

provide premium information and services. Content aggregators/portal
providers repackage available information for distribution to wireless devices.
Their added value lies in delivering content in the most appropriate package via
mobile portals. Mobile portals are created by aggregating applications – calendar, e-mail, and content from different providers – in order to become the
prime supplier of mobile information. Mobile portals are characterized by a
higher level of personalization and localization than Internet portals. The success
of mobile portals hinges upon ease of use and the ability to deliver the right
information at the right time (Lowber et al. 2002).
The success of mobile business will hinge upon customer acceptance and a
smooth interplay between all of the partners in the value network. Secure and
simple forms of payment are key factors for both the customer and the partners
along the value chain. Consumer acceptance of easy-to-use and convenient
payment systems will be critical for mobile business. New roles and new value
chains will emerge (Nelson 2001; Scheier 2001a). Partnerships along the value
chain will be crucial. For success in mobile payment business, know-how and
experience in these business areas are as important as the solutions themselves.
Looking farther into the future, we can expect the mobile phone to develop into
a personal wallet (Stoica and Stotlar 2003).
Rapidly evolving technology: technology fragmentation
The m-commerce arena is rapidly evolving, both strategically and technologically. A strong customer-focused strategy is meaningless without the ability to
navigate through a range of inﬂuential external factors. Rapidly evolving technologies and business models threaten companies with obsolescence on a
regular basis. In addition, the number of companies interested in exploiting
this medium will provide for arduous competition, especially now that many
are determined not to repeat mistakes made on the Web. Entrepreneurs
should take the time to understand how these externalities can beneﬁt or
threaten their m-commerce presence (Mobilocity.com 2000). Over the next
few years, mobile voice and data services will continue to be delivered over a
number of network platforms (Whittingham 2000). Gradually, the market will
shift from the currently used GSM, TDMA, and CDMA to various interim
network technologies such as General Packet Radio Switching (GPRS) and
EDGE, and then to third-generation (3G) technologies such as CDMA 2000
and W-CDMA. Aside from network issues, a variety of platforms and
voice/data delivery technologies will be introduced over the coming years
(Mobilocity 2000). These include Bluetooth (Desmond 2001), VoXML, WiFi
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(DeSilva 2003), digital radio, and various location technologies such as Global
Positioning Systems (GPS), Time of Arrival (TOA), and Cell of Origin
(COO).
Reports from expert sources such as Mobilocity.com, Forrester Research,
and Durlacher show the problems related to the wireless nascent technology.
The multitude of device operating systems and platforms makes application
development for the wireless Internet space a task hard to accomplish. This situation is in sheer contrast to the Web, which has a homogeneous operating
environment. The mobile Internet lacks such a foundation. Competing operating platforms, middleware solutions, and bearer networks heavily complicate
mobile application development. Efforts are under way to standardize the operating environment. WAP, a de facto standard backed by major m-business
stakeholders, stands out as the most promising and has already gained ﬁrm
grounding in Europe. Unfortunately, adoption of WAP in the United States has
been slow. Consequently, entrepreneurs must be able to adapt to the reality of
multiple competing platforms and “standards” in the near term. Aside from the
complex mobile operating environment, the stark number of mobile devices
further complicates the development process.
There is wide agreement that the convergence of mobile devices into a
single, multi-purpose handheld appliance is not a near-term reality. Hence,
entrepreneurs must address the difﬁcult task of identifying what content and
services are appropriate for speciﬁc types of mobile devices. Entrepreneurs have
to develop the business plan that takes into consideration the range of options
given by the multitude of tools and, to avoid losing focus, must have a clear
understanding of the types of mobile devices they wish to target initially. Table
12.2 shows the present and future of mobility commerce supporting technologies. The development environment for m-commerce is more complex and will
require a broader base of expertise than that for e-commerce.
Business models that can be used successfully by
entrepreneurs
The mobile customer
The mobile Internet offers users the possibility of personalizing the mobile
devices they own and, therefore, the option to open a direct channel to the
companies that want their business. Satisfying the needs of mobile customers in
a way that builds enduring relationships lies at the heart of any successful mcommerce strategy. This requires a comprehensive understanding of the mobile
end-user. The three traits described by Mobilocity.net in their strategic
approach to m-business (Mobilocity report 2001) represent a good starting
point from which a more detailed analysis of customer needs can follow: personalization (customers viewed as individuals); dependency on location and
time; and newness of mobile technology and its applications. All three are
important in deﬁning an entrepreneurial strategy; a brief description will
follow.
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Table 12.2 Differences between technical components in e-commerce and
m-commerce
Technical components

E-commerce

M-commerce

Devices

PC

Low-end smart phones, highend smart phones, PDAs,
pagers; products within a
given device category are also
widely different.

Operating platforms

Windows, Unix, Linux

Linux EPOC, Palm OS,
Pocket PC, proprietary
platforms.

Presentation standards

HTML

HTML, WML, HDML.

Browsers

MS Explorer, Netscape

Phone.com UP.Browser,
Nokia browser, MS Mobile
Explorer.

Bearer networks

TCP/IP

GSM, CDMA, TDMA, CDPD,
paging networks.

Source: Mobilocity.net.

Customers as individuals
Personalization, an option on the Web, is required on the mobile Internet. A
mobile device is a constant personal companion, and mobile customers will personalize such devices to reﬂect their needs, turning to companies that treat them
as individuals and avoiding those that attempt to put them into general customer
segments. Mobile customers are offering companies a direct channel to themselves, and, in return, they will demand highly personalized offerings. For
example, a mobile auction site may offer personalization by alerting users of the
availability of items at prices in which they have previously indicated interest.
Mobile customers will judge companies by the extent to which they use personalization to simplify and improve their mobile sessions. Companies that offer
innovative services, but do not supply to speciﬁc tastes, will be passed over for
those that can tailor services.
Time and location of the customer
Location becomes a crucial variable for the marketer. The business model by the
entrepreneur has to consider the timing of the offering to meet the client’s
needs and wants at the different locations and moments. Customers initiate the
connection and/or the transaction. They will open, by means of their mobile
device, a direct channel to potential marketers. Understanding the customer’s
activity schedule is critical if a company is to build a meaningful mobile customer relationship. The needs of mobile customers will vary depending on
where they are and when they are using these devices. Wireless services
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accessed during work hours will differ from services demanded during leisure
time. A mobile customer may want stock positions on the way to lunch and
then desire more detailed research information during the train ride home. Not
only does each customer have unique needs, but also each component of the
customer’s mobile experience must be considered individually. For example
(Mobilocity 2001), services that require instant messaging capabilities might be
offered through a two-way pager, while a mobile phone would be used for
voice-based or alert services.
Ease of use is a critical issue for companies in order to maintain customer
loyalty. Currently, limitations imposed by mobile device form factors pose a
great challenge to users. Existing experience with the Web is of little help
because applications and user interfaces are entirely different. Mobile customers
may be familiar with cell phones, but most have used them only for voice services and not for data manipulation. Customers will expect companies to devise
creative ways to access necessary information intuitively and quickly. Frequent
upgrades to existing technology will also be a source of difﬁculty for users. In
this sense, mobile users will always be new to the mobile Internet because each
purchase of a mobile device will constitute somewhat of a technological leap.
Newness of the mobile technology represents a problem for the entrepreneur.
The direct-to-customer model
Currently, mobile carriers aggregate content and services from third-party partners and provide these services directly to their subscribers. As the adoption of
WAP accelerates and consumers begin demanding access to m-commerce offerings independent of the wireless carrier, a model similar to that of today’s Internet Service Provider (ISP) will emerge. Under this model, wireless service
subscribers will have access to any mobile site. The open-access system will spur
companies’ development of their m-commerce presence. Companies beneﬁting
from the current model must be prepared for the onslaught of competition that
will follow from a more accessible mobile Internet. New entrants will be
severely challenged by the incumbents that have already built strong customer
relationships. Two business models can be envisaged: the closed model and the
direct-to-customer model. In the closed model, network operators take center
stage, dominating both consumers and business partners. M-businesses and mportals are forced to reach customers through proprietary networks. In the
direct-to-customer model, the competition will drive a more customer-centered model, with customers able to select personalized services from their
choice of m-businesses and m-portals. Alliances across multiple service and
content providers are expected. The direct-to-customer model should not
prompt companies to assume that Web strategies can easily be transferred to the
mobile environment. For example, users of mobile devices will generally have
billing relationships with very few service providers because of the convenience
the service offers. Unlike in the Web, where customers traditionally maintain
multiple accounts, companies in m-commerce will be highly dependent on
mobile operators and early movers that manage the billing relationships. In this
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sense, the direct-to-customer model will not prevent companies from creating
partnership consortiums that offer the entire range of value-added consumer
services.
Adaptability and the mobile operators
Until the opening of the wireless Web, the role of mobile operators will be
central to m-commerce. In fact, mobile operators will continue to play a
signiﬁcant role even after the mobile Internet makes the transition into an open
model. One reason for the power of mobile operators is their control of bandwidth distribution. For example, an auction site with high visibility on a mobile
operator’s customer portal may have to sign a revenue-sharing agreement in
addition to a placement fee. Equally signiﬁcant, operators control the billing
relationship with customers.
According to Sharma (2000), today’s cellular operators will have to face up
to new competition from new third-generation (3G) players, from ISPs offering
service over their networks, and from the new breed of mobile virtual network
operators. It is clear that providing tailored, location-sensitive information services to mobile customers not only increases usage but is also central to building
customer loyalty and reducing churn. Telecoms operators are traditionally
obsessed with marketing a whole range of discounts and gimmicks, the sheer
number and variety of which simply bewilder the customer. Instead, operators
should focus on customers’ needs that usually revolve around price and service.
However, changing marketing strategies is just the tip of the iceberg for the
existing mobile operators (Weiber and Kollman 1998). A customer-led telecoms operator will look very different from the current crop of mobile operators, who are going to have to make fundamental changes to their business
infrastructure. They will not be able to treat mobile Internet as just another set
of technical rollout programs; they will face a much higher degree of interaction
with service partners as they gear their organizations to support a customer selfcare model.
Entrepreneurial strategies
Competition
Porter’s “Five-Forces Model” has been successfully used to analyze the way the
Internet (including wireless) inﬂuences industry structure (Porter 2001). Companies that arrived too late to the Web party should make it a priority to tackle
the m-commerce market early. Others that have always been on top of the
technology curve are likely to remain there. Existing players will create wireless
versions of their Web applications and leverage their overall brands. In addition,
there will be no shortage of ambitious start-ups, ensuring that the m-commerce
market becomes an intense battleﬁeld. A number of corporate heavyweights,
from Microsoft and Yahoo! to Delta Airlines and General Motors, have already
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unveiled their initial m-commerce strategies (according to Mobilocity 2001).
Nonetheless, other ﬁrst-movers will have the opportunity to win a substantial
mind share with customers.
Pre-existing partnerships also pose a signiﬁcant competitive threat to those
excluded. At the center of many recent, high-proﬁle deals are mobile operators
like Sprint PCS and Vodafone Airtouch that can leverage their large, existing
customer bases. Examples of such partnerships include Ameritrade and
Amazon.com with Sprint PCS and E*Trade with Verizon Wireless. As the open
model of the mobile Internet emerges, these partnership circles will have a pool
of existing customer relationships to leverage. M-commerce entrants may ﬁnd it
difﬁcult to thrive without involvement with a major player.
How can entrepreneurs build a sustainable competitive
advantage? Charting a strategy
A thoroughly planned, risk-averse approach to strategy is not adequate for a
nascent and evolving industry such as m-commerce. The business fundamentals
in the industry will remain in constant ﬂux as technology evolves, standards coexist and/or converge, and different players along the value chain try different
tactics to create value (Wilhelmsson 2001). As a result, there is not one speciﬁc
strategy that will ensure victory (Mobilocity 2001). Mobilocity.net in its mcommerce report has identiﬁed ten guiding principles that might help entrepreneurs carve out a ﬂexible m-commerce strategy.
Guiding principles for an M-commerce strategy (compiled from
Mobilocity, Durlacher, and Forrester Research)
쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌

Entrepreneurs should recognize mobile commerce as a unique business
opportunity, dependent on time and place, not just another way to deliver
the current Internet services.
Entrepreneurs should fully understand why m-commerce is important to
their organization.
A team approach is critical: create a team dedicated to the development of
a mobile strategy.
An organization’s responsiveness is essential. Speed-to-market and
coordination are very important.
Partnering is mandatory.
Personalization of the offering: design and offer deeply personalized services.
Ease of use is critical.
M-commerce is technologically driven. Therefore entrepreneurs have to
think strategically about the company’s technology needs.
Entrepreneurs should ﬁgure out how to leverage the company’s existing
Web presence. Old-fashioned Internet is not dead and should be integrated into the strategic picture.
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Being a ﬁrst mover in the m-commerce market confers huge advantages.
Companies urgently need to launch focused m-commerce initiatives even with
the realization that today’s strategies are short term and will need to be iterated
with the emergence of new wireless technologies. Such companies should resist
the temptation simply to extend their wired Web presence to the wireless
world and, instead, should pursue the opportunity with an understanding of the
deﬁning characteristics that distinguish m-commerce from e-commerce.
When and how is m-commerce adding value to the
entrepreneurial business?
Applications could be envisaged along several dimensions (Muller-Veerse
2000), as discussed below.
Business life
How will business operations and communications between co-workers, customers, and suppliers change? Expenses billing, customer relation management,
and procurement will all be affected.
Social life
How will the way in which individuals (consumers) communicate with each
other and live out their social lives (chatting, going out) change?
Information and entertainment
How will the consumption of news and media change? Will there be access to
up-to-the-minute information (e.g. stock prices and sports results), archived
information, literature and visual arts, and gaming?
Personal transactions
Banking, brokering, e-tailing, and so forth will be affected. Business models
such as the subscription model, the advertising model, the transaction model,
and the blended model will ﬁnd applications in all the domains listed.
Academic interest: programs and courses offered by universities
Are deans interested in this topic? Are entrepreneurs interested? An Internet
research shows that currently more than 40 universities offer programs
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leading to an e-commerce and Internet degree or college certification. They
include Carnegie Mellon, Emory, Loyola, North Carolina State, Northwestern, Dallas, Pennsylvania, and Washington. The number of programs
exploded in the last two years. M-commerce is too new to be considered as a
full program degree by a university. However, there are e-commerce programs that offer courses in new technology (Loyola University, Chicago) that
include m-commerce topics. Carnegie Mellon University offers under technology electives a course on mobile e-commerce. M-commerce is popping up as
an important issue in e-commerce classes and entrepreneurship courses
(Stoica and Stotlar 2003).
Conclusions
Mobile commerce is not an extension of electronic commerce. It represents a
different business philosophy and necessitates different business models. It will
make the business environment more demanding on companies along new
dimensions, such as time and speed, customer location, and his/her needs and
wants. In an m-commerce environment, a huge number of business opportunities will pop up, and it is up to a new generation of entrepreneurs to take
advantage and fully exploit those opportunities. A wireless presence represents
an opportunity to fundamentally transform the company’s customer relationships through the “always-on” approach. Wireless, and therefore m-commerce,
is not about technology. It is about ﬁnding new ways to deﬁne value for customers and internal users. New creative ways of conducting business represent
the appanage of entrepreneurs. Wireless Internet access devices will make it
easier than ever before both for workers to gain access to vital information and
perform better, and for entrepreneurs to take advantage of the multitude of
opportunities that abound in all industries. However, devices differ in performance, footprint, screen format, and bandwidth capacity. The one-size-ﬁts-all
approach will not work, and entrepreneurs, when imagining and implementing
business ideas or new applications, will have to navigate the technological sea to
position their company for future prosperity.
The new interactive media (Internet and Wireless Web) have the potential
to transform the buying and selling of products and services. This will have an
impact on businesses, irrespective of size, location, and industry (Sahay et al.
1998). Therefore, there is a huge potential for business opportunities and a need
for research to help guide businesses tackle the problems and issues related to
the mobile economic environment. Several streams of research could be envisaged. The literature is rich in expert opinion research (M-business, Revolution,
Durlacher, Forester Research, and so forth). Asking experts is the ﬁrst step in
conducting research in a new, emerging domain. Expert opinion data show that
long-term advantages tend to go to the ﬁrst successful mover (Roberts 1991;
Sahay et al. 1998). The problem is particularly acute for communication technologies because of standards and network externalities. Wireless applications
are expected to have high levels of diffusion. Among those that have immediate
potential are banking, airline ticketing, ﬁnancial services, and retailing (using
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Bluetooth technology). Experts have focused on identifying the opportunities
and perceived level of threat. Investigations on the timing of adoption of new
technology and new applications would be the next step in this research stream.
Panels of experts could be used to identify possible applications. Expert opinion
was the basis for developing forecasts (Rotterdam School of Management Mconference: see Narduzzi 2001; van der Poel 2001; Winge 2001).
Another investigative avenue could be bestowed by the exploration of the
status of m-commerce applications, the timing of applications adoption and
identiﬁcation of best practices (by state and/or by industry). Early adopter
analysis can be useful (O’Keefe et al. 1998). The scenario development
approach could be used in this area too. Trend extrapolation and scenarios for
the future can be used to intuit markets when needs are uncertain and the
market is evolving. However, the most robust approach will use multiple
methods (Roberts 1991). Study the entrepreneurs’ motivation to enter a new
business environment.
Research the individual customer’s needs and wants. Who expects to adopt
and use wireless technology (and why)? Different approaches are visible. The
scenario development approach (the Rotterdam School of Management M-conference 2001) could offer interesting insights. New developments in the marketing segmentation literature (Cadeaux 1997) concentrate on the recent trends
and clusters of customers: postmodern and cultural creatives. New, emerging
segments have new needs, and entrepreneurs have the curiosity and sophistication to experiment and adopt applications in cyberspace. The European Journal of
Marketing has dedicated a whole issue to the cyberspace consumer. A notable
feature of mobile commerce is that, while everyone seems to be talking about
it, very few groups are actually delivering it. Over the next few years, mobile
voice and data services will continue to be delivered over a number of network
platforms. Gradually, the market will move to the third-generation (3G) technologies such as cdma2000 and W-CDMA. The most forward-thinking companies will appropriately update their m-commerce offerings to take advantage
of the capabilities offered by more advanced network technologies. However,
changes happen almost every day, new opportunities are visible, and proﬁtability is perceptible in both the business-to-business and business-to-customer
markets. Entrepreneurs with courage and vision will beneﬁt from the mobile
technology and will incorporate it in their business models.
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E-COMMERCE ENTREPRENEURSHIP:
EMERGING PRACTICES, KEY
CHALLENGES, AND FUTURE
DIRECTIONS

Introduction

M

A R K E T N E E D S A N D T H E E N A B L I N G technology required to

capitalize on new opportunities has created one of the most challenging
environments for entrepreneurs. In particular, e-commerce technology has
forced many entrepreneurs to assess how their ﬁrms gather, synthesize, utilize,
and disseminate information across customers, employees, and supplier networks. Those who are willing to experiment with new product and service
offerings will be positioned to compete most effectively (Hodgetts et al. 1999).
The extent to which entrepreneurs capitalize on the conditions presented by ecommerce and engage in experimentation and innovation is of major interest in
contemporary research.
Because of the demand for innovative organizational behavior present in ebusiness, this is an important domain in which to study entrepreneurship.
However, because it is so recent, very little is known about the role attributes
or innovative activities of entrepreneurs in Internet organizations. What enables
emerging organizations to achieve effective performance? What are the
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opportunities and constraints in operating within this environment? These and
many others questions are arising as the ﬁeld of Internet entrepreneurship grows
and develops. The answers will inform the development of the growing
research base in this area and will facilitate the subsequent comparison of key
variables and relationships found in ﬁrms engaging in e-commerce with those in
traditional bricks-and-mortar ﬁrms.
This chapter presents the emergent practices and processes of e-commerce
entrepreneurship, explores the key challenges facing the new ventures, and
offers research suggestions to guide future work in this area. The chapter draws
on recent research ﬁndings and focuses on founders and organizations whose
activities encompass the Internet, conducting multiple transactions on the Internet, rather than on organizations that use the Internet only for customer advertising and information-gathering purposes. It is the premise of this chapter that
the ﬁrst major step in developing a model of e-commerce entrepreneurship is to
examine the processes and behaviors found within the ventures. The examination is conducted along several dimensions and contributes to our understanding
of the nature, opportunities, challenges, and future directions of the entrepreneurial ﬁrms.
This chapter addresses the following areas of e-commerce entrepreneurship:
쐌
쐌
쐌
쐌

what does the entrepreneurial landscape for e-commerce look like, and
what are some recent trends in Internet entrepreneurship?
what are the values and strategic orientations of Internet entrepreneurs
(“netpreneurs”)?
what focus does innovation take within these ﬁrms?
what speciﬁc human resource practices are critical to the success of these
ﬁrms?

Emergent trends in e-commerce entrepreneurship
The twentieth century has been described as the “century of the entrepreneur”
(Bangs and Pinson 1999). The entrepreneurial landscape continues to be transformed; as the twenty-ﬁrst century unfolds, a new form of entrepreneurship is
taking shape. With the rapid acceleration and availability of technology, electronic commerce is changing the nature of business.
Electronic commerce experienced dynamic and rapid growth in the late
1990s. Total world-wide Net commerce – both B2B and B2C – is expected to
hit $6.8 trillion in 2004 (Forrester Research 2001). By some estimates, annual
online sales will reach $200 billion by 2004 and will exceed $1 trillion a year
within ten years. It is projected that, by 2003, 40 million U.S. households will
shop on the Web, and revenues will approach $108 billion (Forrester Research
1999). These statistics reﬂect the increasing number of ventures that will be
launched on the Internet.
Evident from the recent trends in e-commerce is the expression of a new
set of entrepreneurial values and behaviors that are increasingly coming to characterize an emerging model of Internet entrepreneurship. In the next section,
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we identify from recent research some of the primary variables that shape the
entrepreneurial actions in these organizations.
Netpreneurship: the key values and strategic orientations
of Internet entrepreneurs
The e-commerce environment demands that netpreneurs strive for “relentless
innovation,” leading their ﬁrms through the continual infusion of new ideas
(Cohen and Jordan 1999). A new set of core business values appears to distinguish e-commerce entrepreneurial teams from other entrepreneurial teams.
These values are constant innovation, experimentation, and rapid change. Such
an orientation is similar to what Miller and Blais (1992) characterize as “maverick” behaviors, with ﬁrms adopting innovative modes based on their competencies, competitive situations, or managerial preferences. The environment of
e-commerce enables ﬁrms to rapidly try new approaches, quickly share successes and failures, and monitor what is new and useful (Oliva 1998). As
founders of Internet ventures attempt to meet the opportunities and demands of
this new economy, a set of entrepreneurial strategic orientations and behaviors
will emerge that can begin to characterize the nature and process of
e-commerce ventures.
Miller and Friesen (1983) ﬁrst characterized the entrepreneurially oriented
ﬁrm as one that innovated and fully exploited environmental opportunities
while repressing environmental threats. Researchers have since identiﬁed two
key dimensions that underlie an entrepreneurial strategic posture (Covin and
Covin 1990) or an entrepreneurial strategy-making mode (Dess et al. 1997).
The two dimensions are the competitive aggressiveness entrepreneurs display as
they pursue new opportunities, innovation, and experimentation, and the
proactivity that leads to their being the ﬁrst mover among their competitors. An
entrepreneurial strategic posture emphasizes a value for innovation. Page (1997)
characterized such a posture as the identiﬁcation or recognition of opportunity
and its proactive pursuit. A challenge for e-commerce ventures is the entrepreneurs’ ability to recognize a highly competitive environment and proactively
change their strategic orientation to survive and grow (Page 1997).
Kanter (2001) has described strategy in e-commerce ﬁrms as “improvisational theater,” in which the performances of many “troupes” accumulate to take
the organization in a new direction entrepreneurs perceive strategy as emerging
and revealed through action; the action itself shows the goal. Thus, the primary
mode of strategic operation in these ventures is sense-and-respond, as opposed
to the traditional make-and-sell (Bradley and Nolan 1998). This orientation
enables entrepreneurs to move at Internet speed; consequently, the traditional
strategic plan is one on which these entrepreneurs can no longer rely. The strategic orientation of e-commerce entrepreneurs includes behaviors such as
experimentation, going to the customer, and building the customer into the
venture as an “actor” (Oliver 2000). This is similar to Kanter’s metaphor of
strategy as improvisational theater, in which the “audience” (or customers)
interact with the venture and inﬂuences its outcomes. Further, strategy tends to
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ﬂow through the organization in all directions, rather than from the top down as
it has conventionally moved.
Identifying and recognizing new opportunities and
innovations
Kickul and Gundry (2000a) measured the relationship between the entrepreneurial posture of Internet business owners who operate within a highly uncertain environment (i.e. their rapid response to change, value for innovation, and
development of inter-ﬁrm alliances) and their opportunity recognition behaviors. Further, we investigated whether this relationship inﬂuences the technological innovations implemented by Internet entrepreneurs.
Our study found that the strategic orientations of rapidly responding to
change as well as placing value on innovation were linked to externally oriented
opportunity search behaviors. According to Koshiur (1997), netpreneurs must
be continually prepared to make changes within the infrastructure of their businesses to meet and prepare for future opportunities and technological advancements. In addition, ﬂexibility further allows the business to be a successful
player in the virtual value chain – “converting the raw information into new services and products in the information world” (Koshiur 1997: 103).
Developing relationships with other ﬁrms was also shown to be a determining factor associated with externally oriented opportunity search behaviors. A
promising application for netpreneurs and their ﬁrms in electronic commerce is
to use Web technology for business-to-business interactions (Choi et al. 1997;
Shannon 1999). Contracting with other organizations allows the netpreneur to
have a more decentralized, non-hierarchical organization that may foster the
recognition and implementation of opportunities associated with new
product/service ideas and solutions (Morino 1999). Moreover, having interﬁrm relationships that are ﬂuid may also be necessary for uncovering opportunities related to the marketing and distribution of information about the value of
the ﬁrm’s products and services.
Finally, our study also found that Internet firms engaged in opportunity
search behaviors that are externally focused had implemented technological
innovations dealing with new information technology, and new computer
technology, as well as new methods of advertising. Our results suggest that
Internet entrepreneurs tend to rely on network activity (Singh et al. 1999) to
enable them to capitalize on opportunities and to reach technological innovations for their businesses and for the marketplace. Given the rapid pace of
technology and business, Davis and Meyer (1998) have asserted that there is a
greater need for entrepreneurs to be connected with their suppliers, customers, and business partners. This need for connectivity forces Internetbased organizations to evaluate the intangible benefits of the company’s
technology infrastructure and its product/service offerings. It is expected
that, as more Internet businesses are established and identified, research attention will grow and focus on additional strategies and behaviors of this pioneering group.
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The focus of innovative behavior in e-commerce
entrepreneurship
Drucker (1998) described four areas of innovative opportunities that exist
within a company or industry including unexpected occurrences, incongruities,
process needs, and industry, and market changes. Even though these innovative
opportunities may be present to Internet entrepreneurial teams, there may be
additional areas such ﬁrms may identify for potential innovative actions. This
emphasis on innovation and change will be oriented not only to the outcomes of
these organizations (e.g. products, services, and new markets) but also to the
structure and work arrangements of the ventures themselves. Oliva (1998) has
noted that a successful Internet study needs to be designed to assess the following research questions: to what extent have these entrepreneurs been engaged in
innovations? And, what is the direction (type) of these business innovations?
In another study, Kickul and Gundry (2000b) examined the type and direction of innovative actions incorporated by Internet entrepreneurs in their businesses. Six distinct innovative behaviors displayed by netpreneurs were
uncovered, ranging from continuous product/service improvements to managing human resources. These innovations varied to the extent that they were
considered and implemented into the operations and business of the Internet
ﬁrm. Improving products/services, seeking alternative markets and opportunities, and incorporating additional marketing strategies were the critical factors
associated with initiating innovation and change. According to Koshiur (1997),
netpreneurs must be continually prepared to make innovations and changes
within the infrastructure of their businesses to meet and prepare for future
opportunities and market/industry advancements. The current electronic marketplace will require new innovative models that deal with ﬁrm organization,
production, and overall market institutions (Choi et al. 1997; Lange 1999).
Indeed, as others have suggested (Cohen and Jordan 1999; Oliva 1998), Internet ﬁrms that emphasize innovation and rapid response to change are best positioned for success in this new form of entrepreneurship.
Although our study examined the various types of innovations engaged in by
Internet entrepreneurs, future researchers should investigate how these innovations are related to the ﬁrm’s strategic focus and orientation. More work should
test the strategic requirements for successful Internet enterprise developments
that have been proposed in the literature, including: how do the strategic orientations of ﬁrst-to-market, ﬁrst-follower, competitive aggressiveness, and rapid
response to change predict innovative behavior? Does the enactment of innovative marketing behaviors, for example, give competitive advantage to a ﬁrm?
What types (direction) of innovative actions seem to matter most to a ﬁrm’s
ability to respond rapidly to change?
Many of the entrepreneurs in our sample reported innovative behaviors that
can be characterized as growth extending, as they adapt to market conditions
and negotiate a position for their ventures in the rapidly expanding e-commerce
environment. Of further research interest is determining the degree to which
entrepreneurs eventually increase their growth-enabling behaviors as a means to
sustain performance. What role, for example, do recruiting or training play in
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the development of technological innovations (a growth-extending behavior)?
More research is needed to ascertain the behavioral supports found in ﬁrms.
Additionally, more researchers should investigate how Internet entrepreneurs form and develop strategic relationships and alliances with other
organizations. How are partnerships formed and dissolved to meet clearly
deﬁned business goals and imperatives? As discussed by Hartman et al. (2000),
Internet ﬁrms that are able to deﬁne their core competencies and work side-byside with complementary partners will be able to exploit many of the opportunities existing in the marketplace. Moreover, those ﬁrms that are able to
continuously improve their businesses and competencies as well as their alliance
structure will also have an advantage when meeting the next new opportunity
(Choi et al. 1997; Grifﬁth and Palmer 1999; Shannon 1999).
As more entrepreneurs enter the arena of electronic commerce, research is
also needed to examine how they effectively design and integrate new business
processes and practices. Although researchers have made important ﬁrst steps in
identifying dimensions of innovative behavior associated with and found inside
Internet ﬁrms, more work should concentrate on how innovations relate to
changes in organizational training and development, channel management, and
client and customer relationships. These are all particularly relevant, given that
the expanded description of electronic commerce includes online information
technology and communication that is used to enhance customer service and
support (Choi et al. 1997; Koshiur 1997). Keeney (1999) has outlined several
areas of customers’ concerns and values that can be used by an entrepreneur to
design and grow Internet ventures.
In order to build and grow an entrepreneurial organization around
e-commerce strategies and initiatives, an entrepreneur needs to consider several
factors. Entrepreneurial ﬁrms should use the opportunities and possibilities of the
Internet, Intranets and Extranets to transform their core e-business processes. As
noted earlier, such opportunities fundamentally change the way a ﬁrm does business. Company owners should not only be very open to changing core processes
but also have a vision of how such a transformation will improve their businesses.
Building upon existing systems and applications, e-businesses should also build
new and improved applications and systems quickly and easily, in response to the
ever-changing market and customer demands. Moreover, e-commerce organizations should establish a hardware infrastructure that can grow easily with the
business. They also need to understand how to manage a network computing
environment and how to keep it secure. Finally, e-commerce ﬁrms need to take
a strategic approach in order to leverage their knowledge and information over
time. Ultimately, they should be able to capitalize on the information and
experience they already have and quickly apply new intelligence and knowledge.
Emerging entrepreneurial practices and behaviors within
e-commerce ﬁrms
Distinctive innovative behaviors appear to characterize the emerging group of
Internet entrepreneurs when they are compared with owners of ventures not
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fully dedicated to electronic commerce. “What sets netpreneurs apart is not that
they are different from other entrepreneurs but that they are operating in a universe of transforming change. As pioneers of the new networked society, they
are both deﬁning and learning new ways of doing business” (Morino 1999: 1).
Because of the rapid acceleration of technology, it is becoming more critical that
Internet entrepreneurs have the ability to respond quickly to changes by bringing revolutionary new ideas into their businesses and the electronic marketplace. In this way, they are creating new patterns of entrepreneurial behavior
and performance.
Whether the managerial emphasis on innovation and change results not only
in the creation of new products, services, or markets but also in the nurturing
and establishment of innovative internal and external relationships is the focus of
another recent study (Kickul and Gundry 2001) on the impact of top management team functional diversity and creative processes on the assessment of new
e-commerce opportunities for the organization. Further, the study investigates
the relationship between opportunity assessment and innovative organizational
practices. These innovative practices are operationalized as external relationships (network membership with vendors, customers, and competitors),
internal relationships (recruitment, retention, and rewarding of top talent in the
organization), and generating new products and services.
As a ﬁrst, foundational step to increasing our understanding of managerial
practices in e-commerce organizations, we examined entrepreneurs’ perceptions surrounding key ﬁrm behaviors that foster innovation. The emphasis of
recent work by Iansiti and MacCormak (1997), Hodgetts et al. (1999), and
Shannon (1999) has been on the signiﬁcant roles of adaptation, innovation,
experimentation, and change in the environments of e-commerce organizations.
The necessity of realigning managerial roles and practices so that these organizations can take advantage of emerging opportunities has been proposed.
Accordingly, our study attempted to measure empirically some of the managerial processes that stimulate innovation. If, as scholars have suggested,
e-commerce ﬁrms must innovate to survive, we have begun to explore the prerequisites and primary inﬂuences on this critical set of actions. The results of
our study yield information that will be useful in guiding future research
addressing key factors present among these top management teams, including
comparative studies between e-commerce and traditional, bricks-and-mortar
organizations. Exploring the new managerial roles and practices, such as the
development of innovative relationships with suppliers, customers, competitors, and employees of these businesses, will facilitate the construction of new
models to predict success factors for managing e-commerce organizations.
A recent study by Inmomentum, Inc., an organization that researches the
best practices of Internet economy businesses, reported that companies that
helped their employees feel connected to their vision and values were growing
at a rate of 141 percent, compared with a 10 percent growth rate for companies
that did not do this well. This emphasis on the development of internal relationships in the e-commerce ﬁrm is an interesting one to watch as entrepreneurs
continually search to recruit and retain top talent for their ventures. However,
the reality is that, in the early part of 2001, there were more than 200 CEO
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searches under way in Silicon Valley. Further, 300 CEOs had been in their positions for less than one year. Developing and delivering a clear vision and connecting it to company values is a very great challenge.
Internet entrepreneurs’ ability to harness the richness in breadth of
perspective made available to them by functionally diverse team members is a
key component of innovative actions. But a further step is needed to make the
creative exploration useful in the form of actionable ideas and opportunities.
Our research has shown that effective opportunity assessment has a mediating
effect on the interaction of diversity and managerial creativity, facilitating the
formation of external and internal organizational relationships as well as the
introduction of new products and services. Thus, such an assessment enables
managers to form strategic alliances necessary to achieve market growth and to
develop methods to attract and retain the top talent so in demand by Internet
organizations. Exploring the direction of such behavior contributes to our
understanding of the changing roles, challenges, and opportunities confronting
managers in e-commerce ﬁrms.
The development of innovative internal management relationships was
operationalized in our (Kickul and Gundry 2001) study as ﬁnding unusual and
creative ways to recruit, retain, and reward employees. These are emerging as
some of the most signiﬁcant entrepreneurial challenges of the information age.
The predominance of knowledge workers has shifted the balance of traditional
organizational resources of equipment, capital, and people. Although historically production workers have been replaced with technology, leading to
strong productivity gains, the same scale of substitution is not possible in
knowledge-based organizations, as pointed out by Pottruck and Pearce (2000).
Those authors concluded that the most critical parts of the human resource in
an organization cannot be synthesized, and those are the creative brain, imagination, and spirit that fuel the information economy. Some of the new managerial practices of the entrepreneurs in our sampled ﬁrms included unusual
methods of retaining top talent in their organizations, as shown in these
responses.
We are more than an employee’s paycheck. The ﬁrm is committed
to the belief that it shares a large part of the responsibility for the
overall well-being of a given employee, and this spiritual belief alone
is what helps us keep our best employees. They see us putting their
welfare at a higher priority than the numbers on the quarterly proﬁt
reports, and they wind up sticking around when the going gets rough
for a while.
Our arrangements permit a literal network of top level, talented and
proven services and professionals to “morph” to suit the problematic
demands of new clients. The organization is truly a team, with me as
“leader” but without any hierarchical or concomitant structure. Only
via afﬁliate resourcing can this be accomplished in the information
sector where “trust is paramount” and “content is everything” in
terms of both branding and perceived reliability.
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Ester Dyson, one of the foremost thinkers on the implications of the Internet for business and for society as a whole has said: “The limitation on the application of technology will never be ideas or capital. It will be ﬁnding enough
people who are trained and excited about taking the ideas of the technologist
and making them real in the world” (Dyson 1997: 69).
We also found that entrepreneurs engaged in forming innovative external
relationships with their key constituents, including suppliers, customers, and
competitors. This increased connectivity may allow e-commerce organizations
to become responsive and ﬂexible in meeting each customer’s particular needs
and demands (Neese 2000). Contracting with other organizations also allows
the e-commerce ﬁrm to have a more decentralized, non-hierarchical organization that may foster the implementation of new product/service ideas and
solutions (Morino 1999). The nature of these relationships is described by the
following responses of entrepreneurs in our study:
We use what others would call competitors a lot. We have no
competition, just resources we have not used yet!
We rely upon strategic partners around the globe. They are the keys
to our success.
Conclusion
The issues, challenges, and future directions presented in this chapter represent
one of the ﬁrst comprehensive discussions of the entrepreneurial strategies,
values, and behaviors that describe the internal and external processes of
emerging e-commerce ﬁrms. Although much work remains, it is our hope that
future researchers will continue to examine how entrepreneurs build, realign,
and grow their organizations within a marketplace that demands speed, agility,
and constant innovation. Exploring these new entrepreneurial roles and practices, such as the development of innovative relationships with suppliers, customers, competitors, and employees of these businesses, will facilitate the
construction of new models to predict success factors in e-commerce
organizations.
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PART FOUR

Social entrepreneurship
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DEVELOPING COMMUNITIES, PEOPLE,
AND BUSINESSES: IN SEARCH OF
A MODEL OF COMMUNITY-BASED
ENTERPRISES

Introduction

C

O M M U N I T Y - B A S E D E N T E R P R I S E S contribute to economic and

social well-being of community members. In this chapter, eleven critical
issues are inductively drawn from four categories of prior reporting and
research – private initiatives, governmental programs, sustainable development
projects, and roles of entrepreneurs. Identiﬁcation of such critical issues presents a ﬁrst step in developing a research agenda targeting community-based
enterprises, an important yet sparsely documented type of social entrepreneurship. Three case studies test the applicability of the critical issues to communitybased enterprises.
The deﬁning characteristics of community-based enterprises are, ﬁrst, business enterprises with a clear commercial intent and, second, support of
members of a community of interest. The community might be deﬁned geographically or geo-politically, for example, the Humboldt Park area of Chicago.
The community of interest may be a social community or a community of individuals sharing a common interest or goal, such as the Delancey Street Foundation’s members, who face challenges associated with having served time in
prison or being homeless or addicted to drugs. Other communities share
common ties of religious beliefs or membership in a church, such as Houston’s
Northwest Community Church.
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Entrepreneurship and community development
Entrepreneurial activities contribute to community and social development, as
supported by research reports in the United States and throughout the world.
Research linking entrepreneurship and economic development has expanded
beyond the domain of sociology, psychology, and economics, where many of
the studies originated during the 1960s and 1970s (e.g. Greenﬁeld and Strickton
1979; Hagen 1971; McClelland 1961). World-wide economic contributions of
new venture formation continue to be measured annually by the Global Entrepreneurship Monitor studies (Reynolds et al. 2002). Social science researchers
and community development experts view entrepreneurial ventures as critical
ingredients for improving conditions in economically distressed areas (for
example, Cornwall 1998; Lenzi 1996; Merrion 2001; Porter 1995; Steidlmeier
1993). Others, such as Venkataraman (1997), emphasize the need to consider
entrepreneurship’s impact on social as well as economic wealth creation. Interest by management researchers in relationships between entrepreneurship and
community development is growing, as evidenced by recent articles and conference sessions (for example, Christie 2001; Dana 1995; Krueger 2000; Kuhns
2003).
Community-based enterprises ﬁt within an inclusive deﬁnition of entrepreneurship. Bruyat and Julien (2000: 173) suggest that “entrepreneurship
[research] is concerned ﬁrst and foremost with a process of change, emergence
and creation: creation of new value, but also, and at the same time, change and
creation for the individual.” Entrepreneurship as a process of change and value
creation on multiple levels guides this study.
Categories of issues
Four categories are used to identify community-based enterprise research issues
in this study: private initiatives, government programs, sustainable development
efforts, and roles of entrepreneurs. Private initiatives provide examples of
organizational strategies that blend entrepreneurship and community development, resulting in community-based enterprises. Successes and failures of
government programs offer insights related to founding community-based
enterprises. World-wide sustainable development efforts demonstrate methods
that can be applied to diverse enterprises. Because entrepreneurs drive the
formation of all types of ventures, the ﬁnal category examines the roles of entrepreneurs.
Private initiatives
Mainstream national media reports have raised awareness of innovative initiatives ﬁtting the deﬁnition of community-based enterprises. Time magazine
(2001), under a banner proclaiming “New Agents of Change: Community
Activism” portrayed individual innovators as leaders of dramatic social change,
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ﬁlling gaps in services to marginalized communities in the United States and
elsewhere. John Stossel (2001) blasted failed governmental programs, then
praised highly successful non-governmental projects that improve economies of
entire communities, provide needed social support, and change lives through
entrepreneurial enterprises. The MacNeil–Lehrer News Hour reported on the reestablishment of a plastic molding business on Chicago’s southwest side, built
on a former illegal waste dump (Brackett 2001). The founder, Martha Williams,
promised to keep the business near the city so that community members can
beneﬁt from local job opportunities.
The private enterprises previously described were formed in response to a
community need or a community crisis that was not being served by government programs. These examples lead to the ﬁrst critical issue:
1

failures of government programs trigger the creation of community-based
enterprises.

Governmental assistance
Community-based enterprises, by deﬁnition, are private initiatives of new social
and economic value creation; however, the lines blur in the United States and
elsewhere. Governmental and non-governmental activities overlap because of
government support or ﬁnancial incentives for private enterprise development
in economically distressed areas. The Small Business Administration supports
new ventures in economically distressed regions through many programs,
including minority small business investment companies (e.g. Bates 2001). The
Department of Housing and Urban Development (HUD) established urban and
rural empowerment zones, enterprise communities, and renewal communities
to encourage public and private partnerships to form new businesses and expand
existing businesses (HUD 2001). While some federal funds create opportunities
for new business, other types of federal funding perpetuate troubled bureaucracies that inadvertently hinder a community’s development (Stossel 2001).
The effects of government subsidies on business start-ups has been mixed.
Results of a study in Austria indicate that, in comparison with non-subsidized
start-ups, the subsidized ones employed fewer individuals, but had similar
growth and failure rates (Frank et al. 1991). Government funding appears to
play complex, even conﬂicting, roles in the formation and growth of community-based enterprises.
United States government agencies often provide ﬁnancing that leads to the
formation of community-based enterprises. For example, Ambassador John
Bryant, former Goodwill Ambassador to the United Nations from the United
States, created Operation Hope to secure ﬁnancing for minority-owned housing
and business development in South Central Los Angeles (Bryant 2001).
Churches establish separate corporations to tap a variety of ﬁnancial assistance
programs. The church-afﬁliated corporations build communities by developing
shopping centers, business parks, and housing developments (e.g. DePriest and
Jones 1997).
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Multiple and diverse enterprises emerge from seed monies provided by
government sources, often building on successes of the ﬁrst community-based
enterprise pursued by an organization. Many church-afﬁliated programs create
diverse enterprises based in part on the types of funding available. Native American nations pursue multiple enterprises, including tourism, manufacturing,
gaming, golf resorts, and housing developments. In other countries, multiple
enterprise formation has also been observed in marginalized communities (e.g.
Long 1979).
The preceding discussion leads to the next four critical issues:
2
3
4
5

government ﬁnancial initiatives trigger the formation of community-based
enterprises.
government ﬁnancial support is associated with smaller community-based
enterprises.
long-term government ﬁnancial support will be associated with lower
performance of community-based enterprises.
diverse forms of community-based enterprises emerge in economically
distressed areas.

Sustainable development
In this section, sustainability is examined as it relates to the formation of
community-based enterprises. The term “sustainable development” may have
been formalized in 1987 in a report from the World Commission on Environment and Development, according to Raskin (2000: 67). “Sustainable entrepreneurship” was introduced at the 2000 Academy of Management Conference in a
special symposium attracting presenters from leading universities around the
world (Krueger 2000). Sustainable development, whether for economic or
environmental purposes, has emerged as a key process for battling poverty
throughout the world. Much can be learned from challenges confronted in
developing economies.
Survival needs
In addressing international economic development issues, Raskin explains that
the term “social sustainability” refers to “basic human needs, such as adequate
food and clean drinking water” (2000: 71) and is characterized by “cooperative
partnerships rather than project-oriented aid” (2000: 67). In the United States
and other developed countries, social sustainability would be deﬁned as having
access to adequate housing, healthy food, and safe neighborhoods. For example,
Habitat for Humanity, by building homes to be purchased at cost with lowinterest loans, addresses the social sustainability issue of adequate housing.
Building on this deﬁnition suggests the sixth critical issue:
6

unmet social sustainability needs will trigger community-based enterprises.
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Grass-roots enterprises
Examples of community-based, sustainable organizations and enterprises are
found world-wide. The Self-Employed Women’s Association (SEWA), formed
in 1972 in Ahmedabad, India, began as a coalition of poverty-level women.
SEWA evolved into a powerful organization, initiating self-help and grass-roots
business strategy that has served as a model for similar efforts in Africa, Thailand, Mexico, Poland, and the United States (Datta 2000: 55). The goal of
SEWA is to increase the economic power of its members. Services include
micro credit, bank lending, literacy programs, childcare co-ops, and business
cooperatives (including a dairy cooperative selling to the mainstream dairy
industry). Another example of a grass-roots enterprise is a seed multiplication
program in Tanzania that started in 1995 as a small, informal group of farmers
sharing seeds and seed multiplication techniques. This initiative has spread to 42
villages and includes training in “seed production, quality control, storage, [and]
marketing “ (Mwaisela 2000: 85).
Grass-roots ventures and enterprises have been important mechanisms for
spreading the beneﬁts of entrepreneurial enterprises among community
members. The foregoing examples suggest the seventh critical issue:
7

successful grass-roots community-based enterprises spread to other similar
communities.

Multiple outcomes
The objectives of building conﬁdence, independence, self-sufﬁciency, and personal empowerment, plus individual and community responsibility, are recurring
themes in sustainable entrepreneurship descriptions. The initiatives develop, then
reinforce, entrepreneurial skills, as exempliﬁed by the Songhai Environmental
Rehabilitation Center in Benin on the continent of Africa. Songhai trains young
farmers in sustainable farming and entrepreneurial techniques, then encourages
farmers to focus on economic performance (Nzamujo 2000). The Self-Employed
Women’s Association (Datta 2000) also values the increased capabilities and conﬁdence of its members. Community-based organizations in Ireland, some of which
were founded in the 1960s, cross cultural and ethnic boundaries to create environments of non-dependency while battling the effects of poverty (Robson 2000).
Assessing the performance of entrepreneurship in terms of social and human
capital is not limited to the ﬁeld of international development. Shane and
Venkataraman (2000) support the notion of considering broadly deﬁned outcomes
of ventures, including outcomes for society and developing human capital.
Financial as well as non-ﬁnancial performance measures should be important tools for evaluating community-based enterprises, leading to the following
critical issues:
8

success/failure of community-based enterprises cannot be measured solely
in terms of business outcomes but must also be evaluated in terms of
human capital and social capital outcomes.

Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

9

success should be measured in terms of the objectives of the enterprises.

Although all of the issues related to sustainable development and entrepreneurship derive from developing regions, similar mechanisms ﬁt entrepreneurial
ventures in economically distressed areas of developed nations. In fact, one
could argue that economic disparity and geographic proximity to economic
strength in developed nations make such efforts even more feasible considering
greater access to resources and markets.
Roles of entrepreneurs
Thus far, the discussion has focused on external factors that are likely to inﬂuence community-based enterprises. However, the individual founder or
owner–operator must have the capabilities to recognize opportunities and the
persistence to form a business enterprise. Venkataraman (1997: 121) wrote:
“Two issues are of particular interest to scholars in entrepreneurship: the
sources of opportunities and the nexus of opportunity and enterprising individuals.” The following sections address issues related to enterprising individuals
and community-based enterprises.
Individual preparedness
To address the needs or capabilities of the individuals in forming new ventures,
Lichtenstein and Lyons (2001: 5) created a formalized entrepreneurial development system (EDS) to increase “the quantity and quality of an area’s entrepreneurial capital.” Lichtenstein and Lyons built what they describe as an entire
business community of entrepreneurs by providing assessment of entrepreneurial development levels, assistance targeted to each level, and ongoing support
through networking.
The practical approach employed by Lichtenstein and Lyons targets the factors
included in models of entrepreneurial intentions (e.g. Krueger et al. 2000). The
entrepreneurial development system tackles social or speciﬁc desirability of entrepreneurship, improves perceived self-efﬁcacy, and enhances or reinforces perceived desirability and feasibility. Thus, the entrepreneurial development system
could theoretically be expected to affect an individual’s entrepreneurial intent and
propensity to act (all components of the models compared by Krueger et al.).
The entrepreneurial development system program builds individual skills
and reinforces other human capital attributes, such as internal locus of control,
achievement orientation, and, perhaps, autonomy. These attributes were found
to be related to operational success in a study of small tourism ventures in Israel
by Lerner and Haber (2000). The foregoing discussion leads to a critical issue
related to the founders:
10

founders will exhibit perceived self-efﬁcacy related to new venture creation, will value the creation of new ventures, and will have a propensity
to act on the intent to form a new venture.
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Collective entrepreneurship
Johannisson (1998) describes entrepreneurship as a collective process, in which
individuals retain their identity but act collectively within social networks to
create new ventures. Individuals are key but the whole is far greater than the
sum, and social commitment balances economic commitment.
Johannisson’s view suggests that the study of collective entrepreneurship
requires a different level of analysis, that of the collective. Examples include
industrial districts, Native American nations, business enterprise zones, and
technology incubators in which the entity acts as a single unit to attract new
business and employment opportunities to a region, leading to the ﬁnal critical
issue:
11

in collective community-based enterprises, the founding unit exhibits
characteristics similar to those of individual entrepreneurs – perceived
self-efﬁcacy related to new venture creation, recognition of the value of
creating new ventures, and a propensity to act.

The discussions and arguments presented reﬂect a review of four categories
of theory and data that can be used to guide the study of community-based
enterprises. Reports about private initiatives and government programs offer
examples for inductively developing research propositions. Essays and studies
from international sustainable development sources offer insights from ﬁeld
experiences in economic development programs. Theoretical arguments from
the entrepreneurship ﬁeld offer a basis for framing research issues and for positioning the implications of studying community-based enterprises.

Methods
Study design
This chapter builds a theoretical foundation as part of an evolving study of
community-based enterprises. The initial stages of the exploratory study
employ qualitative inquiry and analyses methods. Qualitative methods were
chosen because of the lack of prior theoretical work and a need for a holistic
perspective (Janesick 2000). A qualitative, clinical research approach “enables
us to look at situations in great depth and understand some of the richness and
complexity of the processes involved,” Arnold Cooper said in an interview discussing entrepreneurship and wealth creation (McCarthy and Nicholls-Nixon
2001).
Case selection
Potential cases have been identiﬁed using news reports, Internet searches, and
personal experiences. Each enterprise meets the following minimum criteria:
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쐌
쐌
쐌
쐌

primarily private enterprise;
operates as part of a community;
commercial purpose;
beneﬁts individuals in marginal economic areas or situations.

An initial database is being developed, currently listing more than 150
community-based enterprises and social entrepreneurship ventures or organizations. Many of the enterprises offer extensive opportunities to learn because
of accessibility, a critical determinant for selecting cases (Stake 2000).
Data collection
Case data are being collected from a variety of sources to ensure comprehensive
and representative pictures of identiﬁed community-based enterprises. Public
records and documents constitute the main sources of data (Charmaz 2000;
Hodder 2000) for the examples explored in the present phase of the study. Data
collection continues as a dynamic process guided by analyses of previously collected data following methods of case development (Ryan and Bernard 2000)
and grounded theory development (Charmaz 2000).
Analyses methods
Data from cases were summarized into case notes. Case notes were analyzed,
making note of issues covered in the background discussion above, to track
characteristics of the community-based enterprises. Tables and lists of themes
and concepts were generated to facilitate comparisons of characteristics and outcomes of community-based enterprises (Ryan and Bernard 2000).
Case summaries
This section presents condensed examples of three case summaries to illustrate
community-based enterprises. The selected cases are: FAME Renaissance, in
South Central Los Angeles; Delancey Street Foundation, in San Francisco; and
Choctaw Enterprises, in Choctaw, Mississippi.
FAME Renaissance
The FAME Renaissance enterprises (DePriest and Jones 1997; FAME 2003)
include a variety of businesses, business services, and social service programs.
FAME Renaissance is a California 501(C) non-proﬁt corporation. It grew out of
programs initiated by the First African Methodist Episcopal Church of Los
Angeles.
The FAME Business Enterprise Center, a business incubator focusing on the
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entertainment industry, houses technology-intensive start-up enterprises and
provides training. The FAME equity fund, started with seed money from the
Wells Fargo Bank, invests in emerging, minority-owned businesses. The Business Resource Center operates a micro-lending service. The FAME Personnel
Services provide stafﬁng and placement services. Its annual Job Fair attracts
more than 50 employers and several thousand applicants. Successful applicants
work with Disney, DreamWorks, Warner Brothers, the Metropolitan Water
District, and many smaller enterprises. The Entrepreneurial Training Program
offers courses in new business start-ups, management, and networking taught
by entrepreneurs and educators.
The FAME Housing Corporation constructs and manages apartment complexes for low- to moderate-income-level families and seniors. Similar enterprises operate in many major cities, including Houston, Atlanta, and New York
City, often afﬁliated with predominantly African-American churches and
dynamic church leaders (DePriest and Jones 1997).
Delancey Street Foundation
The Delancey Street Foundation operates 20 businesses through ﬁve self-sustaining residential programs serving more than 1,500 residents (Mieszkowski
1998a). The foundation, started in 1971 in San Francisco, operates a popular
restaurant, a construction company, a moving company, and Christmas tree
sales. In 1997 the foundation’s business generated $9 million in revenues plus
$3 million in private contributions (Mieszkowski 1998a). New residential programs operate in New York, North Carolina, New Mexico, and Los Angeles
(Grassroots 2001).
Residents perform all the fund raising, business, training, and administrative
functions. The residents are ex-convicts, recovering drug addicts, and formerly
homeless people who are willing to commit at least two years to live at the
foundation. Each participant teaches another, no matter how little experience
he or she has upon entering the program (Mieszkowski 1998b).
Delancey Street Foundation success stories provide evidence of the effectiveness of its model. Comments posted on the University of California at Berkeley
parents’ association website demonstrate the success of the Delancey Street
Moving Company. It is the only company repeatedly praised for excellent service
among the many listed on the site (UCB Parents 2001). The restaurant receives top
reviews in local papers and travel websites (Delancey Street Foundation 2003).
Choctaw Enterprises
In the late 1960s, the Choctaw Band of Mississippi experienced an unemployment rate of nearly 80 percent, even with more than 15 years of government
programs attempting to alleviate regional poverty (Choctaw 2003). Today,
tribal manufacturing, hospitality, retail, and international manufacturing businesses employ more than 8,000 individuals, providing employment opportunities for the entire tribal workforce. Nearly 65 percent of the workers are
non-Native American.
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The ﬁrst business, a construction company, began in 1969. After building
an industrial park and attracting an automotive wiring harness company, the
development attracted a stereo speaker manufacturing company, a plastics
molding manufacturer, and a greeting card manufacturing operation.
The original construction company has built residential housing and worked
on a large resort complex and retail services center. Two of the companies, the
wiring harness manufacturing and the plastic molding operation, have expanded
to Mexico. The resort business and related retail services businesses continue to
expand, serving the region’s golfers and tourists (Choctaw 2003).
Analysis and results
The early stage results provide insight into the enterprises and their operations,
as summarized in Table 14.1. The following discussion analyzes the three cases
in terms of the 11 critical issues identiﬁed previously.
Private initiatives
Early data suggest that at least one of the community-based enterprises was
established because of a failure of governmental programs. The Choctaw Enterprises were initiated following failed efforts by the Bureau of Indian Affairs to
attract companies and jobs to the area (Choctaw 2003). The Delancey Street
Foundation does not accept or seek any government funding or grants, but does
not state that it was formed because of a failure of government programs.
However, the Paciﬁc Research Institute for Public Policy (Bragin 1998) claims
that:
the Delancey Street Foundation . . . stands as a model demonstrating
the capability of indigent and unemployed peoples to bond together,
step away from dependence on the aid of government welfare programs or the free hand-outs of large charities, and instead to pull
themselves out of poverty and away from welfare dependence.
Government involvement
Two of the examples are clearly non-governmental; the third (Choctaw Enterprises) was formed by a local governing authority operating contrary to prior
governance structures. Two of the organizations (FAME and Choctaw Enterprises) take advantage of government funding or grants, but the third (Delancey
Street Foundation) operates with no government monies. Without further data,
it cannot be determined whether the availability of government funding triggered the enterprises, although in the case of FAME, the availability of government ﬁnancing appears to play a role in the selecting the enterprises. None of
the community-based enterprises examined are small, thus it cannot be determined if smaller enterprises relate to government subsidies. All three examples
have evolved into multiple, diverse businesses and have grown substantially
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Table 14.1 Summary of community-based enterprise examples
CBE name (afﬁliation
founder)

First business

Businesses

Funding

Beneﬁciaries

FAME (churchafﬁliated/church leader)

1992

Business incubator, residential
housing, personnel services,
business lending, charter school.

Private grants,
government grants,
enterprise income.

Local residents, church
members.

Delancey Street
(independent/individual)

1971

Restaurant, moving company,
Christmas tree sales, construction,
charter school.

Enterprise income,
private grants.

Ex-convicts, homeless,
recovering addicts.

Choctaw Enterprises
(tribal nation/tribal chief)

1969

Plastics molding, automotive
wiring, audio speaker components,
resort development construction,
senior citizens care, greeting card
production, resort operations,
gaming, real estate development.

Enterprise income,
government grants.

8,000⫹ employees, tribal
families, regional families,
families in Mexico.
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from their initial operations. Preliminary data suggest that long-term government support may not hinder the performance of community-based enterprises,
contrary to some prior experiences.
Sustainable development
The enterprises clearly contribute to the social sustainability of their community
members. The three enterprises ﬁt the pattern of grass-roots formation. The
enterprises have spread to other similar communities, especially the Delancey
Street Foundation. FAME is also part of an expanding grass-roots effort among
African-American churches. All three of the enterprises, like the entrepreneurial development system described by Lichtenstein and Lyons (2001), develop
skills using various forms of member involvement, a non-ﬁnancial yet critical
outcome. None of the enterprises measures its success in terms of purely ﬁnancial indicators. Each enterprise meets targeted needs of community members
and appears successful in attaining social performance goals.
Roles of entrepreneurs
All three community-based enterprises beneﬁt from a strong individual founder,
although one of the enterprises might be considered a collective (Johannisson
1998). The characteristics of the founders suggest that each exhibits a strong
sense of perceived self-efﬁcacy, positive views toward venture formation, and a
propensity to take action (Krueger et al. 2000). The data from Choctaw Enterprises suggest that, as a collective, it exhibits similar characteristics.
Implications for research
The results of this phase of the ongoing study suggest that similarities exist
among diverse types of community-based enterprises. Triggers for the formation of the enterprises include unmet needs for social survivability within the
community. Social outcomes as well as business outcomes are clearly important. The case data lend credence to the theoretically grounded critical issues,
suggesting that the issues will be useful for future research leading toward the
development of models and success measures of community-based enterprises.
With the collection and analyses of more case data, models and hypotheses can
be formed to shed light on community-based enterprises and their entrepreneurial roles in economic and social sustainability.
Implications for practitioners
A cohesive, tested model for creating successful community-based enterprises
would be a useful tool for building enterprises to meet social sustainability needs
within a community. This study begins to bridge the gap between theory and
practice. As the study evolves, it is expected to demonstrate more similarities
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among community-based enterprises and to develop a testable and replicable
model. Early evidence suggests that successful community-based enterprises
have an entrepreneurial founder, focus on their community needs, develop
entrepreneurial organizations, employ government funding without becoming
dependent, and ﬂexibly respond to changes in their external environments.
Such patterns could be applied to forming new community-based enterprises.
Limitations and future directions
Although this study offers valuable insights into community-based enterprises,
the limitations are clear. The limitations relate especially to the early stage of
the research: the small number of cases analyzed, the need for additional ﬁeld
interviews and data, and a need to expand the theoretical foundations on the
basis of the analyses conducted to date. Each of the limitations suggests future
directions for the research.
Conclusion
In this study, the research identiﬁes 11 theoretically based issues drawn from
diverse sources including national media, public policy reports, international
sustainable development reports, and entrepreneurship research. The analyses
of three cases suggest that the critical issues help to reveal similarities among
diverse community-based enterprises. Future research is warranted to clarify
characteristics and outcome measures and to develop a replicable model of
community-based enterprises.
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WEALTH CREATION IN DISTRESSED
INNER CITIES: WHAT CAN
BUSINESS SCHOOLS CONTRIBUTE?

U

R B A N B U S I N E S S S C H O O L S A R E well positioned to facilitate
wealth creation through entrepreneurship in distressed inner cities.
Perhaps the obvious motivation would be to improve their surrounding
communities. Less obvious are the opportunities to conduct useful research in a
dynamic, readily available environment, and to provide educational experiences
by means of outreach activities. Logically, scholarship should precede practical
action, if business school outreach is to be most effective. Therefore, the ﬁrst
section of this chapter explores scholarship on inner-city entrepreneurship and
the second part explores outreach activities.

A call to scholarly action
This section of the chapter provides a review of research into the nascent ﬁeld of
inner-city business among business researchers. First, it considers reasons for
the broad interest in learning more about this ﬁeld and the paradox of widespread outreach activity but relatively little published research as a consequence.
This leads to the question of possible impediments to broader involvement by
business school scholars. As a proposal for sparking more such involvement, it
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proposes categories for the existing research and recommends directions for
future research efforts.
Why study inner-city businesses?
High levels of joblessness and poverty characterize America’s urban, central city
neighborhoods. New York City’s Harlem is a prime example. In 2000, 55.8
percent of working-age Harlem residents were not in the labor force compared
with 35.6 percent for the city overall, and 35.3 percent of individuals had
incomes below the federally adjusted poverty level, compared with 17.6
percent overall (U.S. Department of Commerce 2000).
Inner cities are costly and inefﬁcient to the countries in which they are
located. First, they are a labor opportunity cost, as a signiﬁcant component of
employable labor remains unemployed. Second, they are a ﬁnancial drain on the
public support system of federal, state, and local governments, in both direct
prescriptive costs and indirect social costs. Untold millions in prescriptive
efforts have been dedicated to bringing these communities into the economic
mainstream. Third, they are politically costly. The debate surrounding the
problem engenders heated political discussion that devolves into argumentative,
unproductive rhetoric. Too often, race baiting and political ﬁnger pointing
overwhelms efforts at genuine problem-solving.
Despite their social and economic problems, inner cities represent a
signiﬁcant untapped business opportunity with underserved consumer markets,
untapped labor pools, and overlooked locations for business development. Even
though per capita income levels are low, aggregate income levels may be greater
than in surrounding suburban areas (Boston Consulting Group 1998). By 1999,
Harlem’s zip code areas serviced a population of more than 240,000 with an
annual income of more than $3.2 billion (U.S. Department of Commerce
2000). Harlem’s per square mile spending is six times greater than the New
York metropolitan area (Boston Consulting Group 1998). Several corporations
– Nike, Tommy Hilﬁger, Krispy Kreme Donuts, Walgreens, and Starbucks –
have discovered the beneﬁt of building business in overlooked inner-city
markets. Sears’ newest urban stores average almost triple the chain’s average
per store sales. Rite Aid’s Harlem-based drugstore ﬁlls more prescriptions per
day than any of its other stores in New York City (Fisher 1997).
Business scholarship in this ﬁeld would beneﬁt many stakeholders. Government and non-proﬁt leaders are increasingly seeking objective, reasoned analysis
of the prescriptive measures they’ve engaged. U.S. Federal Reserve Chairman
Alan Greenspan expressed regret at the lack of empirical research on prescriptive programs:
The relative paucity of data and research on community development
programs has limited the ability to fully demonstrate their impact
and credibly differentiate those that are successful from those that are
ineffective. Undeniably, impressive local community development
initiatives have been undertaken, and individual testimonials reveal
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advances in the economic well-being of many of the beneﬁciaries.
However, the absence of formal data collection and research for the
numerous neighborhood revitalization efforts over the past several
decades has resulted in a reliance on mostly anecdotal reporting at a
neighborhood or individual level.
(Federal Reserve 2003)
Leaving data on the table
At a ﬁrst glance, it may appear that faculty interest in the challenges of starting
and running businesses in inner-city neighborhoods is virtually non-existent.
However, a better analogy is adapted from the ﬁeld of economics. Collectively,
there is a large body of work by business school faculty that is “leaving data on
the table.”
Much of the activity involving schools of business and the inner city has been
an outgrowth of institutional community service efforts. This is particularly the
case for schools that also happen to be located in urban centers. Communitybased entrepreneurship centers and small business outreach programs have comprehensive programs that encompass the three traditional arenas of faculty
activity (teaching, service, and research). However, because of the time and the
administrative constraints involved, there is limited research output from this
activity.
Some of this limited research output results from program design. Centers
that are meant to offer technical assistance to local businesses and non-proﬁts
typically lack explicit objectives that involve theory testing, experimental
control, or matched-pair comparison groups. As a result, a wide range of productive activity from faculty engaged in these programs is not being captured,
analyzed, and disseminated for wider use. Institutions should develop means to
continue the important service work already under way, while collecting data in
forms that can be utilized in academic research.
Barriers to inner-city research by business school faculty
Three barriers in particular discourage research into inner-city business. The
ﬁrst involves the attractiveness of sectors of explosive growth as research sites.
Aldrich (1999) and Abrahamson (1996) have noted the pro-technology, prosuccess, and pro-size bias in business research. Sectors experiencing explosive
economic growth have often become faddishly popular research sites, only to
see interest wane when rapid growth dissipates. At various times, scholars have
focused increased attention on a number of “hot” areas (e.g. Silicon Valley in
California, Route 128 in Massachusetts, Japan after 1980 and, recently, Internet-related businesses). These biases lead the ﬁeld to concentrate less of its
collective effort on areas of lagging development.
The second barrier involves the perceived social distance of inner-city
businesses and their owners. Even though the physical distance to clusters of
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inner-city businesses may be literally a few city blocks, cultural barriers and a
charged sociopolitical atmosphere can make the divide seem insurmountable.
Because many business scholars are less familiar with inner-city neighborhoods
and the demographic groups that populate them, few enter into uncertain territory to engage in research that is less popular in the academic mainstream. Many
researchers would feel more comfortable performing cross-cultural research
overseas. In practice, scholars working with inner-city businesses conﬁrm that
the challenges in building rapport and trust are not unlike those in other crosscultural contexts. Further, prevailing stereotypes about the race and ethnicity of
inner-city entrepreneurs may not hold. In a recent Inc. magazine ranking of
leading inner-city ﬁrms, 76 percent of the CEOs reported their race as white
(Inc. 2000). A recent analysis of a 1995 database of ﬁrm owners in Los Angeles,
Detroit, Atlanta, and Boston has shown that a majority of the business owners in
the central city areas were white (Fairchild and Robinson 2002).
The third barrier is the absence of archival datasets that have representative,
sizable samples of inner-city businesses. Scholars prefer large-scale, quantitative
samples. The absence of archival data on inner-city businesses has at least two
causes. First, there is less interest in entrepreneurship in the developing
context. Second, a high number of the ﬁrms located in inner cities are small,
privately held ﬁrms. These two constraints have made the construction of
archival datasets of inner-city businesses a signiﬁcant challenge. A remedy might
involve a consortium of researchers, working with intermediary government
and non-proﬁt organizations, to construct large-scale national datasets of innercity businesses.
A brief review of existing inner-city research
Although the ﬁeld of inner-city business research is in a nascent stage, there is a
considerable body of research that is of relevance. In order to identify this literature, it is ﬁrst necessary to deﬁne the inner city. This will allow us to categorize the related research perspectives and the inﬂuential scholars identiﬁed with
each. Finally, we will be able to review existing research on inner-city business.
Deﬁnitions
The term “inner city” has many connotations and meanings. It has described
geographic entities, demographic groups, and numerous categories of unproductive behavior. Neighborhoods located in the urban core, primarily composed
of racial and ethnic minorities, experiencing widespread crime or high rates of
illegitimate births, have all been called “inner cities.” Outside of the United
States, the “inner city” may refer to economically vibrant and desirable locales in
a region (e.g. Paris, see Wacquant 1991). We focus on distressed inner cities,
deﬁned in spatial and economic terms, as urban neighborhoods with high levels
of joblessness and poverty. It follows that any research that focuses on businesses located in high-poverty, high-unemployment neighborhoods may be relevant. For example, research on entrepreneurs who happen to belong to ethnic
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minorities and operate businesses in suburban neighborhoods would not be
germane, but research on white entrepreneurs who operate businesses in innercity neighborhoods would be.
This economic and social deﬁnition has the implication that an inner-city
status is dynamic and not permanent. Neighborhoods that were once economically vibrant, with low unemployment levels and poverty, may become inner
cities over time. Alternately, predominantly minority and immigrant neighborhoods that once exhibited inner-city conditions may become vibrant ethnic
enclaves and would no longer be considered inner-city areas (Portes and Sensebrenner 1993).
Related research
As there are many terms associated with inner cities, there are also areas of
related research from social science ﬁelds outside of business per se. This
research can be broadly categorized into three general areas: poverty, social
structure, and economic development.
Sociologists have played a signiﬁcant role in research on poverty. A number
of scholars have studied immigration patterns over time in urban neighborhoods. These studies of “ecological succession” have a long history and are best
exempliﬁed in the work of Wilson (1996) and Aldrich (1973, 1979). Spatial
mismatch scholars, like Holzer (1991) and Vernon (1963), have charted the
movement of manufacturing ﬁrms that utilize low-skill labor to suburban areas
and the resulting rising unemployment of less-educated inner-city residents.
The work of spatial mismatch scholars mirrors related work in the ﬁeld of economics. Becker (1971) and Thurow (1969) have forwarded human capital theories that relate the high levels of poverty in inner-city neighborhoods to
decreasing demand for low-skill labor.
Scholars interested in social structural explanations for inner-city conditions
have focused on the social exclusion of inner-city neighborhoods. Social capital
scholars, inﬂuenced by the work of Coleman (1988) and Granovetter (1985),
have noted the exclusion of inner-city neighborhoods from the web of social
relations that are the medium for economic change (Portes and Sensebrenner
1993; Wilson 1996).
Scholars working in the ﬁeld of development economics are often interested
in explaining uneven economic development within regions. Rosenstein-Rodan
(1943), Nelson (1956), and Hirschman (1958) developed theories that emphasized the circular and cumulative effects of development. In their view, modernization in a country or region leads to even greater modernization, while
underdevelopment leads to greater underdevelopment. They proposed that
without government intervention, underdeveloped areas would remain stuck in
low-level development. Collectively, their work has inﬂuenced many economists and policy-makers.
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Existing work on inner cities from business scholars
In the popular press (e.g. Time, Newsweek) and business-practitioner press (e.g.
Fortune, Business Week, Wall Street Journal) accounts of inner-city business challenge and success are increasing. At the same time, careful scholarship on innercity business is at a nascent stage in leading academic journals. This is
unsurprising, as studies show that academic scholarship tends to lag behind
popular-press coverage (Abrahamson and Fairchild 1999).
The articles that have appeared in academic journals have largely been written
by academic gurus, and tend to propose directions for other researchers (Kanter
1995, 1999; Porter 1995). Michael Porter’s article in Harvard Business Review (1995)
generated great interest and discussion. For instance, The Review of Black Political
Economy (1996) devoted a special issue to responses from scholars from many disciplines to Porter’s model of inner-city redevelopment. However, to date, these “call
to action” articles have not produced a large body of research in business journals.
Directions for future scholarship
Much of the work has been limited by an emphasis on constraining structural
forces and a de-emphasis on endogenous business development. This is an
unfortunate oversight as the causes of inner-city social ills are rooted in the lack
of business development. The fruits of careful study of inner-city entrepreneurship by business scholars would be beneﬁcial to policy-makers, entrepreneurs,
and potential investors.
The range of perspectives and methods that may prove fruitful in the study
of inner-city businesses is as broad as the ﬁeld of management research. Past
studies on intra-organizational networks have found that women and minorities
who make efforts to establish linkages to powerful outgroup members face
social pressures from both the ingroup and the outgroups (Kanter 1977; Ibarra
1992, 1995). Network scholars might examine differences in the structure and
network management strategies employed by entrepreneurs operating within
the inner city and to those operating in mainstream contexts. Others may
choose to examine large, archival databases of both demographic and ﬁrm-level
variables to explore the inﬂuence of the hypothesized forces on business growth
and decline. Proponents of organizational evolutionary theories might examine
the variation, selection, and retention mechanisms that have inﬂuenced the type
of businesses found in inner-city neighborhoods (e.g. check-cashing centers and
pawnshops as opposed to consumer banks).
The inner city is a difﬁcult environment for entrepreneurs, but substantial
opportunities exist for those who can develop innovative strategies for exploiting market inefﬁciencies. Those who ignore potentially proﬁtable opportunities
in inner cities “leave money on the table.” Academic institutions are leaving
“data on the table.” The role of scholars in inﬂuencing practical matters has a
long history. Careful theorization and scholarship can do much to advance the
development of endogenous, self-sustaining, wealth- and job-creating businesses
in developing and developed contexts.
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Student, staff, and faculty roles in the urban university
While there are opportunities for greater involvement from all business schools,
business schools that are located in urban areas have unique opportunities for
engaging with inner-city business. Indeed, universities have the potential to play
a powerful role in urban environments, having an impact in the related arenas of
both social and economic outcomes. The power is generated through the connection of the three primary functions of a university: ﬁrst, the creation of new
knowledge through research; second, through the dissemination of that knowledge through teaching; and third, through the application of knowledge
through outreach.
This section of the chapter is divided into three. The ﬁrst discusses the relationship between urban universities and the communities in which they are
located. The second describes roles various individuals within an institution can
play, and the third provides a case study of a comprehensive program currently
underway.
Roles and capabilities within the urban university
Some urban business schools embrace urban-focused missions, whereas others
view their urban location as incidental. What causes this difference, and what
are the associated implications for strategy and allocation of resources? A
number of factors that may inﬂuence the institutional roles and ultimate outcomes in regard to integration with the community. These include the type of
university and structural issues within the university setting, internal and external resource pools, and the context of the community relationships.
Universities vary along many dimensions, particularly along their resources
and strategic commitment to teaching, research, and outreach or service activities. This commitment is often formalized within the stated mission, yet can
also be appreciated by examining the capabilities built within the institution that
directly engage inner-city areas.
There are many opportunities throughout the university for participation in
a mission of assisting local inner-city areas and a corresponding number of
potential roles for each. The individuals involved may include faculty, staff, and
students. Each of these independently may choose a variety of roles, based upon
their position, their human capital (including education and experience), and
their personal inclination. While many of the roles cross over positions, some
are particular to institutional jobs and status. The following is a list of those
institutional roles and the opportunities for involvement with the inner city.
Faculty
Faculty roles are directly tied to the mission of the university via the reward
structures. This is a critical consideration when analyzing participation
opportunities and costs. Many faculty members are committed to urban outreach programs for instrumental reasons such as making a difference to more
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pragmatic explanations such as testing the application of a theory. Part of the
appeal for faculty involvement includes the range of possible activities.
Teachers
Faculty members, for the most part, have a required teaching load as part of
their employment contract. This requirement generally relates to courses
offered for credit to matriculated students. However, there are tremendous
opportunities for other teaching activities. This may include continuing education classes located throughout the city. In this instance the faculty member may
teach the topic to individuals similar to the matriculated students, but not for
credit, or may teach the topic to a different set of students, such as high school
or elementary students.
Facilitators
Faculty members, by nature of their university afﬁliation (and possibly also the
advanced degree) may be perceived as facilitators in academic and other environments. The university setting may sometimes carry with it an objective, or
safe, context that will allow a faculty member to create and to guide mechanisms for the implementation of conversations or projects.
Conveners
The safe perception of the university can also serve a more direct role as the
convener for conversations or projects. In this case the faculty member may be
the neutral party that brings together individuals or groups over issues of mutual
interest. These issues may be internal or external to the university community.
Students
The role of students is also critical to the mission of the urban-centered university. Ideally, the students ﬁrst discover how to be learners, how to engage in
behaviors that allow them to develop a deep understanding of the world around
them and their place in it. This is a particular role that serves them well
throughout their life. However, the context of involvement in the urban
mission allows them additional opportunities.
Staff
Staff members also fulﬁll many of the roles described for faculty and students.
They may be teachers and learners, as well as facilitators. Staff members may
also play the role of liaisons, linking individuals and groups inside and out of
the university. Staff members, in addition to faculty and students, may have
either strong or weak ties within the urban community that may assist in
the identiﬁcation of resources and opportunities for urban involvement or
participation.
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Case study: Entrepreneurial Growth Resource Center,
University of Missouri–Kansas City
Figure 15.1 represents the structure of the Entrepreneurial Growth Resource
Center (EGRC) of the Henry W. Bloch School of Business and Public Administration and the University of Missouri–Kansas City. The Center was created in
2000 as the umbrella organization for entrepreneurial activities, including teaching, service, and outreach. The mission of the EGRC is to integrate these three
sets of activities, to have them inform each other and leverage the available
resources in order to best advance each.
Every program in the EGRC includes the delineation and establishment of
strategic partnerships to support the urban mission of the university. These partnerships cross boundaries of geography, academic discipline, and community
organization.
Teaching
The academic offerings of the EGRC include a graduate concentration in entrepreneurship that consists of ten courses. The Faculty members serve in standard
EGRC organization chart
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Partnerships with
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Procurement
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Figure 15.1 Entrepreneurial Growth Resource Center, University of Missouri–
Kansas City: EGRC organization chart
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roles as teachers; however, they aggressively pursue the role of learners as well,
drawing new knowledge from those in the ﬁeld applying existing knowledge in
unique and possibly redeﬁned ways. The selection of courses is reviewed programmatically to ensure that the information is timely, relevant, useful, and academically rigorous. All courses are based upon theory with the premise that
theory is a set of statements that describes and explains or predicts the world
around us. In addition, the courses are reviewed individually for another set of
dimensions. Besides rigor and theory, the pedagogical approach is examined
from the point of interdisciplinary and experiential opportunities. The overall
curriculum provides the framework for a menu of opportunities for students
and faculty to interact with the urban community.
Small Business Management Practicum (called Small Business Institute at
many colleges)
Students in this course work in teams as consultants to local small-business
owners. The very nature of the course extends the learner role of the student to
include that of service provider, teacher, and role model. The role of the
instructor encompasses teaching not only the student, but at times the community client, as well as being a direct service provider, liaison, and facilitator. In
addition, the researcher role is critical, as select projects may become the basis
for case development.
New Venture Creation
This course has become a feeder system into a regional business plan competition. The students again go beyond the learning role to become role models for
the community. The competition focuses on both the large-scale development
of opportunities but also the social responsibility of the business being created.
The students interact with community members who are serving as plan screeners, team coaches, and competition judges. The community thus learns more
about the possibilities of doing good while doing well.
Kauffman Entrepreneur Internship Program
In this course students are placed as interns in a variety of organizations, including both small businesses and not-for-proﬁt entities. The students combine
course work with their work activities, serving their host organization not only
in a functional role, but also once again teaching, providing service, and modeling the role of an urban citizen.
Research
Many roles are also possible in research. This activity can go beyond the collection of data to inform and energize community members. One example is the
connection of a National Science Foundation (NSF) grant with a local research
project designed to inform public policy and guide program development. The
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NSF grant, “The Impact of Race and Ethnicity on the Start-up Process,” provided the resources to generate new knowledge about the prevalence rates of
business start-ups by members of speciﬁc minority groups and speciﬁc challenges faced by these nascent entrepreneurs. During the same time-span, a local
minority business support program funded by the city received a national grant
for further program development. The new grant required that focus groups be
conducted to guide the program in both content and format. The university was
able to play a leadership role through administration, staff, faculty, and students
in organizing and implementing the focus groups and analyzing and disseminating the ﬁndings.
Outreach
It is perhaps easiest to recognize the diversity of role opportunities in the service
arena. However, universities vary greatly in the depth and breadth of their
involvement, largely due to the constraints discussed above. The example here
of the Entrepreneurial Growth Resource Center offers an example of functioning under a focused mission that allows for a wide range of outreach activities.
All programs must pass through a service screen of two basic questions. First, is
the service beneﬁcial to our students? Programs that develop and guide students
in entrepreneurial roles receive priority in the allocation of resources. Second,
can we offer the program through our students? There are many outreach programs related to entrepreneurship located in urban areas. The university must
decide where and how it best adds value with the application of its limited
resources while recognizing that the deﬁnition of “adding value” is itself a purposeful question. Student outreach roles for the EGRC are separate from those
offered through classes. Examples of outreach include:
쐌
쐌

쐌

researchers and administrative assistants. Students helped to develop a
database on more than 130 business assistance programs in the region.
service providers. Students created a referral service based upon the database. If the requested assistance is not something the students can directly
perform, the community client is referred to the most appropriate
program.
teachers. Through programs such as the Students in Free Enterprise or
Junior Achievement, students serve as teachers in area high schools. These
activities also place the students in positions of role models, illustrating
attributes of college student and community volunteer to their eager audiences.

The EGRC case illustrates how many of the resources of a business school –
research, experiential learning activities, and staffed outreach – can serve both
the scholarly and citizen roles of the university. No single institution can
perform all these roles with equal impact. Private institutions may enjoy less
access to certain state-funded assistance programs. However, they may have
other resources to offer, such as highly loyal and successful alumni willing to
help their alma mater and a great cause at the same time. For example, at
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Marquette University they serve as mentors, angel investors, and class visitors
for executive education directed towards the inner city. The challenge we all
face is to tailor these possibilities to our own institutional contexts.
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Introduction: the emergence and growth of womenowned businesses as an economic force

D

U R I N G T H E L A S T T W O D E C A D E S , women have entered the ﬁeld
of entrepreneurship in greatly increasing numbers. With the emergence
and growth of their businesses, they have contributed to the global economy
and to their surrounding communities. The routes women have followed to
take leadership roles in business are varied; yet, more likely than not, most
women business owners have overcome or worked to avoid obstacles and challenges in creating their businesses. The presence of women in the workplace
driving small and entrepreneurial organizations has had a tremendous impact on
employment and on business environments world-wide.
By the year 2002, women entrepreneurs had entered many industries and
sectors. Many of the earlier obstacles to women’s business success have been
removed, yet some still remain. Many research questions have been posed, and
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

investigators have examined the economic and social impact of women’s business ownership. Further, there has been much progress in the training and
development of women entrepreneurs within public policy and academic programs. Finally, scholars of entrepreneurship and small business have studied the
inﬂuences of and the impact on business ownership by women. The number of
research studies has grown since the 1980s, when scholars and policy-makers
ﬁrst cast their attention toward women entrepreneurs.
This chapter reviews recent progress in the ﬁeld of women’s entrepreneurship and examines the following questions
쐌
쐌
쐌
쐌
쐌
쐌
쐌
쐌

what is the status of women entrepreneurs in 2002?
in what economic sectors do women found their businesses?
what are the characteristics of women entrepreneurs and their businesses?
what are women’s motivations for entrepreneurship?
what factors inﬂuence the strategic growth of women-owned businesses?
how can women’s entrepreneurship experiences be incorporated into
courses, case studies, and best practices in undergraduate and graduate
programs?
what remaining questions should be asked about women’s entrepreneurship?
what research needs to be conducted to move the ﬁeld forward?

The review of the ﬁeld presented in this chapter is not to be construed as an
exhaustive discussion of all the work that has been done. Rather, we have
selected representative publications in each of the domains mentioned to summarize the progress that has been made. From those publications we derived a
set of questions that may guide future entrepreneurial development, academic
research, and teaching within this area. In 1996, a comprehensive review of
current research on women entrepreneurs was published by Starr and Yudkin
(Wellesley College Center for Research on Women). Our attempt is not to
duplicate their efforts. The focus of this chapter is on signiﬁcant developments
that have occurred between the mid-1990s and the start of 2002 (Gundry et al.
2002a, 2002b). There still remain many questions, however, and this chapter
concludes with ideas and propositions to be investigated in the future.
The status of women entrepreneurs
By the end of 1999, there were 9.1 million women-owned businesses in the
United States. According to the National Foundation for Women Business
Owners (NFWBO), a non-proﬁt research and leadership development foundation afﬁliated with the National Association of Women Business Owners, during
the 12-year period from 1987 to 1999, the number of women-owned businesses increased by 103 percent nationwide, and the employment provided by
these ﬁrms grew by 320 percent, while sales grew by 436 percent (NFWBO
2001a). At the end of 1999, women-owned ﬁrms represented nearly 40 percent
of all ﬁrms in the United States and employed approximately 27.5 million
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people. In 1996, the Small Business Administration (SBA) reported that the
growth in the number of women-owned businesses exceeded the national
average in nearly every region of the country, with higher growth occurring in
the southern states (Haynes and Helms 2000).
The NFWBO (1999) also reported that women are starting businesses at a
faster rate than their male counterparts. In the United States and Canada, the
number of women-owned ﬁrms has increased at about twice the national rate.
The NFWBO also reported that, in 1996, 13 percent of women business
owners in the United States were women of color. In total that year, there were
nearly 1.1 million ﬁrms owned by minority-women employing nearly 1.7
million people and generating more than $184.2 billion in sales. Clearly, the
number of women-owned businesses has grown dramatically, and, as the results
of the NFWBO studies show, the economic impact of women-owned businesses
is substantial (Hadary 1997).
In what economic sectors do women found their
businesses?
Women entrepreneurs can be found in every sector of the economy. The top
growth industries for women-owned ﬁrms between 1987 and 1999 were construction, wholesale trade, transportation/communications, agribusiness, and
manufacturing (NFWBO 2001b). Traditionally, women entrepreneurs were
more likely to be found in retail and service businesses, but by the end of the
1990s women were entering non-traditional business sectors in greater
numbers.
For example, the NFWBO found that more Latina entrepreneurs own ﬁrms
in construction, accounting, engineering, other professional services, and manufacturing than owned businesses such as hotels, restaurants, and bars (NFWBO
1998). With the rising number of women entrepreneurs starting businesses in
non-traditional ﬁelds, researchers are now able to make comparisons between
sectors. In this way, we can begin to determine whether differences in such
areas as performance, ﬁrm structure, and strategic orientation are attributable
to the sector in which the entrepreneur operates. In one study, researchers
found that the level of sales and perceived performance is higher for women in
non-traditional industries, although the women in traditional industries perceived higher levels of ﬁnancial support (Engelbrecht et al. 1996). More
research is needed on women-owned businesses in non-traditional industries, in
comparison with ﬁrms in service or retail (Starr and Yudkin 1996).
What are the characteristics of women entrepreneurs and
their businesses?
Women take many paths to business ownership. The broad classiﬁcation of
women business owners includes women who found, inherit, or acquire a business, women who start businesses with spouses or business partners and are at
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the forefront or behind the scenes, and women who build fast-growing ﬁrms, as
well as those whose businesses are part-time or slow growing (Starr and Yudkin
1996). Early research on women entrepreneurs suggested that signiﬁcant differences existed between female and male entrepreneurs. However, more recent
studies have shown that there are far more similarities than differences between
women and men entrepreneurs in terms of psychological and demographic
characteristics (Birley 1989).
Many of the demographic predictors of entrepreneurship are identical for
women and men. The dominant predictors of success for women entrepreneurs
are work experience and years of self-employment (Schiller and Crewson
1997). In a cross-sectional national study of 3,000 men- and women-owned
businesses, sales levels were similar for both, as was the number of years to
break even (Hisrich et al. 1997). However, women rated economic necessity
and recognition more signiﬁcantly as business goals. In a recent investigation of
the effect of educational level on business survival, owners who had four or
more years of college and ten or more years of prior work experience were
more likely to survive the ﬁrst few years (Boden and Nucci 2000). Evidence also
exists that women-owned businesses are more likely to remain in business than
the average United States ﬁrm (NFWBO 2001a).
It has been suggested in the past that women-owned ﬁrms under-perform at
the aggregate level in relation to ﬁrms owned by men. However, a recent comprehensive test of 4,200 Swedish entrepreneurs found no support for this
underperformance hypothesis (Du Rietz and Henrekson 2000). The authors do
state that women entrepreneurs have, on average, a weaker preference for sales
growth. Does this suggest that women owners have different preferences and
goals for their businesses? And, if so, does industry or strategic orientation
matter? The Engelbrecht et al. study (1996) found that women in nontraditional industries perceived money as a preferred outcome expectation.
Brush (1992) hypothesized that women view their businesses as a cooperative
network of relationships rather than as a distinct proﬁt-generating entity.
This network extends beyond the business into the entrepreneur’s relationships with her family and the community. In a cross-cultural study of women
entrepreneurs in the United States, Romania, and Poland, this was corroborated.
Women reported that their management styles emphasized open communication
and participative decision-making, and their business goals reﬂected a concern for
the community in which the business operated (Gundry and Ben-Yoseph 1998).
In the last few years, we have seen research focus move away from differentiating
women from men entrepreneurs in the wake of ﬁndings that the groups are not
dissimilar. Although some strides have been made in understanding how women
entrepreneurs and their ﬁrms may differ from one another (e.g. consideration of
industry, strategic focus, or culture), more work is needed to determine whether
those characteristics inﬂuence ﬁrm outcome and survival.
Brush (1997), looking to the future, identiﬁed additional areas of opportunity for women entrepreneurs and their organizations: technology, which inﬂuences the ability of entrepreneurs to work from home and contributes to the
ownership of virtual companies; women’s management style, which is inﬂuencing the overall business environment; and employment policies, which conSelection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

tribute to the effectiveness of businesses as the workforce goes through profound changes (Brush 1997).
What are women’s motivations for entrepreneurship?
The increase in the number of women entrepreneurs is, at least in part, attributable to the “glass ceiling” phenomenon that prevents women from rising above a
certain organizational level (Daily et al. 1999). The impact of the glass ceiling on
women’s careers has been documented by a number of studies (U.S. Department of Labor 1995). This has led to an increasing number of women who
abandon large organizations and join entrepreneurial organizations as owners or
employees. According to Julie Weeks, director of research at NFWBO (1998),
44 percent of women business owners who left their former positions because
of the glass ceiling believed that their contributions were not recognized, compared with 17 percent of men business owners.
Thus, starting their own businesses enables women to use, satisfy, and
maintain high levels of skill, as perhaps they could not when working for a corporation (Alvarez and Meyer 1998). Women also cite layoffs, the ability to
make one’s own decisions, and the need for more ﬂexible working hours to
accommodate family demands as reasons for starting their own businesses.
Boden (1996) and Carr (1996) found that having young children was a strong
positive inﬂuence on women’s self-selection of entrepreneurship. Additional
motivation comes from the belief that the world can be different and that their
businesses can provide a means to change things and make a difference for other
women (Ben-Yoseph, Gundry and Maslyk-Musial 1994). Results from crosscultural studies indicate that women from Eastern and Central European countries go into business ownership as a means of escaping unemployment
(Ben-Yoseph and Gundry 1998; Lisowska 1998). Israeli women opt for business
ownership as a way of achieving economic parity because occupational segregation and wage disparities between men and women are much greater in Israel
than in the United States (Lerner et al. 1997). More work is needed to examine
the effect of entrepreneurial motivation on sustained entrepreneurship, especially in the stages beyond start-up (Bhave 1994; Kuratko et al. 1997).
What factors inﬂuence the strategic growth of womenowned businesses?
Contemporary research on entrepreneurial growth strategies of women business owners has focused on the entrepreneur’s willingness to grow and on strategic activities (Kim and Mauborgne 1997). For example, the presence of good
working relationships with customers, ﬁnanciers, and other constituents to the
business has also been reported to be related to effective growth strategies
(Kamau et al. 1999).
Research has shown that women entrepreneurs who headed high-growthoriented businesses had a stronger commitment to the success of their
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

businesses, a greater willingness to sacriﬁce on behalf of their business, earlier
planning for growth, and adequate capitalization, and used a team-based form of
organization design. These women reported strategic intentions emphasizing
market growth and technological change (Gundry and Welsch 2001). It has
been suggested in a recent study (Cliff 1998) that women entrepreneurs prefer
a managed approach to business growth as opposed to following more risky
growth strategies.
Since Starr and Yudkin’s (1996) recommendation for more studies of the
preconditions and strategies for growth of women-owned businesses, there has
been some progress. However, there are still more questions. Because of strong
interest in the high-growth ﬁrm within the ﬁeld of entrepreneurship, this area
may be a focus for more research in the future.
Teaching about women’s entrepreneurship at the college
and university level
Two issues are discussed here related to entrepreneurship education and women
entrepreneurs in higher education. The ﬁrst concerns the integration of issues
related to women entrepreneurs into general entrepreneurship courses, and the
second concerns courses designed to focus on women entrepreneurs (Gundry et
al. 2002b).
With respect to the ﬁrst concern, most entrepreneurship textbooks published since the mid-1990s have at least a section or a chapter devoted to
women entrepreneurs (Kuratko and Welsch 1994). This suggests that some
progress has been made in including the characteristics, needs, and performance
outcomes of women-owned businesses in entrepreneurship curricula. However,
there still exists too little representation of women in leadership roles within
materials used in entrepreneurship classes. Brush (1997) found that the Harvard
Business Case Catalogue featured women entrepreneurs as decision-makers (not
necessarily as business founders or owners) in fewer than 10 percent of its
entrepreneurial cases. While some progress has been made since 1997, there is
still a need for the development and inclusion of cases and other supplementary
materials that showcase the experiences of women entrepreneurs across industries, growth stages, and cultures. This would enable the entrepreneurs proﬁled
in course materials to approximate the actual composition of entrepreneurs
nationwide, perhaps even world-wide. The purpose of this is to allow our students (prospective entrepreneurs) to draw on contemporary experiences,
processes, and models in forming their own entrepreneurial strategies.
With regard to the second concern, few courses at the university level focus
primarily (rather than in just one or two class sessions) on women entrepreneurs. One such course, Women Entrepreneurs and Managers Across Cultures, has been offered by the authors at DePaul University. The course
integrates culture, gender, and work focusing on challenges and opportunities
faced by women managers and women entrepreneurs in international settings
(Ben-Yoseph and Gundry 1997). Other examples include a course on Diversity
Issues in Entrepreneurship at the University of St. Thomas, which focuses on
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

women and minority entrepreneurs, and courses offered through the Center for
Women Entrepreneurs at Columbia College in South Carolina, targeted speciﬁcally to the needs of women business owners (Gundry et al. 2002b). Of course,
there may exist other courses offered at colleges and universities, but to our
awareness there was no centralized source of information to guide research in
this area at the time this chapter was prepared.
A study on the infrastructure of women’s entrepreneurship education (Katz
and Gundry 1997) revealed that colleges and universities make diverse efforts to
support women’s entrepreneurship, often without using the formal mechanism
of a center. The Department of Management and Institute for Women’s
Leadership at Simmons College co-sponsors research and program conferences
for women’s entrepreneurship; other schools using a similar approach include
Kellogg School at Northwestern University in Evanston, Illinois, Wharton
School at the University of Pennsylvania, and Anderson School of Business at the
University of California at Los Angeles. Women’s entrepreneurship as an academic domain tends to be focused most strongly on research, less strongly on noncredit outreach programs, and least strongly on for-credit programs (Katz and
Gundry 1997).
Future developments: what questions remain?
As we have seen in this chapter, since the mid-1990s new knowledge has been
gained about the progress, opportunities, and challenges within women’s entrepreneurship. There remain some important questions to be asked. We hope
they will trigger even more questions, debate, and research that can be disseminated and integrated into entrepreneurship programs in higher education:
쐌

쐌

쐌

is there an interactional set of entrepreneurial attitudes, motivations, and
actions? Much of the research in this ﬁeld examines single issues (e.g.
ﬁnancing barriers, growth strategies, and psychological motivations)
within one cultural context. Researchers have already begun to examine
the interaction between, for example, entrepreneurial roles and roles
outside the business for women entrepreneurs (Gundry and Ben-Yoseph
1998; Ufuk and Ozgen 2001). Future work should expand the examination of the multiple variables that potentially inﬂuence performance in
women-owned businesses.
how are women entrepreneurs discovering business opportunities? Are
there conditions that seem to make more of a difference, such as personal
motivations, organizational experiences, or cultural/community inﬂuences? Studies have shown that women entrepreneurs often undertake
leadership roles in volunteer organizations and are strongly motivated to
engage in philanthropy (NFWBO 2000; McGeer 2001), and these experiences can lead to continued business opportunities through greater exposure within communities local and beyond.
what is the inﬂuence of entrepreneurship on women’s families and the
greater communities in which they live? And, most important, how does
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쐌

쐌

this inﬂuence differ in various countries around the world? As early as
1990, Salganicoff noted that the boundaries between the ﬁrm and the
family tend to be indistinct for women heading family businesses.
Research in this area has included, and should continue to expand on,
issues related to personal identity and role conﬂict (Salganicoff 1990),
access to capital and succession planning (Harveston et al. 1996), and the
effects of integration of the ﬁrm and the family on women’s lives (Gundry
and Ben-Yoseph 1998).
what are the speciﬁc challenges faced by women entrepreneurs who wish
to internationalize their businesses and participate in the global economy?
Even though it is clear that international careers prepare both men and
women for entrepreneurship in global settings, the number of women in
high-level international management positions remains very low in all
countries. Women entrepreneurs in transitioning economies, for
example, have been found to have unique needs for a support system that
can develop a set of best practices and benchmarked samples from countries with similar cultural, economic, and historical contexts (Bliss and
Garratt 2001). One of the key challenges women entrepreneurs faced
during the 1990s involved perceptions that they could not be taken seriously (NFWBO 1994), and that women-owned ﬁrms are less successful,
less credit-worthy, and less innovative (Brush 1997). By the end of the
1990s, some researchers concluded that two hurdles remained for women
entrepreneurs: correcting these perceptions and developing networks and
mentors (Davis and Long 1999). Future research should examine ways in
which women business owners can increase their organizationally legitimated credibility (Gundry et al. 2002a) both inside and outside women’s
businesses.
since women entrepreneurs across cultures tend to link work, family, and
the environment in which they conduct business, should different measures for performance or success be considered for women entrepreneurs?
Future research may also help us better understand how risk-taking relates
to the type of business started. Do women take fewer risks than men or
are they forced to take less risk and enter traditional businesses because
capital is even less available to them in non-traditional businesses (Anna et
al. 2000)? How does this play out in different cultures?

In conclusion, as the ﬁeld of women’s entrepreneurship evolved,
researchers, educators, and entrepreneurs tended to function independently of
one another, each focusing on a speciﬁc aspect of interest. Even though their
unique contributions are worthwhile, the ﬁeld is now beneﬁting from the synthesis of multiple perspectives, preventing oversimpliﬁcation of complex issues
and the persistence of ethnocentric beliefs. Our conclusion is therefore encouraging: we have seen that with the proliferation of educational programs,
research support, policy development, and an eventual increase in ﬁnancial
opportunities as markets and economies recover, more and more women
around the world will embark on entrepreneurial paths. With continued scholarship to explore and further identify relevant and poignant questions in this
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area, the effects of these changes have great potential to not only change
women’s careers and lives, but to enhance our knowledge and understanding of
entrepreneurship processes globally.
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SERIAL ENTREPRENEURSHIP:
AN IN-DEPTH LOOK AT THE
PHENOMENON OF HABITUAL
ENTREPRENEURS

Introduction

A

F R E Q U E N T L Y R E C U R R I N G T H E M E in entrepreneurship research
has been the existence of two main types of entrepreneurs: the “craftsman” and the “opportunist.” The “craftsman” is motivated by a desire for autonomy, while the “opportunist” is motivated by a desire for ﬁnancial gain and the
opportunity to build a successful organization (Wright et al. 1997a). Serial
entrepreneurs are a unique subset of entrepreneurs who, depending on their
type, can fall into both categories. Serial entrepreneurs are deﬁned in this
chapter as entrepreneurs who sell their original businesses but at a later date,
inherit, establish, and/or purchase other businesses (Westhead and Wright
1998b). This special breed of business people enjoys the challenge of constantly
starting new ventures. Many entrepreneurs have thrived in this environment,
taken advantage of the increasingly favorable tax climate, and made millions.
The research on entrepreneurship in general has received much scrutiny
over the last few decades. To date, not much progress has been made. Little is
known about serial entrepreneurs even though researchers agree that there are
many beneﬁts that can be gained and lessons learned from studying and understanding this special breed of entrepreneur. This chapter pulls together the
existing research on the phenomenon of serial entrepreneurship, identiﬁes the
major gaps in the literature, and attempts to provide an overview and analysis of
the topic.
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Deﬁning serial entrepreneurship
Habitual (serial) entrepreneurs have existed since the dawn of industrialization
(Scranton 1993). In 1991, Starr and Bygrave pointed out that there did not
seem to be a generally accepted deﬁnition of serial entrepreneurship. This is still
the case. The most common deﬁnition suggests that serial entrepreneurs are
those entrepreneurs who have sold or closed their original businesses but at a
later date have inherited, established, and/or purchased other businesses (Westhead and Wright 1998b). Or, stated differently, they own one business after
another but effectively own only one business at a time (Hall 1995). Serial
entrepreneurs typically desire to exit from an initial venture when entrepreneurial opportunities are perceived to have been exhausted. Once they leave the
ﬁrm, they search for new possibilities with a new venture (Wright et al. 1997a).
Serial entrepreneurs are known to start several ﬁrms, some of which are successful and others are not.
Many researchers have used different terms and deﬁnitions to describe the
different types of entrepreneurs. Figure 17.1 shows an overview of the various
types of entrepreneurs: nascent, novice, habitual, serial, and portfolio.
The following section provides deﬁnitions for the various types of entrepreneurs that are shown in Figure 17.1. Some of the categories have multiple
deﬁnitions because of the terminology used by multiple entrepreneurship
researchers.

Three general
types of
entrepreneurs
Habitual entrepreneur
Novice entrepreneur
Nascent entrepreneur
Considering establishing
a new business

Starts or purchases several businesses at one
time (portfolio) or sequentially (serial)

Owner of a business who
has no previous business
ownership experience

Two general types
of habitual entrepreneurs
Serial entrepreneur
Owns one business after another but effectively owns
only one business at a time

Figure 17.1 Overview of the types of entrepreneurs
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Portfolio entrepreneur
Owns multiple businesses at a time

Nascent entrepreneurs
Individuals who are considering the establishment of a new business (Ucbasaran
et al. 2001).
Novice entrepreneurs
Also referred to as beginner, ﬁrst time, or rookie entrepreneurs. These individuals currently own one business and have no prior business ownership
experience as a founder, an inheritor, or a purchaser (Westhead and Wright
1998a).
Habitual entrepreneurs
Also referred to as business generators and experienced founders. These are
individuals who have established, inherited, and/or purchased more than one
business (Westhead and Wright 1998a). Stated differently, they start or purchase several businesses at one time or sequentially and are identiﬁed on the
basis of two dimensions: whether a new or existing business is involved and
whether the entrepreneurial act is sequential (serial) or concurrent (portfolio)
(Ucbasaran et al. 2000).
Serial entrepreneurs (subset of “habitual entrepreneurs”)
Also referred to as venture repeaters and opportunist entrepreneurs. These are
individuals who have sold or closed their original businesses but at a later date
have inherited, established, and/or purchased other businesses (Westhead and
Wright 1998b). Or, as deﬁned by Hall (1995), they are individuals who own
one business after another but effectively own only one business at a time.
Portfolio entrepreneurs (subset of “habitual entrepreneurs”)
Also referred to as multiple (business) entrepreneurs and parallel entrepreneurs. These are individuals who have established more than one business
but still own the most recent businesses established prior to the start-up of their
current, new, and/or independent ventures (Kolvereid and Bullvag 1993). Or,
as stated by Westhead and Wright (1998b), they are individuals who have
retained their original businesses but at a later date have inherited, established,
and/or purchased other businesses (Westhead and Wright 1998b).
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Types of serial entrepreneurs
Are there different types of serial entrepreneurs? Wright et al. (1997a) published an article in the British Journal of Management titled, “Serial entrepreneurs”
that suggested that indeed various types do exist. Wright et al. (1997a) believed
that serial entrepreneurial behavior falls into two broad groups: venture
repeaters and opportunist serial venturers. They deﬁne these groups as follows:
1

2

venture repeaters are entrepreneurs who undertake a second venture primarily for defensive reasons. This group tends to be reactive, effectively
undertaking a second venture because there were few obvious alternatives.
They tend to have subsequent ventures in the same sector or even in the
same ﬁrm, often as a reﬂection of loyalty to that ﬁrm.
opportunist serial venturers are entrepreneurs who aim to achieve rapid
growth of their ventures. This group has common features in that capital
gain and the challenge of developing a business are frequently important
factors. They are generally proactive between ﬁrst and second ventures in
searching for a suitable opportunity.

Are there any other forms of serial entrepreneurs? In 2003, Diana Hicks
introduced the term “serial innovators” to describe small ﬁrms that are
extremely innovative and continually successful at attaining patents. Hicks’
report explains that small ﬁrms are younger than large ﬁrms, but are not considered new start-ups. She claimed that they are distinguished from other innovative small ﬁrms by their innovative success and persistence, and from large
patenting ﬁrms by their concentration on high-quality and leading-edge technical change that builds on a broad array of outside knowledge. The open question remains: are “serial innovator” ﬁrms typically started by serial
entrepreneurs?
Backgrounds of serial entrepreneurs
Much evidence suggests that characteristics and motivations differ between the
various types of entrepreneurs.
Characteristics
Numerous researchers have tried to collect data that suggests common
characteristics of serial entrepreneurs. Cowe cited that serial entrepreneurs
tend to be starters, people who are extremely good in the early stages of a business, but less so at the maintenance work: “They are brilliant at leading from the
front and not so good at being in the background making sure the machinery
works (1988: 86).” He also noted that they are typically the leaders of a team
and very good at transmitting the vision.
Birley and Westhead (1993) suggested that serial entrepreneurs are typSelection and editorial matter © 2004 Harold P. Welsch;
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ically younger than other entrepreneurs when they start their ﬁrst business and
are more likely to have gained university level degrees. They are typically
younger than their counterparts, more likely to be continuing a tradition, more
likely to have emphasized following role models, and more likely to have used
personal savings at the launch of their businesses.
Westhead and Wright (1998a) suggested that serial entrepreneurs are most
likely to be concerned with accumulating wealth and gaining recognition for
their entrepreneurial activities. Serial entrepreneurs are signiﬁcantly more likely
than novice founders to have worked in small ﬁrms with fewer than 100
employees prior to the start-up of their venture.
Some of the common characteristics that many of the previously cited
researchers have suggested are that serial entrepreneurs have a strong will to
win, a love of responsibility, a need to be in control, and excellent leadership
skills, are hard workers, often have a background in a volatile industry, and have
had early success and a strong track record.
Motivations
All of the different types of entrepreneurs tend to have unique motivations for
their chosen activities. Serial entrepreneurs tend to have stronger preferences
for innovation, greater propensity for risk-taking, and a higher need for achievement than do novice (or ﬁrst-time) entrepreneurs (Carland et al. 2000). Serial
entrepreneurs are sometimes, but not always, motivated by money. Westhead
and Wright (1998a) found that the motivations cited by serial entrepreneurs
were not the same as those cited by portfolio entrepreneurs. Wright et al.
(1997a) have suggested that the motivations of habitual (serial) entrepreneurs
for owning businesses change over time, with monetary gain becoming less
important in subsequent ventures and some owners of second businesses generally desire less risky ventures. The authors also pointed out that habitual entrepreneurs are highly achievement motivated, innovative, and risk-takers.
Motivations for a ﬁrst venture
A common reason for a ﬁrst venture is the frustration resulting from working in
large, bureaucratic, and political organizations. Ucbasaran et al. (2000) also
found that ﬁnancial motivations were a strong factor for entrepreneurs in their
ﬁrst ventures and that risk limitation became more important in subsequent
ventures. The authors also found that common motivations for the second startup were the desire to continue the challenge of owning a successful business, the
desire to work closer to family, and the desire to beneﬁt from tax breaks.
Birley and Westhead (1993) stated that the serial entrepreneurs started
their ﬁrst ventures because of a propensity to stress self-achievement, job satisfaction, and personal independence. They also stated that they have a need for
approval, personal development, increased wealth, tax reductions, and to
follow their role models.
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Westhead and Wright (1998a) found that serial entrepreneurs emphasized
the need for independence and personal development. After founding a business, an entrepreneur may be less willing to undertake riskier ventures and may
reduce the percentage of personal wealth that he/she is willing to commit to a
new venture (Westhead and Wright 1998b).
Motivations for second (or subsequent) ventures
Some serial entrepreneurs go directly to their next ventures and some take an
indirect path via periods of employment, extended vacations, and other projects. They may start a new venture or explore purchasing an existing business.
Westhead and Wright (1998a) suggested that serial entrepreneurs may purchase
rather than establish their subsequent ventures in order to achieve ownership of
larger businesses. The authors also suggested that there may or may not be a
reduction in the emphasis on ﬁnancial returns in the subsequent ventures and
that personal motivations and resources inﬂuenced the search process. More
than 90 percent of rural and urban serial entrepreneurs reported that they
wanted their subsequent businesses to grow in both revenue and employment
(Westhead and Wright 1998b). Wright et al. (1997a) suggest that serial entrepreneurs tend to be motivated by independence, the desire to run their own
company, and wealth creation for their ﬁrst ventures. For their second ventures, the key motivational factors tend to be the desire to build up a successful
business (or turn around a non-successful one), limit their ﬁnancial risk, and
face the challenge of continuing to succeed in their entrepreneurial activities.
Table 17.1 provides a summary of the key motivational factors for ﬁrst and
second ventures.
How many serial entrepreneurs have founded successful
companies?
Some research suggests that serial entrepreneurs own a very large number
(more than one-third) of new ﬁrms in many countries (Birley and Westhead
1993; Kolvereid and Bullvag 1993). Wassadorp (2001) suggests that 41 percent
of high-growth companies in Europe’s 500 List have been founded by serial
entrepreneurs. He also found that 81 percent of the CEOs of Americas Inc. 500
list of high-growth companies started their businesses with a plan to go public or
sell out to another company after some time, which suggests serial entrepreneurial behavior. Westhead and Wright (1998a) cited research that 51 percent
of entrepreneurs in Southern California in 1991 had contributed to the initiation
of two or more ventures. However, the data did not suggest whether this was
serial or portfolio behavior. Finally, Birley and Westhead (1993) reviewed
studies that focused upon new ﬁrm founders in the United Kingdom and noted
that 12 percent to 36 percent of new businesses were founded by habitual entrepreneurs. However, once again this data did not break down habitual entrepreneurs into serial and portfolio behavior.
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Table 17.1 Motivational factors
Motivational factors for ﬁrst venture
Noticed opportunity to develop a business
Enjoyed exercising management control and getting people to do things
Wealth creation
Strong desire to work on their own
Did not want to retire
Needed to retain job
Always wanted to run own company
Family
Desire to avoid working for large companies
Wanted to have something to hand down to others
Motivational factors for second venture
Desire to build up businesses and add managerial skills
Money not as important, believed they could control their personal ﬁnancial risk more
effectively
Personal commitment became important
Money prime motivation
Ability to limit ﬁnancial risk by building up a new business in a familiar sector
Wanted to repair and rebuild a company rather than just make money
Desire to continue to build something successful
Enjoys the challenge of helping companies grow, develop to their full potential, and
succeed
Source: This table is based on the research by Wright et al. (1997a).

How serial entrepreneurs ﬁnd and put deals together
Why, when, and how certain individuals exploit opportunities appears to be a
function of both the opportunity and the nature of the individual (Shane and
Venkataraman 2000). Opportunity recognition is a key trait that serial entrepreneurs tend to do extremely well. They are generally more “ﬁne tuned” to
identify opportunities than inexperienced entrepreneurs. Venkataraman (1997)
highlighted three key reasons for certain individuals recognizing opportunities
while others do not: knowledge and information differences, cognitive differences,
and behavioral differences. This would suggest that serial entrepreneurs know how
and where to obtain useful information, how to interpret and analyze this information to make sound business decisions, and when and how to act appropriately.
Business start-up process
Do serial entrepreneurs prepare business plans? How do their start-up activities
differ from those of novice and portfolio entrepreneurs? Alsos and Kolvereid
(1998) show a comparison of how novice, serial, and parallel (portfolio) entrepreneurs have handled and prepared for their businesses in the initial stages of
the new venture process. Their research suggests that serial founders are
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typically more likely to prepare a business plan and be devoted full time to their
businesses. This research also suggests that they are least likely to apply for bank
funding and to apply for any licenses or patents. This implies that serial entrepreneurs are forward thinking, aggressive with their ventures, and willing to put
all their time and money in them to help ensure their success.
How do serial entrepreneurs get projects?
There is always a possibility of an entrepreneur being in the right place at the right
time. Ucbasaran et al. (2001) stated that evidence relating to the search behavior of
habitual (serial) entrepreneurs is limited. Low and MacMillan (1998) suggested
that networks are an important aspect of the context and process of entrepreneurship. The authors pointed out that serial entrepreneurs may be less likely to engage
in proactive search strategies because they can draw upon experiences that worked
well in the past and tap into the information and contacts (i.e. their networks) for
potential opportunities. Kirzner (1973) suggested that the serial entrepreneurs
identify opportunities by being alert to and noticing opportunities that the market
presents. Wright et al. (1998) suggested that habitual (serial) entrepreneurs are
more likely to be proactive in initiating subsequent ventures. Table 17.2 provides a
summary of the research by Ucbasaran et al. (2000) on the search strategies used by
serial entrepreneurs during their ﬁrst and second ventures.
The data from Table 17.2 suggest many unique search strategies tend to
exist for their ﬁrst ventures; however, the data suggest that for their second
ventures, the deals tended to come to them, suggesting reactive as opposed to
proactive search strategies. There tends to be conﬂicting research in this area as
the various researches cited above have found very different results.
Business partners
Are serial entrepreneurs “lone rangers” or do they tend to ﬁnd partners to assist
in their ventures? Ucbasaran et al. (2001) believe that research on entrepreneurial
Table 17.2 Search strategies
Search strategies for ﬁrst venture
Used industry-speciﬁc experience to set up in the same sector
Desire to be close to home
Searched for deals via the corporate departments of accountancy ﬁrms
Searched for venture capitalists who had deals that had gone wrong
Employed in family business
Search strategies for second venture
Searched for opportunities that would not interest large multinational companies
Approached with deal
Came about suddenly when exiting from the ﬁrst venture
Source: This table is based on the research by Ucbasaran et al. (2000).
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teams has been neglected. Kamm and Shuman (1990) reviewed several studies
and notes that 50 percent of businesses were started by entrepreneurial teams.
The performance research by Ucbasaran et al. (2000) suggests that serial entrepreneurs are more likely than other entrepreneurs to use teams to acquire
expertise and resources. Cooper et al. (1994) reinforced this position and
stated that the presence of partners can reduce some of the liabilities associated
with smaller new businesses. Serial entrepreneurs tend to realize that having
business partners can provide many advantages, including more diversiﬁed
skills and a larger business network, and are seen as more credible by external
investors.
Financing
How do serial entrepreneurs obtain ﬁnancing for their ventures? Do they use
their own money, ﬁnancing from banks or venture capitalists, or other means?
Westhead and Wright (1998b) suggested that serial founders generally use more
sources of ﬁnancing than other types of entrepreneurs. These various types of
ﬁnancing include personal savings, credit cards, family, friends, venture capital,
and various types of bank loans.
Financing for their ﬁrst venture
Westhead and Wright (1998b) found that 72 percent of serial founders in urban
areas used start-up capital from personal savings and/or their family and friends
for the launch of their ﬁrst ventures. The authors also found that more than 49
percent of serial entrepreneurs in rural areas had used start-up capital funding
from banks and ﬁnancial institutions for the launch of their businesses.
Financing for their subsequent ventures
It is often assumed that serial founders may be able to use some of the proceeds
from the sale of the businesses they earlier owned for ﬁnancing subsequent ventures. During their second venture, serial entrepreneurs often obtain ﬁnancing
(sometimes for the ﬁrst time) from venture capitalists or ﬁnancial institutions in
order to ensure further business development (Westhead and Wright 1998b).
Surprisingly, few serial entrepreneurs remain loyal to banks that they have
used in the past for their personal accounts and previous ventures. This behavior
suggests that serial entrepreneurs do not predict long-term relationships.
There do not seem to be many parallels across the various studies. The
method of ﬁnancing used by each serial entrepreneur tends to be different, as it
is determined by their backgrounds, personal ﬁnancial situations, networks,
tendencies toward risk, and other personal preferences. The research in this
area is very limited and should be a focus for serial entrepreneurial researchers
in the future.
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Assets and liabilities associated with prior business ownership
experience
Going through the business start-up phase successfully or unsuccessfully provides serial entrepreneurs with a unique set of skills, resources, and capabilities
that provides signiﬁcant beneﬁts (and some disadvantages) for a new venture
process.
Assets
The main assets of serial entrepreneurs are their ability to build on their expertise in running an independent business, to identify networks appropriate to a
particular situation, and to adapt their expertise to new circumstances and their
reputations as successful entrepreneurs (Wright et al. 1997b). They are also typically more successful at obtaining ﬁnancing (credibility with ﬁnanciers). Their
experience brings beneﬁts in terms of contacts, knowledge of the new venture
process, and knowledge about obtaining ﬁnance.
Liabilities
Starr and Bygrave (1991) have suggested that prior business ownership
experience may bring a variety of liabilities and that the performance of a subsequent venture may be less successful than that of the ﬁrst. They found that
some experienced entrepreneurs have decreased motivation and lack of ﬂexibility. Westhead and Wright (1998b) suggested that there is a danger that serial
entrepreneurs will either attempt to repeat successful actions under changed
conditions or simply continue to repeat unsuccessful actions.
As part of their research, Ucbasaran et al. (2000) interviewed serial entrepreneurs, asking them how they would describe their assets and liabilities for
their subsequent business ventures. The results of these interviews suggest that
serial entrepreneurs believe their experience in general provides them with
great assets. Surprisingly, the serial entrepreneurs surveyed did not believe that
they had any liabilities, which differ from the results of the research by Starr and
Bygrave (1991) and Westhead and Wright (1998b). The latter authors’ ﬁndings
suggest that serial entrepreneurs do believe that their previous entrepreneurial
experience has been a liability to them at times. The number one reason was
that they believed that they could repeat their previous successes in a similar
fashion for subsequent ventures, which was not always possible because of different market conditions and variables.
Reasons that serial entrepreneurs exit ventures
It is generally believed that serial entrepreneurs leave ventures by their own
choice and are not forced out of the ventures because of poor performance; or,
stated differently, they have successfully exited the venture. Dyer (1994),
however, argues that it is widely believed that an entrepreneur starts another
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business only when the ﬁrst one fails. All entrepreneurs need to determine at
some point in the venture process if they will continue in their current venture,
engage in subsequent ventures (portfolio behavior), or exit completely from the
current venture and move on to the next venture (serial behavior). Whether
entrepreneurs exit from a business is dependent on their threshold of performance (Ucbasaran et al. 2000).
The desire to exit from an initial venture when the entrepreneurial activities
are perceived to have been exhausted seems to be common to serial entrepreneurs. They tend to be more intrigued by the dynamic business start-up
process and ﬁnd it very undesirable to manage an ongoing business for the long
term. A common phrase for this type of behavior is the “Grasshopper” versus
the “Butterﬂy.” Serial entrepreneurs would be considered the “Grasshoppers”
because they “hop” from one venture to another. Portfolio entrepreneurs would
be the “Butterﬂies” because they “expand their wings” (i.e. take on additional
businesses). Many of the research studies performed on this topic do not take
into consideration why the serial entrepreneurs left their previous ventures. In
addition, no research is available that provides any insight as to why serial entrepreneurs buy and sell the same business over and over. This may have signiﬁcant
impact on the results of a survey and is an area where future research should be
conducted. Motivations for both serial and non-serial entrepreneurs continue to
elude us because there are so many with such complex patterns.
Conclusion
Do we have a comprehensive set of studies on serial entrepreneurship? As mentioned throughout this chapter, very few empirical studies have been conducted
and there is virtually no theoretical development concerning serial entrepreneurship. To date, there is not even a generally accepted deﬁnition of serial
entrepreneurs. Entrepreneurial researchers need to agree to a common terminology, which would lead to more accurate research in the future. Some of the
key gaps missing in the current literature on serial entrepreneurship include:
쐌

쐌

쐌

time sequences between ventures of serial entrepreneurs. Are actions
taking place for their new ventures performed randomly, sequentially, or
individually driven? Is there a transition period between serial entrepreneurial behaviors that may fall into the category of portfolio entrepreneurs?
opportunity recognition methods used by serial entrepreneurs. Do the
methods used differ on the ﬁrst ventures versus their tenth one? Does this
process get faster and easier as the serial entrepreneur gets more experienced? What happens with the variations of opportunity recognition as the
number of start-ups increase? Do the follow-up opportunities come out of
networks, angels, or sophisticated investors as the serial entrepreneur gets
towards their tenth deal? Are later ventures done on the golf course as
opposed to earlier ventures coming out of the newspaper?
variations in ﬁnancing across serial entrepreneurs. It is commonly known
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쐌

that only 1 percent of start-ups are funded by venture capitalists. Are
more venture capital deals done in later company start-ups than earlier
ones? Are serial entrepreneurs using their second mortgage for both their
ﬁrst, second, and third ventures? What about their seventh or eighth? Is
there a maturation process that takes place on the ﬁnancing techniques as
the number of start-ups increase?
motivations for serial entrepreneurs in later ventures. What are the
motivations for their second venture? Will what motivates a serial entrepreneur today necessarily motivate them tomorrow? Does a strong
achievement motive exist for all ventures?

It is important that all of these factors are understood so that the behavior
can be replicated.
Figure 17.2 provides a suggested model for framing future research. This
model breaks down serial entrepreneurship into two areas.
1

2

Predictors of serial entrepreneurial behavior.
a Are individuals with a certain background, age, or location more prone
toward serial behavior?
b Does any speciﬁc type of prior work experience trigger serial behavior?
c Are there speciﬁc attitudes that constitute serial behavior?
d What are the real reasons serial entrepreneurs start up businesses?
e Do serial entrepreneurs start up more businesses during economic
downturns, when there are higher levels of unemployment?
f Are certain industries more prone to serial behavior?
Speciﬁc traits, processes, and/or procedures that serial entrepreneurs follow.
a Where do serial entrepreneurs get their opportunity recognition skills
and methods?
b How do serial entrepreneurs’ variations in ﬁnancing differ as they get
more experienced?
c What are the methods and techniques that serial entrepreneurs use to
go through the entire business cycle process?
d How many businesses will a serial entrepreneur own throughout their
career? When do they decide to retire?

Trends such as changes in demography, individualization, and information
technology are creating more opportunities for innovative entrepreneurship. In
a challenging economy, the risks of entrepreneurship will probably increase.
Incentives to reward entrepreneurial behavior should be encouraged. Focusing
the research on these suggested areas will help to create a more speciﬁc and
clearer framework for serial entrepreneurial behavior so that others can learn
and beneﬁt from the great accomplishments of this subset of entrepreneurs.
This chapter has pointed out many other key areas that need to be explored
further in order to gain further understanding of what constitutes serial entrepreneurial behavior. Once this is understood, public policy can be implemented
to train entrepreneurs to be more successful, which would have an extremely
positive effect on the economy as a whole.
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Are there predictors of
serial entrepreneurial
behavior?
•
•
•
•
•

Are there specific traits,
processes, or procedures
that all serial entrepreneurs
have or use?

Personal backgrounds
Age
Sex
Education
Backgrounds of parents/family
Urban or rural

Opportunity recognition
• Natural skill
• Developed skill

Work experience
• Size and number of previous
firms
• Types of positions held
• Managerial experience

Serial entrepreneur
•
•
•
•

Personal backgrounds
Drive
Motivations
Risk-taker
Excitement

•
•
•
•
•
•

Reasons leading to start-up
Community
Wealth
Independence
Personal development
Recognition
Family tradition

Economic conditions
• Poor economic times
• Prosperous economic times
Industry specifics
• Cyclical
• Seasonal
• Other

•
•
•
•
•

Financing methods
Personal savings
Family and friends
Bank loans
Venture capital
How many sources used

Methods of going through
the processes of starting a business
• Idea generation
• Business plan development
• Opening and managing the
business
• Finding resources
• Selling the business
Number of businesses owned
• Frequency of turnover of
business
• Number owned
• Same or different industries
• Buy and sell same business,
competitors, vendors,
suppliers

Figure 17.2 Suggested model for framing serial entrepreneurial research

References
Alsos, G.A. and Kolvereid, L. (1998) “The business gestation process of novice, serial,
and parallel business founders,” Entrepreneurship Theory and Practice, 22(4):
101–114.
Birley, S. and Westhead, P. (1993) “A comparison of new businesses established by
‘novice’ and ‘habitual’ founders in Great Britain,” International Small Business
Journal, 12(1): 38–60.
Carland, J.C., Carland, J.W., and Stewart, W. (2000) “The indefatigable entrepreneur: a study of the dispositions of multiple venture founders,” Association for
Small Business and Entrepreneurship Website. Online, available at: www.sbaer.uca.edu/
research/2000/asbe/00asbe168.htm (accessed April 22, 2003).
Cooper, A.C., Gimeno-Gascon, F.J., and Woo, C.Y. (1994) “Initial human and ﬁnancial capital predictors of new venture performance,” Journal of Business Venturing,
9: 371–395.
Cowe, R. (1998) “Serial entrepreneurs,” Management Today, September 3: 90.
Dyer, W.G., Jr. (1994) “Toward a theory of entrepreneurial careers,” Entrepreneurship:
Theory and Practice, 23: 85–102.
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

Hall, P. (1995) “Habitual owners of small businesses,” Small Firms Partnership for Growth,
London: Paul Chapman, pp. 217–230.
Hicks, D. (2003) “Small serial innovators: the small ﬁrm contribution to technical
change,” Working Paper, Ofﬁce of Advocacy – Small Business Administration.
Kamm, J.B. and Shuman, J.C. (1990) “Entrepreneurial teams in new venture creation,” Entrepreneurship: Theory and Practice, 14: 7–24.
Kirzner, I.M. (1973) Competition and Entrepreneurship, Chicago, IL: University of
Chicago Press.
Kolvereid, L. and Bullvag, E. (1993) Novice Versus Experienced Founders: An Exploratory
Investigation, Amsterdam: Elsevier Sciences.
Low, M.B. and MacMillan, I.C. (1998) “Entrepreneurship: past research and future
challenges,” Journal of Management, 35: 139–161.
Scranton, P. (1993) “Build a ﬁrm, start another: the Bromleys and family ﬁrm entrepreneurship in the Philadelphia region,” Business History, 35(4): 115–151.
Shane, S. and Venkataraman, S. (2000) “The promise of entrepreneurship as a ﬁeld of
research,” Academy of Management Review, 25: 217–226.
Starr, J. and Bygrave, W. (1991) “The assets and liabilities of prior startup experience:
an exploratory study of multiple venture entrepreneurs,” Frontiers of Entrepreneurship Research, 21(3): 227.
Ucbasaran, D., Howorth, C., and Westhead, P. (2000) “Habitual entrepreneurs:
human capital, opportunity search, and learning,” Babson Entrepreneurship Conference.
Ucbasaran, D., Westhead, P., and Wright, M. (2001) The Focus of Entrepreneurial
Research: Contextual and Process Issues, Nottingham, England: Institute for Enterprise and Innovation, Nottingham University Business School.
Venkataraman, S. (1997) “The distinctive domain of entrepreneurship research,” in
Katz, J.A. (ed.) Advances in Entrepreneurship: Firm Emergence and Growth, vol. 3,
Connecticut: JAI Press, pp. 139–202.
Wassadorp, P. (2001) “Serial entrepreneurship in the 21st century,” paper presented
for Concerted Actions Forum on Entrepreneurship, Vaxjo, Sweden, March
19–20.
Westhead, P. and Wright, M. (1998a) “Novice, portfolio and serial founders in rural
and urban areas,” Entrepreneurship: Theory and Practice, 22: 63–100.
Westhead, P. and Wright, M. (1998b) “Contributions of novice, portfolio and serial
founders located in rural and urban areas,” Regional Studies, 33(2): 157–173.
Wright, M., Robbie, K., and Ennew, C. (1997a) “Serial entrepreneurs,” British Journal
of Management, 8: 251–268.
Wright, M., Robbie, K., and Ennew, C. (1997b) “Venture capitalists and serial entrepreneurs,” Journal of Business Venturing, 12: 227–249.
Wright, M., Westhead, P., and Sohl, J. (1998) “Habitual entrepreneurs and angel
investors,” Entrepreneurship: Theory and Practice, 22(4): 5–21.

Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

Chapter 18

Eugene Fregetto1
University of Illinois at Chicago

IMMIGRANT AND ETHNIC
ENTREPRENEURSHIP: A U.S.
PERSPECTIVE

Introduction

T

H I S C H A P T E R R E V I E W S T H E literature about the immigrant and

individuals from ethnic-minority backgrounds who seek self-employment
over employment in order to attain economic security as permanent residents
in the United States or to return to their native countries with increased
wealth.
Light (1988–1989), a leading researcher, asks whether immigrant entrepreneurship is still a phenomenon of immense importance as it was historically for
major cities. To partially answer his question, he notes that the rate of selfemployment among immigrants is generally higher than the rate among nativeborn citizens, and immigrants tend to utilize entrepreneurship in identiﬁable
industries and localities. There is an emerging consensus among social scientists
that ethnic entrepreneurship is a critical element in the current restructuring of
Western industrial economies (Waldinger and Aldrich 1990). With the broadening and deepening integration of emerging economies in the global network,
high-skilled immigrant entrepreneurs from Third World countries may become
much more prominent in the near future.
Another aspect is that immigrant and ethnic-minority entrepreneurs may
have linkages with their native countries. What import and export trade do they
foster with their home countries? Are they only self-help ﬁrms, or are they
becoming interlinked with the global economy? Do ethnic-minority entrepreneurs make a local economy in the host country more export-driven? Considering the likelihood that many ethnic-minority entrepreneurs tend toward
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informal or even underground enterprises, how can we really count their contribution to the U.S. economy and the economies of their countries of origin?
These are a few of the many questions that still have to be answered.
What do we know about the ethnic entrepreneur? We know that ethnic
entrepreneurs are concentrated in certain areas, certain markets, and certain
industries, and we know that the ethnic entrepreneur’s propensity to own a
ﬁrm varies by national origin. We know ethnic-minorities comprise about 11
percent of the U.S. population, and we know that all large metropolitan areas in
the U.S.A. have a proliferation of ethnic-owned businesses. What we do not
have is a single explanation for this phenomenon, although several explanations
seem feasible: discrimination in the employment market, market demand for
ethnic goods, home country’s limited employment and self-employment
opportunities, ethnic-minority entrepreneurs are successful because they have
community information networks, sources of credit within their communities, a
built-in customer base for their goods and services, and an excess supply of
cheap co-ethnic labor. Ethnic-minority entrepreneurs come from the “middleman minority” that was historically most active in trading and helped to support
and perpetuate business success.
How are immigrant entrepreneurs different? Research shows that immigrant entrepreneurs from less developed countries are different from the
indigenous population (Kloosterman and Rath 2001). They are more dependent
on a limited set of opportunities because they can only take advantage of segments that require a small outlay of capital, low levels of education, or speciﬁc
skills. Some immigrants, therefore, stretch the conventional meaning of entrepreneurship. For instance, low-skilled day-laborers from Latin America, socalled “survivalist entrepreneurs” because of their lack of documents or
proﬁciency in English, face signiﬁcant barriers in the regular labor market. By
becoming self-employed, they are able to circumvent those barriers. Conversely, in the U.S.A., the number of very highly skilled immigrant entrepreneurs from emerging economies is rapidly growing. Software specialists
from China and India have become very important entrepreneurs in Silicon
Valley.
Immigrant, ethnic, and minority entrepreneurship
What is meant by “ethnic”? Is it in the background of the entrepreneur? In the
products sold or delivered? In the perception of doing business? Is it a combination of these? In many instances, there is a gradual shift away from the stereotypical ethnic-minority-run corner shop toward more diversiﬁed sectors, such
as computers, global trade, leisure and recreation management, estate agencies,
and cultural enterprises. The new generations of migrant and ethnic-minority
entrepreneurs, especially young men and women, are moving in that direction
(Freitas 2003).
At ﬁrst glance it seems that studies of immigrant-, ethnic-, and minorityowned businesses should all be the same. Are not all immigrants a minority?
Yes. Are not all immigrants ethnic? Yes, but the term “ethnic” includes more
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than immigrants. From a federal perspective, the three groups are treated differently. Minority businesses are provided with preferential treatment in the
competition for government contracts. Immigrants are controlled by federal
immigration laws; and a majority of “ethnics” are citizens of this country and
part of our American fabric that we commonly identify as “the melting pot.”
The three are certainly interrelated but are treated separately in research and
policy.
How does immigrant and ethnic entrepreneurship differ? In some works,
the distinction between the immigrant and the ethnic entrepreneur is not always
apparent. Some authors use the terms “immigrant entrepreneur” and “ethnic
entrepreneur” interchangeably, but most authors tend to use the terms to
identify two mutually exclusive groups. For instance, Light (1972) proposed to
use “immigrant entrepreneur” to distinguish between the ﬁrst-generation immigrant entrepreneur and the second-generation ethnic entrepreneur. Chaganti
and Greene (2002) deﬁne “ethnic entrepreneur” as a function of the strength of
an individual’s identiﬁcation with an ethnic enclave regardless of generation.
A second confusion is the use of surnames to identify ethnicity. Researchers
have used ethnic surnames regardless of immigration status to measure immigrant and ethnic entrepreneurs. To complicate the deﬁnition further, Fairlie
(1996) has identiﬁed the sojourner entrepreneur as an immigrant who comes to
this country to accumulate wealth rapidly and then return to his or her native
country. Therefore, such a person is not an immigrant seeking permanent residency.
Finally, researchers use the term “minority entrepreneur” for an aggregation
of all immigrant entrepreneurs as well as indigenous ethnic entrepreneurs. The
issue of African–American entrepreneurs is being treated separately and indepth by two authors because African–Americans have been exposed to a long
history of more intense and enduring discrimination than other ethnic groups.
Literature
The literature on the immigrant and ethnic entrepreneur shows three parallel
research efforts: immigrant and ethnic entrepreneurs, African–American entrepreneurs, and minority entrepreneurs.
The current research on immigrant and ethnic entrepreneurs started in the
early 1970s with the publication of Ivan Light’s book, Ethnic Enterprise in America
in 1972, and Edna Bonacich’s article, “A theory of middleman minorities,” in
American Sociological Review in 1973. Two other notable publications followed:
Light’s Ethnic Enterprise in America: Business and Welfare Among Chinese, Japanese,
and Blacks in 1972 and John Modell’s The Economics and Politics of Racial Accommodations: The Japanese of Los Angeles, 1900–1942 in 1977. During the same time
period, Howard Aldrich published related articles in the Urban Affairs Quarterly
and presented articles at annual meetings of the American Sociological Association. Those researchers of the 1970s were joined by Waldinger in the 1980s.
These ﬁve researchers were also co-authors of several articles during the 1990s.
The research on African–American entrepreneurs started decades earlier,
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but this stream of research was based on individual case studies and therefore
lacked a theoretical framework. Early researchers who wrote about the
African–American business experience include W.E.B. DuBois in 1898, with
the publication of The Negro in Business; Jesse B. Blayton (1936), “The Negro in
banking”; William Kenneth Boyd (1927), The Story of Durham: City of the New
South; Colonel Clarence Douglas (1921), The History of Tulsa, Oklahoma, Vol. 1;
Walter L. Fleming (1927), The Freedman’s Saving Bank: A Chapter in the Economic
History of the Negro Race; Abram Harris (1936), The Negro As Capitalist; Arnett
Lindsay (1929), The Negro in Banking; Henry M. Minton (1913), “Early history
of Negroes in business in Philadelphia”; Harry Pace (1927), “The business of
banking among Negroes”; and Booker T. Washington (1911), “Durham North
Carolina: a city of Negro enterprises.”
Two present-day researchers have added to our understanding of the
African–American entrepreneurial experience by explaining it within a theoretical framework: Robert W. Fairlie (1996) and John Sibley Butler (1991).
Both authors have revisited the prevailing paradigms about entrepreneurship and
ethnic entrepreneurship to help us understand the signiﬁcant contributions of
the entrepreneurial spirit in African–Americans, which remained buried under
the more dominant social and historical events of our country. The authors
suggest that the entrepreneurs from different ethnic groups have reacted differently owing to explicit and implicit forms of discrimination.
The primary questions addressed by scholars concern the varying levels of
business involvement and success of different ethnic and immigrant groups
(Teixeira 2001): what are the determinants and implications of the ethnic enterprise (Waldinger and Aldrich 1990; Barrett et al. 1996; Light and Gold 2000)?
Why do certain immigrant groups concentrate in entrepreneurship? What
factors facilitate or prevent the entrepreneurial phenomenon from occurring
within particular ethnic groups? Why do some groups do better than other
ethnic groups? What are the proportional effects of the discrepancies between
wealth and civil liberties in the native and foreign countries? Is the growth of
ethnic entrepreneurship driven by the growth of entrepreneurial opportunities,
or are entrepreneurial opportunities driven by the immigration of entrepreneurially inclined individuals (Light 1988–1989)?
Leading explanations
A fundamental belief about ethnic entrepreneurship is that the new ethnic business begins by serving other members of that ethnic community, and that business growth is facilitated by the tendency of ethnic groups to live geographically
concentrated in ethnic enclaves (Galbraith and Stiles 1999). After achieving
success in serving their ethnic enclave, the entrepreneurs expand their businesses to non-ethnic markets.
Although this explanation is valid in some cases, it does not provide a sufﬁcient explanation for immigrant ethnic entrepreneurs. In the literature,
researchers have used three basic explanations: sociological, economic, and
immigration policy.
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Sociological explanations
Disadvantage theory: displacement, human capital, and blocked mobility
Displacement theory argues that the disadvantages of poverty, unemployment,
and racial discrimination cause immigrants and ethnics to seek self-employment
because a wage or salary job is not open to them or advancement is blocked by a
“glass ceiling.”
Lack of human capital prevents immigrants and ethnics from obtaining wage
or salary jobs because they are not ﬂuent in English and their experience, skills,
and education are not completely transferable to the U.S. labor market. Therefore, self-employment is the only choice.
Blocked mobility occurs because ethnics have limited knowledge of the language and culture of the majority and discrimination leads some ethnic minorities to seek self-employment rather than employment.
Ethnic resource theory (or cultural theory)
Immigrants and ethnics have a preference for entrepreneurial, self-employment
opportunities rather than being driven to them as an only alternative. Ethnic
groups have resources that facilitate entrepreneurial behavior and beneﬁt the
ethnic self-employed (Fairlie 1996). Light argues that equally disadvantaged
ethnics can have different rates of self-employment because of differences in
ethnic resources (Light 1972; Waldinger and Aldrich 1990).
Ethnic enclaves
The ethnic enclave acts as the greenhouse for the development of budding capitalists (CEIP 1997), providing critical community support for the start-up business during uncertain times. It is rare that an entire family network from the
native country is transplanted. Therefore, the missing familial connections
increase the need to cultivate the non-family links for social and economic
support. Light (1972) describes the “immigrant brotherhood,” and LovellTroy’s (1980) work found evidence of a broad clan structure that extended
beyond the nuclear family. Zhou (1992) discusses two entrepreneurshippromoting attributes of the ethnic enclave:
쐌
쐌

enforceable trust. The communities are both business and social and
provide efﬁcient mechanisms for enforcing fairness and contractual
honesty
bounded solidarity. Immigrants manifest a tendency to afﬁliate with others
of their own ethnicity or national origin, creating a community of buyers,
sellers, laborers, employers, and ﬁnanciers, as well as tightly meshed networks of information.

Theory of middleman minorities. Some ethnics who cluster in certain commercial occupations and supply an abundance of entrepreneurial talent to some
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areas are generally considered economically unpromising, such as inner-city
grocery services.
Immigrant entrepreneurs as sojourners. Some immigrants come to this country
to accumulate wealth quickly so that they can return to their native countries.
Therefore, they avoid occupations that require extensive training or education
and instead seek wealth in small business trade and commerce. Light (1979)
suggested that the Chinese in the nineteenth century are good examples of
sojourners. However, Waldinger and Aldrich (1990) suggested an alternate
explanation, that sojourners would choose the less risky wage or salary job over
opening a small business.
Economic theories
The economic explanations provide insights into the variation in selfemployment across ethnic groups as a function of skill, capital, and motivation.
Aronson (1991) has a good review of economic literature on self-employment.
쐌
쐌
쐌
쐌
쐌
쐌

쐌

Risk aversion. The immigrant has a choice between wage or salary employment and self-employment; and his or her decision is determined by which
is less risky.
Liquidity. The assumption is that the greater the wealth the higher the likelihood that the immigrant will seek self-employment.
Utility. The immigrant seeks the better of the two choices on the basis of
his or her ability and aspirations.
Niche economic and market conditions. Ethnic entrepreneurs may provide
goods and services that serve the unique needs of co-ethnics and enter
businesses with low barriers to entry (Waldinger and Aldrich 1990).
Abandoned markets. Business sectors are abandoned by the majority culture
and left open to “middleman” minorities (Bonacich 1973) and other ethnic
entrepreneurs (Waldinger and Aldrich 1990).
Regional and sub-regional economics within the country’s overall gross domestic
product. Small businesses form within the ethnic group, initially grow by
trading with other ethnic groups, and, then, after attaining a critical mass,
become viable businesses by expanding into high-volume trade with the
general population.
Equal expansion hypothesis. When opportunities exist in the market, all
ethnic groups do not share equally. Light (1988–1989) suggests that ethnic
groups are endowed differently; market opportunities never increase
evenly; ethnic groups do not share a common deﬁnition of what constitutes a market opportunity; and they have different “mean opportunity
costs of entrepreneurship.” The same sources of information that lock
certain ethnics into a certain industry lock other ethnics out of that same
industry; ethno-religious groups also serve as a community standard for
acceptable and unacceptable market opportunities.
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Immigration policy
The Immigration Act of 1990 limits immigration and sets the preference categories used to select immigrants that may have a direct impact on immigrant
and ethnic entrepreneurships (U.S. Immigration and Naturalization Service
2001):
쐌

쐌
쐌

the U.S.A. has a ﬂexible annual cap on immigration of 675,000, or
approximately 0.25 percent of the current population, involving three categories: employment-based immigrants make up approximately 21
percent of allowable immigrants; family-sponsored, approximately 71
percent; and diversity program selections, approximately 8 percent.
the current policy places a strong emphasis on high-skilled immigrants and
allows a lower proportion of unskilled workers.
the program is designed to ensure that “the admission of aliens to work in
this country on a permanent or temporary basis will not adversely affect
the job opportunities, wages and working conditions of U.S. workers.”

Light and Bonacich (1988) were the ﬁrst to explore the importance of U.S.
immigration policy and its ultimate responsibility for the degrees of immigrant
and ethnic entrepreneurships. Immigrant entrepreneurship will vary as U.S.
immigration policy changes due to levels of war and peace, international trade
and tariffs, unemployment and welfare, world capital markets, and now terrorism.
Model development
Self-employment is anything but self-evident (Light and Rosenstein 1995). This
holds true for indigenous aspiring entrepreneurs and, arguably, even more so
for immigrants from less-developed countries who have moved to advanced
economies (Kloosterman and Rath 2001). Several models have been developed
to help explain the phenomenon of immigrant and ethnic entrepreneurships.
This section summarizes those models and provides a brief explanation. Variable
deﬁnitions and measures are especially difﬁcult for all models.
Model 1: neo-classical model
Entrepreneurship is rational within the traditional neo-classical model (Kloosterman and Rath 2001).
쐌
쐌

Opportunities for business occur, and entrepreneurs seize them because
committing resources to set-up shop is more rewarding than any alternative use for their resources.
Opportunity structure is completely transparent and is assumed to be
economically rational with proﬁt-seeking actors.
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쐌
쐌

Opportunities can be pursued by easily transferring resources from one economic activity to another with no obstacles from closed shops, cartels, rules
and regulations, branding, or marketing to hamper the new entrepreneur.
Opportunities will eventually disappear when the markets clear and blissful equilibrium returns once more.

Model 2: simple linear model
Immigrant and ethnic entrepreneurships can be explained as a linear regression
relationship by using the attributes as the independent variables and ethnic startup as the dependent variable.
Model 3: structural versus cultural factors
This model suggests that there are two fundamental explanations for ethnic
entrepreneurship. Structural and cultural factors explain the differences in business involvement and the rate of success among ethnic and immigrants groups.
Structural factors such as the blocked mobility thesis or disadvantage theory
point to racial discrimination and cultural barriers as structural forces that block
the advancement of ethnic minorities in mainstream economic markets, forcing
them to channel themselves into entrepreneurship as their principal means for
economic prosperity. In this view, entrepreneurship is not seen as a sign of
success but as an alternative to underemployment and low wages and becomes a
sign of the ethnic group’s disadvantage and social position in society (Bonacich
and Modell 1980; Li 1992, 1997; Reitz 1980, 1990; Waldinger 1986).
Cultural factors suggest that immigrant and ethnic entrepreneurs seek
entrepreneurship because of unique cultural characteristics that promote entrepreneurial success as an attribute of their ethnic group. This thesis holds that
certain traditional values and cultural backgrounds serve to explain both the
rates of entrepreneurship for immigrant and non-immigrants, as the blocked
mobility thesis does, and the differences in entrepreneurship between ethnic
and minority groups (Light 1972; Li 1992, 1997; Light and Bonacich 1988;
Light and Rosenstein 1995a; Waldinger 1986).
Model 4: ethnic markets versus mainstream markets
This model presumes that there are two basic markets for ethnic entrepreneurs
Ethnic start-up and
operation of a small
business

Kinship and
community
networks

Friendships with
co-ethnic and
non-ethnics

Figure 18.1 An illustration of the basic linear regression relationship
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Community
ties

– ethnic markets and mainstream markets – and proposes that the ethnic entrepreneur begins with a business in the ethnic community.
For the ethnic market, promotion will only be through ethnic sources, ethnic
media, ethnic community, and ethnic information networks. The reasons to stay
with the ethnic market is the sharing of background, language, and consumption
patterns, such as homeland products, rituals, holidays, and celebrations.
In order to grow and expand into the mainstream market, ethnic entrepreneurs must have the desire for integration and/or assimilation into the larger
mainstream market, including a more developed perception of risk based on the
native culture and the support and encouragement of their ethnic community, for
example, encouragement by co-ethnics or by social embeddedness characteristics.
Model 5: interactive model
The interactive model of ethnic business development says that there is not a
single characteristic that is responsible for the entrepreneurial success of an
ethnic group but the success is related to a complex interaction between two
dimensions: opportunity structures and group characteristics (Waldinger and
Aldrich 1990). The interactive model brings together four factors (Figure 18.2):
Opportunity
structure

Metropolitan
characteristics

Opportunity
recognition
and pursuit

Ethnic
strategies

Figure 18.2 Interactive model of ethnic business development
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Ethnic
community
characteristics

1
2
3
4

the characteristics of the ethnic community, especially those characteristics
that contribute to immigrants’ entrepreneurial success;
opportunity structure, including market conditions and blocked mobility;
business strategies that come from the interaction between the ethnic
group and the opportunity structures; and
characteristics of the metropolitan area.

Waldinger et al. (1990: 22) also provide a model to explain ethnic strategies
when the strategies emerge from the interaction of four factors (shown in
Figure 18.3) as ethnic entrepreneurs use the available resources to carve out
their own niches.
Model 6: mixed embeddedness: opportunity structure and
market
Mixed embeddedness is used by several researchers in order to identify the
matching process between entrepreneur and potential opportunity that takes
place within social networks and socio-economic and politico-institutional environments (Kloosterman and Van der Leun 1999).
This model maintains that markets are not metaphysical phenomena that
transcend mere social realities and are the same everywhere at any time. Quite
the reverse: markets, and therefore opportunity structures, are thoroughly
social phenomena and thus embedded in wider social contexts that may differ
according to time and place (Scott 1998; Storper 1997).2 Consequently,
opportunity structure is seen to consist of market conditions in ethnic markets,
non-ethnic markets, and open markets accessible for newcomers to start a business with growth potential. Opportunities should be analyzed at all three levels:
national (e.g. national boundaries still matter in many respects), regional/urban
(e.g. the global city is becoming part of the global mosaic), and local or neighborhood (e.g. natural or captive markets and mixed embeddedness) because

Market conditions
• Ethnic consumer products
• Non-ethnic/open markets

Access to ownership
• Business vacancies
• Competition for vacancies
• Government policies

Ethnic strategies

Predisposing factors
• Blocked mobility
• Selective migration
• Aspiration levels

Figure 18.3 Sources of ethnic strategies
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Resource mobilization
• Close ties to co-ethnics
• Ethnic social networks
• Government policies

different factors at each level shape the opportunity structure (Kloosterman and
Rath 2001). The three assumptions of the mixed embeddedness models are:
1
2
3

opportunities have to be accessible to aspiring entrepreneurs and not
blocked by very high minimum efﬁciencies of scale or industry rules or
government regulations;
an opportunity must be perceived as one for starting a business that will
provide sufﬁcient income; and
entrepreneurs must be able to seize opportunities in a palpable way, i.e.
by actually starting their own businesses, as shown in the following model
of ethnic entrepreneur’s innovative behavior (Kloosterman and Rath
2001).

Hypotheses
The following hypotheses are not intended to be mutually exclusive. Instead,
the list includes various hypotheses discussed or tested by researchers in the
ﬁeld.
Horatio alger hypothesis. Immigrants are naturally entrepreneurial owing to
the challenge of beginning life in a new country. Enterprises owned and operated by immigrants are one of the primary routes for the immigrant’s economic
success and eventual social integration in the host society.
Family business. “The family business literature may provide a conceptual
framework through which the relationship of entrepreneurs with their ethnic
communities may be understood” (Dyer and Ross 1997). Dyer and Ross suggest
the following hypothesis: “. . . the interest is not in the role of the family or
ethnic group in creating entrepreneurs, but in the processes by which the sense
of obligation to a family or ethnic group shapes the beliefs and activities of the
business person” (Dyer and Ross 1997: 16).
Ethnic subculture (social capital). An ethnic subculture has modes of expression – body language, spoken language, and cultural knowledge – that permit
better and more rapid communication, making it easy for co-ethnics to work
together and negotiate business deals with one another. Co-ethnics use cultural
insights to support one another (Dyer and Ross 1997).
Immigrants’ dominant entrepreneurial attributes. Many authors expressed the
opinion that immigrants possess a dominant attribute that simulates their entrepreneurial aspirations and success. Even though these authors consider many
other factors in their writings, they still express the belief in the correlation
between one or two dominant attributes and the immigrants’ entrepreneurial
success. They were more independent, sacriﬁcing close extended family ties in
their homelands for the opportunities in America. Such social independence is a
common entrepreneurial characteristic (Gannon 1979: 367); those who decided
to immigrate were already risk-takers, often trading off job security for economic potential, just like entrepreneurs (Gannon 1979; Helweg and Helweg
1990), i.e. “a lifeboat rather than a ladder (CEIP 1997)”; the sojourner mentality, a belief that temporary sacriﬁces in a foreign country will lead to riches the
immigrants can take with them when they return to their homeland, makes
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some immigrants work harder than normal (Light and Bonacich 1988); the
decision to emigrate to a foreign country can stem from a strong desire to get
ahead and more tolerance for uncertainty and risk than others in their own
country have (Rosentraub and Taebel 1980); the lifestyle of many immigrants
has led to success. Although ﬁnancially secure, the immigrant professionals had
no one to go home to, so they worked long hours at their jobs to relieve the
loneliness (Helweg and Helweg 1990: 158).
Zero-sum competition thesis. Failure or success of immigrants, economically or
socially, is a function of whether they are perceived negatively by individuals
who identify with the receiving society (Esses et al. 2001). This hypothesized
relationship may explain why we may admire immigrant entrepreneurs for their
rags-to-riches success but may target them with envy and hostility. The perception of an immigrant is explained by the zero-sum competition thesis. Esses et
al. (2001) provide insights regarding the perceived competition for resources
that determines negative attitudes toward immigrants. Their article does not
speciﬁcally mention the ethnic entrepreneur but does identify an underlying
principle that affects immigration policy and, in term, affects the ebb and ﬂow
of immigrants. The authors explain how the chronic belief in zero-sum relations
among groups is a major factor in the prevailing negative attitude toward immigrants and immigration policy, i.e. more for immigrants means less for nonimmigrants.

Topics that need to be covered
Dual nationality
Dual nationality is a growing issue not yet discussed in the immigrant and ethnic
entrepreneurship literature. Dual nationality represents the growing complexity
in a world that increasingly comes to resemble a global village, and can affect
patriotic loyalty. Dual citizenship can make it easier for holders to work, travel,
and own property abroad and make unrestricted investment back home. Some
researchers estimate that as many as 25 million U.S. residents can hold dual citizenship. In 1967, the U.S. Supreme Court afﬁrmed the right to dual citizenship, but the argument continues: “no man can serve two masters” versus “a
child has two parents and can love both mother and father.”
Women ethnic entrepreneurs
Unfortunately, the literature about ethnic entrepreneurship includes very
little concerning the self-employment initiatives of ethnic women. Demographic analysis shows that ethnic women represent a very small percentage of
the self-employed. Yet we know that often the skills of a married ethnic
woman are the basis for an ethnic business that is built in cooperation with her
husband.
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True Native American Indian entrepreneurs
They start the fewest businesses (see Garsombke and Garsombke 1998). There
is still a need for a researcher to discover the uniqueness of the Native American
ethnic entrepreneurship background: “Most information available regarding
Native American businesses has been compiled by the U.S. Bureau of Indian
Affairs and has focused on tribal business such as natural resource development
enterprises, production of Native American tourist products and gambling
casinos” (USASBE 1998).
The illegal immigrant
No in-depth discussion of the impact of illegal immigrants is formally included
in any model. We know the illegal immigrant is here, but we seem to imply that
they are included in the aggregate, meaning what is true for the legal immigrant
will also be true for the illegal immigrant.
According to the present INS Commissioner, James Ziglar, there are an
estimated seven million illegal immigrants in the U.S.A. (Ziglar 2002). Seven
million illegal immigrants as a proportion of the total U.S. population is either a
signiﬁcant or relatively small number, depending on your perspective.
However, seven million as a percentage of the population under study, immigrant and ethnic entrepreneurs, is very signiﬁcant.
Notes
1
2

The author wishes to acknowledge Elif Izberk-Bilgin, UIC Ph.D. student,
for her assistance in this research project.
Kloosterman and Rath (2001) refer to these two sources. (Note: the immigrant entrepreneurs and their social embeddedness are well covered by
Granovetter 1985, 1990, 1995; Portes and Sesenbrenner 1993; Waldinger
1996.)
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PART SIX

Entrepreneurship education
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Chapter 19

Patrick Sandercock
Harris Bank

INNOVATIONS IN ENTREPRENEURSHIP
EDUCATION: STRATEGY AND TACTICS
FOR JOINING THE RANKS OF
INNOVATIVE ENTREPRENEURSHIP
PROGRAMS IN HIGHER EDUCATION

E

N T R E P R E N E U R S H I P E D U C A T I O N T O D A Y is like a child who

has suddenly grown up. The discipline has achieved newfound respect
and is enjoying growing demand. Higher education has seen a growing need
to help facilitate entrepreneurial success and closer ties between schools and
the start-up and small business communities have been the result. As the
University of Louisiana at Monroe pondered creating an entrepreneurship
major, researchers discovered considerable demand for entrepreneurship
education among both business and non-business students, as well as a strong
desire by local business for graduates with entrepreneurship training
(Dunn and Short 2001). While conceding the study addressed a specific
region, the authors noted their findings indicate that latent demand may
exist in other areas in which university entrepreneurship programs are not
currently available.
However, even with an overwhelming need for entrepreneurship education, how might a college or university go about developing a program that will
offer the most value to students, the university, and the community? In the mid1990s, a major California university set out to become a regional leader for
innovative entrepreneurship education and “a model for college-wide entrepreneurial activity.” A paper presented at the Internationalizing Entrepreneurship
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Education and Training Conference in Arnhem, Netherlands, described the
16 speciﬁc steps this California school was using as an “action plan” to accomplish this lofty goal (Welsch 1996: 32).
This chapter broadens those institution-speciﬁc steps by offering six
“themes” that any school can embrace in designing its strategy for entrepreneurship program development, then provides numerous examples of how colleges
and universities are currently addressing each of these themes in a variety of
innovative ways. Of course there are numerous other innovative examples that
could not be related in this chapter. Table 19.1 (pp. 273–276) lists the
initiatives described in this chapter as well as several others. Many of these initiatives were submitted as grant applications to the Coleman Foundation, an
active supporter of innovation in entrepreneurship education through its Entrepreneurship Awareness and Education Grant Initiative. Other examples of innovative practices are drawn from higher education journals, popular press, and
university websites.
All the institutions noted (and many others that could not be included)
should be commended for the signiﬁcant work they are doing to further a
discipline that is continuously developing. Schools are encouraged to ponder
their own progress in terms of the six themes described herein, borrow from
the examples provided, tailor them where appropriate and, in whatever way
possible, report outcomes for the beneﬁt of all. Drawing an analogy to the programming world, consider this chapter an “open-source development” model
for improving entrepreneurship as a discipline.
Inﬂuential parties – internal and external
Capitalizing on the impact of centers, advisory boards, practitioners (entrepreneurs and investors), faculty, and students.
The success of any venture, project, or other endeavor depends upon the
persons involved and an entrepreneurship program is no different. Important
internal “inﬂuencers” include, among others, an advisory board, entrepreneurship center directors and key staff, university faculty, and students. External
inﬂuencers include entrepreneurs and small-business owners, investors, and
related service providers (especially alumni in those ﬁelds). An initial step in
planning an innovative entrepreneurship program is to build a well-connected
advisory board with expertise in venture creation, growth management, innovation, curriculum and outreach program development, and ﬁnancing. Advisory
board members are an important link to the business community and provide a
wealth of diverse perspectives, contacts, ideas, and opportunities for students.
In effect, advisory board members are transitioned from “external” inﬂuencers
to important “internal” inﬂuencers. For greatest impact, assistance should be tailored to the developmental stages of the entrepreneurship program. For
example, curriculum input, outreach, and fund-raising efforts are stressed for
early stage programs while innovative offerings, enhancing visibility, and deepening connections with the business community are stressed as the program
matures (Upton 1997: 33).
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Table 19.1 Summary of innovative entrepreneurship practices
Sub-theme
Inﬂuential parties
Entrepreneurship center

Description

College/university program

Gigot Center-sponsored Northeast Neighborhood Community Learning Center
supporting business incubation through micro-lending and student-provided
education
Maintains both engineering and business entrepreneurship centers
쐌 Entrepreneurial Law Center supporting research and education;
쐌 Provides services to entrepreneurs, venture capitalists, and the lawyers
Interactive, statewide collaboration on course curricula
Partnership with investment ﬁrm streamlining access to equity; students screen
business plans

Notre Dame University (IN)

Faculty education

Three-day clinic
Just-in-time consultation for engineering faculty
Volunteer business forum

Student interaction

Entrepreneurship residence hall
Students write/publish for Entrepreneurial Review (similar to law reviews)
Enhancing the entrepreneur experience
Business owners included in course and student evaluations
Students research local medical center and aerospace center technologies

Local business owners/
entrepreneurs
Funding assistance for
entrepreneurship
outreach
Investor’s view

Alumni housing assistance
Program-sponsored supplemental internship pay
Partial tuition reimbursement
“Assessing Creative Business Concepts” course

Interdisciplinary programs and recognition
Technical disciplines
Integrated Science, Business and Technology (ISBT) degree program
Engineering course in patenting and licencing processes
Physics entrepreneurship master’s program
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*Stanford University (CA)
*University of Colorado at Boulder
(College of Law)
*Kennesaw State University (GA)
*National Consortium of
Entrepreneurship Centers
*Miami University (OH)
*Georgia Institute for Technology
*College of Charleston (SC)
*University of Maryland
Babson College (MA)
*Black Hills University (SD)
University of Arkansas
*Rice University (TX)
*Baylor University (TX)
*Stanford University (CA)
*Brigham Young University (UT)
*Miami University (OH)
*La Salle University (PA)
*Rensselaer Polytechnic Institute
(MA)

Table 19.1 continued
Sub-theme

Description

College/university program

Entrepreneurship course for ﬁrst-year engineering students
Commercialization class with an invention as a prerequisite

Entrepreneurship across
the campus

Applying other
disciplines to study of
entrepreneurship
Celebrating
entrepreneurship

*Case Western Reserve (OH)
*Clarkson University (Rome, NY)
*University of Massachusetts at
Amherst
*University of Colorado at Boulder
Entrepreneurship Center for Music
Center for Entertainment Industry Entrepreneurship Education
*Belmont University (TN)
Entrepreneurship course for ﬁlm and television and ﬁne arts majors
*Chapman University (CA)
Digital Center for Arts – student-run Web development to teach/interest children Fairﬁeld University (MA)
in art
Entrepreneurship center to serve (in part) art and horticultural science majors
*Berry College (GA)
Degree programs in School of Design
*Mount Ida College (MA)
*William and Mary College (VA)
“The Psychology of Entrepreneurship” course

*Kennesaw State University (GA)

Founder’s Day and Academy of Distinguished Entrepreneurs

*Babson College (MA)

Specialized entrepreneurial offerings
Accelerated offerings/
Immersion summer program
programs
Entrepreneurship Intensity Track (EIT)
Mayﬁeld Fellows Program
“Inheriting a company”
Comprehensive business plan by third (of nine) terms
Local community beneﬁt

*DePaul University (Chicago, IL)

Ryan Center for Creativity (with course offering in Creativity in Business)
“Month of the Entrepreneur”

Certiﬁcate courses in Federal Government Contracting
Center for Urban Business
Two-day “Gathering” for Family business seminar
Mother and Daughter Entrepreneurs in Teams (MADE-IT)
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*University of Victoria (Canada)
*Babson College (MA)
*Stanford University (CA)
*University of Tennessee
*CESA (Columbia)
*Bowie State University (MD)
*University of Illinois at Chicago
Stetson University (FL)
*Ball State University (IN)

Healthcare-related
programs

Entrepreneurship courses with medical, nursing, and allied health focus
Entrepreneurship course with focus on chiropractic practice
Program leverages Internet to support disabled entrepreneurs

Social entrepreneurship

Leveraging local
technology centers

Program pairs minority entrepreneurs with seasoned business owners
Internships at entrepreneurial not-for-proﬁt organizations
Summer internships in developing nations
Student assistance visits to beneﬁt entrepreneurs in South Africa
Social entrepreneurship course studies both for-proﬁt and non-proﬁt
organizations
Cooperative program involving four universities and local high-technology ﬁrms
Technology Access Program – Lockheed Martin Vought Systems Corp. and
NASA incubator program
Department of Energy’s Oak Ridge National Laboratory (ORNL)
NASA Commercialization Center

Entrepreneurship skill development
Business plan evaluation
“Hatchery” program

*Rush Presbyterian St. Luke’s
Medical Center (IL)
New York Chiropractic College (NY)
Regent University (VA)
Canisius College (NY)/UTEP
*St. Edward’s University (TX)
*Brigham Young University (UT)
*Miami University (OH)
Babson College (MA)
*Council for Entrepreneurial
Development (NC)
*Norfolk State University (VA)
*University of Tennessee, Knoxville
*California State Polytechnic,
Pomona
*Washington University, St. Louis
(MO)

Internships

Internship experience prior to entrepreneurship coursework

*State University of New York at
Buffalo

Resources

Entrepreneurial Resource Laboratory

Website design
Financial consulting

Students design websites for small businesses and entrepreneurs
Financial Management Mentors Program

Internship placement
Professional services
support

Matching Project Ofﬁce
Entrepreneurial Legal Assistance Program

*Miami University (Ohio)
*Drake University (IA)
*California Polytechnic University,
Pomona
*University of Calgary (Canada)
*Albany Law School (NY)
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Table 19.1 continued
Sub-theme

Description

Real-life entrepreneurial opportunities
Starting “live” businesses Venture Initiation course
Seed capital provided to student teams
For Business S.A.K.E. (Students Acquiring Knowledge through
Entrepreneurship)
“Business Ventures” – acquires businesses that students then manage
Public interest (self-sufﬁcient) law ﬁrm
Acting as the investor

Technology implementation
Distance learning

Student-run private equity funds
MBA program evaluates commercialization opportunities for university’s
research
Comprehensive modular MBA program
Online case method
EPSCoR Program – six statewide student teams collaborate with local
entrepreneurs via interactive audio–video and the Internet
Web-based software for contracts (used as course supplements)
Family business distance learning course
30-minute television program produced by business school

Case study development

SmartStart 2000 interactive video conference addressing legal issues
Regional-based case study development

Note
*Program discussed in text.
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College/university program

*Baylor University (TX)
*Babson College (MA)
University of Arkansas
Benedictine College (KS)
*University of California at Los
Angeles
*Oklahoma State University
*Pennsylvania State University

*Cranﬁeld (UK)
*University of Massachusetts,
Amherst
*Dakota State University (SD)
Columbia University (NYC)
*Oregon State University
*University of Montreal (Canada)
*Albany Law School (NY)
*University of Colorado

Entrepreneurship centers, a prominent way programs expand their offerings, are venturing beyond the domain of the business college. Stanford University maintains entrepreneurship centers in schools of both engineering and
business. The University of Colorado at Boulder’s Entrepreneurial Law Center
publishes an online journal, coordinates internships, and sponsors networking
events and annual conferences to support research and education for entrepreneurs, venture capitalists, and the lawyers that serve the start-up community. Entrepreneurship centers are also actively teaming up to increase their
impact. Kennesaw State University in Georgia initiated a statewide cooperative
network to share syllabi and course content and create a statewide bulletin
board for entrepreneurship education. Equally ambitious, the National Consortium of Entrepreneurship Centers, a 60-member organization, formed a
partnership with BeaconVentureCapital.com to streamline the process for
getting equity investment to entrepreneurs in locations under-served by private
equity markets. Students evaluate business plans and refer screened plans to the
Maryland investment ﬁrm (Collier 2000).
University faculty are critical inﬂuencers and, as entrepreneurship quickly
gains credibility, schools ﬁnd it imperative to better support faculty. Miami
University (Ohio) offers a three-day clinic designed to assist new faculty who
will teach entrepreneurship experientially through cases, business plans, small
business consulting projects, entrepreneur visits, student interviews of entrepreneurs, entrepreneurial audits, and marketing inventions (Morris 2000). The
Georgia Institute for Technology offers an entrepreneurship course for engineering faculty that is taught in a modular format with “just-in-time” consultation by the management faculty, entrepreneurs, and entrepreneur service
providers. Direct participation in the business community is another tactic for
building faculty expertise. The College of Charleston operates a Volunteer
Business Forum, consisting of faculty and business community volunteers who
provide assistance to local entrepreneurs in marketing, accounting, product
development, patent acquisition, and other areas (Vesper and Gartner 1999:
38).
Students themselves are an invaluable source of internal inﬂuence and
several innovative programs have designed ways for students to share their
depth and variety of perspectives. The University of Maryland dedicated a residence hall for use by 60 students with entrepreneurial interests. The hall is
equipped with ofﬁces, meeting rooms, and state-of-the-art equipment. Maryland’s Business and Engineering Colleges are collaborating on the project, which
brings students with business, engineering, computer science, life science, and
liberal arts backgrounds together in a living, studying, and working environment of group projects. Students compete to be a part of the program, which
includes four courses (leading to a minor in entrepreneurship) and mentor assistance.
An entrepreneurship program must also seek external inﬂuences to build a
strong and innovative offering. Local entrepreneurs play an important role by
providing a “window” to experience through job shadowing; mentoring; attending business meetings, social functions, business lunches and dinners, seminars,
and conferences; conducting hands-on projects and community service projects/
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events; and making entrepreneur visits to campus athletic or cultural activities
(Miami University 2001). Black Hills University in Spearﬁsh, South Dakota,
brings a handful of local business owners into weekly class sessions to share their
real-life perspective on class examples and problems. In exchange, students
provide conﬁdential written and oral reports that analyze the business owners’
ﬁnancial/accounting, marketing, expansion feasibility, and general management. Rice University offers engineering and science students a series of teamtaught sequential courses facilitated by faculty, entrepreneurs, and
entrepreneurial service providers. An in-depth feasibility study based on a
technological innovation leverages advancements at the university medical
center and the NASA Johnson Space Center.
When early stage or small companies are unable to ﬁnancially sponsor students, programs are ﬁnding creative ways to ﬁnance student opportunities.
Baylor University coordinates with alumni to provide housing for interns
(Anonymous 1996b); Stanford University supplements intern pay (Vesper and
Gartner 1999: 146); and Brigham Young University partially reimburses tuition
for successfully completing summer internships (Vesper and Gartner 1999: 22).
Entrepreneurship programs, in their focus on the entrepreneur’s perspective, often overlook the important viewpoint of the investor. To broaden students’ views, Miami University (Ohio) and a venture capital ﬁrm team-teach a
course in which students apply an investor’s perspective as they critique business models and plans (Morris 2000).

Interdisciplinary programs and recognition
Spreading the seeds of entrepreneurship education across the campus, and publicizing signiﬁcant accomplishments of students, faculty, and alumni.
Ambitious entrepreneurship programs of all sizes are sharing the techniques and
mindset of entrepreneurs with disciplines across the campus. Programs are
accomplishing this goal through new degree programs, entrepreneurship
minors, and new course development.
Technical disciplines – engineering and applied science in particular – are
complemented by an entrepreneurial mindset. La Salle University offers a
degree in Integrated Science, Business and Technology (ISBT), which includes
an undergraduate year-long course called “Entrepreneurship and High Tech
Business.” The ISBT program is an interdisciplinary major that blends science,
business, and technology and analyzes the process of taking an opportunity (in
biotechnology, information, and knowledge management, or energy and natural
resources) from conceptual stage to commercialization. Rensselaer Polytechnic
Institute offers engineering students a year-long course on intellectual property
protection that combines business, law, and technology in a discussion of the
patenting and licensing processes. Case Western Reserve University is going to
great lengths to develop its graduate students’ skills in commercialization. The
university is piloting a two-year master’s program in physics entrepreneurship
that concludes with a science-based thesis involving an entrepreneurial project.
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An ongoing seminar program engages students with scientists, technologists,
and entrepreneurs who are developing (or have developed) technology ventures. Clarkson University offers an existing entrepreneurship course to ﬁrstyear engineering students with the goal of encouraging entrepreneurial thought
earlier in an engineering student’s curriculum.
While some programs have pinpoint focus on speciﬁc disciplines, others
take a broad approach to technology commercialization. The University of
Massachusetts at Amherst developed a course for student inventors from any of
20 scientiﬁc and technical departments throughout the university. The only
course prerequisites are to have developed an existing invention and the desire
to commercialize it.
In addition to technical programs, innovative schools are introducing entrepreneurship to liberal and ﬁne arts colleges, and performing arts, in particular.
The University of Colorado at Boulder (College of Music) established an Entrepreneurship Center for Music that is publishing case studies of successful entrepreneurs in music. Belmont University in Tennessee runs a Center for
Entertainment Industry Entrepreneurship Education that provides entrepreneurial educational opportunities to the Nashville entertainment industry. A
survey of 447 entertainment industry executives veriﬁed the importance of marketing and entrepreneurial knowledge in the development of successful music
and entertainment industry careers. Chapman University is also targeting the
entertainment ﬁeld by offering an Introduction to Entrepreneurship course to
ﬁlm and television and ﬁne arts majors.
Berry College in Georgia is expanding coursework and establishing an
entrepreneurship center that will serve art and horticultural science majors.
These disciplines have historically produced a number of small business ventures
in the regional area. Mount Ida College (in partnership with Babson College)
extended its foundation of entrepreneurial studies to its Chamberlayne School
of Design. Mount Ida maintains a “Loan Fund” to help establish student-initiated
small businesses on campus.
In addition to bringing the discipline of entrepreneurship to other colleges,
several programs are applying other disciplines to the study of entrepreneurship. The College of William and Mary developed a course called the “Psychology of Entrepreneurship,” which includes an analysis of the psychological and
personal factors that contribute to entrepreneurial success (Schaver 2000). Creativity is serious business for DePaul University’s Ryan Center for Creativity,
which includes a course offering “Creativity in Business,” that applies patternbreaking exercises and visits to the art museum as strategies to overcome business challenges (DePaul University 2001).
Many schools are making the effort to celebrate the successes of their
growing entrepreneurial community. Campus-wide events recognize the hard
work of students, faculty, and alumni and enhance the credibility of entrepreneurship programs that are relatively new to many campuses. Kennesaw State
University celebrates April as the Month of the Entrepreneur while Babson
College’s annual Founder’s Day celebrates the pioneers in the ﬁeld through
induction into the school’s Academy of Distinguished Entrepreneurs (Babson
College 2001).
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Specialized entrepreneurial offerings
Specializing to meet individual, local, and regional needs and leveraging
partnership opportunities with federal and corporate commercialization efforts.
Because entrepreneurship can be so individual, many programs discover the
need for “accelerated” offerings to recruit and encourage students who have
strong entrepreneurial aspirations and/or well-developed plans. Several schools
are experimenting with programs that provide intensive education and practical
experience for such students. A program at the University of Victoria in Canada
(McKenzie 2000) includes a full immersion summer program followed by an
eight-month cooperative education work term. Similarly, Babson College’s
“advanced track” Entrepreneurship Intensity Track (EIT) endorses the idea that
entrepreneurship education must be individually tailored by providing a year of
focused study for students prepared to launch a business (Warshaw 2000:
53–54). Students complete a summer internship at a start-up, followed by four
modules that address business plan development and include initial meetings
with investors. The ﬁnal module focuses on obtaining ﬁrst-round ﬁnancing and
managing growth. Over nine months, the Stanford University’s Mayﬁeld
Fellows Program (Byers 2000) explores both theoretical and practical perspectives of growing emerging technology companies. Mayﬁeld fellows are a select
group of undergraduate seniors who take a class in the spring, intern with a
start-up company over the summer, then return for another quarter of coursework on the way to a master’s degree in engineering. The goal is to teach students “soft skills,” including the ability to negotiate and to synthesize tangible
and intangible data.
Although most schools have students prepare a business plan as a ﬁnal exercise (or in their ﬁnal courses), students at a Columbian business school called
CESA (Colegio de Estudios Superiores de Administracion) must begin a business
plan as soon as they start the accelerated program (Benson 1996: 28). CESA
requires students to have developed a complete plan that includes detailed ﬁnancials by the third of their nine terms. First-year MBA students at the University
of Tennessee “inherit” the same company and are given some 300 pages of background information on the business (Anonymous 1993). Related exercises
incorporate techniques and analytical tools to make sense of the “inherited business” – often in response to desperate pleas from students. Tennessee ﬁnds this
“just-in-time” learning much more effective than delivering course material primarily through lectures.
Several schools have designed programs that meet the needs of their local
community. Bowie State University, located near Washington, DC, created a
two-day certiﬁcate course that uses Web-based training and practical exercises
to teach small-business owners the nuances of federal acquisition and contracting procedures. The University of Illinois at Chicago (UIC) created the Center
for Urban Business and runs programs in cooperation with local urban and business community organizations. Students work directly with African–Americanand Hispanic-owned businesses located in west-side Chicago neighborhoods
(Upton 1997: 150). With an eye to supporting local women entrepreneurs, Ball
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State University developed a program called “Mother and Daughter Entrepreneurs in Teams” (MADE-IT), which helps seventh-grade girls launch businesses with their mothers and put proﬁts toward future college education (Ball
State University 2001).
Healthcare-related programs provide entrepreneurship education for those
who will start (or take over) practices and businesses of their own. Rush Presbyterian St. Luke’s Medical Center developed the Center for Health Care Entrepreneurship to support healthcare professionals interested in innovative practice
management and the improvement of healthcare delivery.
To address an often-overlooked sector, St. Edward’s University in Texas
recruits students for internships in innovative non-proﬁt organizations. Interns
gain experience from positions of responsibility and have a positive impact on
entrepreneurial non-proﬁts and their client base. The school may expand the
model to include internship teams – for example a natural science major and a
business major jointly developing a marketing plan for an environmentallyfocused client.
Some entrepreneurship programs are creating an impact across national
borders. Brigham Young University sponsors summer internships to assist
entrepreneurs in developing nations (Vesper and Gartner 1999: 22) while
Miami University (Ohio) takes students to South Africa each summer to consult
entrepreneurs in townships and squatter camps (Miami University 2001).
Schools located near technology centers can create mutually beneﬁcial relationships that leverage multiple institutions. In North Carolina’s “Research Triangle,” the Council for Entrepreneurial Development leverages academia and
high-tech ﬁrms in developing symposia, internship, mentoring, education, and
networking opportunities for students at Duke University, the University of
North Carolina at Chapel Hill, North Carolina Central University, and Meredith
College. In Virginia, Norfolk State University partners with Lockheed Martin
Vought Systems Corporation and NASA to commercialize aerospace technology,
biotechnology, and new materials (Vesper and Gartner 1999: 114). The University of Tennessee, Knoxville, operates a “Techno-preneurial Leadership Center
(TLC)” in partnership with the Department of Energy’s Oak Ridge National Laboratory (ORNL). The Center supports students as they license and commercialize
ORNL’s portfolio of more than 1,000 patents. Leveraging its experience working
with the nearby NASA Commercialization Center, California State Polytechnic
University, Pomona, is designing an online certiﬁcate program in technology
commercialization. This program is to grow to three courses that focus on technology assessment, market assessment, and communications with investors, supply
chain, media, and end-users. After ﬁrst testing on the university’s incubator
tenants, the courses are to be made available for other incubators, entrepreneurs,
students, and others interested in commercializing technology.
Entrepreneurship skill development
Creatively designing competitions, internships, and consulting opportunities
that allow students to apply entrepreneurial skills.
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Business plan competitions are a way to infuse some competitive ﬁre into an
inherently safe environment, and innovation is reaching even this “mainstream”
tool of entrepreneurship education. Several universities offer local entrepreneurs the opportunity to have their businesses “evaluated” by students
and/or faculty at little or negligible cost. However, Washington University’s
(St. Louis) entrepreneurship program goes further in operating a “hatchery” that
beneﬁts students, entrepreneurs, and investors. Students write a business plan
for an outside entrepreneur, or for their own idea, and collectively present the
plan to a panel of potential investors. Students receive course credit and up to
$500 per person depending upon their input. Outside entrepreneurs pay a fee
of $2,500 and receive a business plan and exposure to potential investors.
Investors see pre-screened ideas carefully analyzed by a team of business school
students. This program is structured to provide the necessary incentives to
attract quality, well-developed ideas and motivate students and entrepreneurs
to work together successfully.
Most programs place interns with start-up ﬁrms after the student has taken
some entrepreneurship courses. Reversing this model, State University of New
York at Buffalo places interns with entrepreneurial companies prior to coursework. After gaining experience, the students begin classroom instruction.
Miami University created an Entrepreneurial Resource Laboratory (Morris
2000), or ERL, to house a number of experiential programs including an “idea
lab,” a small business hatchery for student-initiated businesses, an entrepreneurial mentors’ program, and an outreach program for women entrepreneurs.
Other examples of low-risk experiential learning include student-designed websites for small businesses (Drake University) and a Financial Management
Mentors program (California State Polytechnic University, Pomona) that supervises and certiﬁes students who provide ﬁnancial decision-making assistance to
small businesses at no charge.
The University of Calgary in Canada integrates project work into the curriculum through a Project Ofﬁce (Chrisman 1997) that painstakingly assesses
company needs and matches students at the appropriate point in their curriculum. Approximately 100 projects are completed each year in areas such as
opportunity analysis, market research, market or product feasibility, product
design, and business and ﬁnancial planning.
Albany Law School in New York operates an Entrepreneurial Legal Assistance Program that educates law students on the needs of entrepreneurs while
providing actual legal assistance to practicing entrepreneurs and small-business
owners (technology ﬁrms in particular). Law students attend to the legal needs
of local early-stage ﬁrms under the guidance of a local volunteer attorney,
including incorporation documents, real property contracts and leases, employment issues, ﬁnancing arrangements, licencing arrangements, and other needs.
Students gain practical experience while clients conserve precious cash. The
volunteer attorneys give back to their community and expand their prospective
client list, as these early-stage ﬁrms grow to become successful, paying clients.
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Real-life entrepreneurial opportunities
Creating ﬁrst-hand experience of the risks and rewards of venture creation and
venture investing.
Programs have understood for years that education in entrepreneurship –
perhaps more than other business disciplines – requires practical application.
Beyond more traditional efforts such as internships, schools are developing
innovative ways to ensure that students “stretch” their entrepreneurial muscles
and become aware of the true risk–reward nature of entrepreneurship. Baylor
University’s Venture Initiation course requires students to form teams and start
actual businesses (Anonymous 1996: 16). Students prepare a mini-business
plan, then operate their ﬁrms throughout the semester. A ﬁnal business plan
analyzes how actual operations compared to original plans. Similarly, Babson
College’s Freshman Management Experience (FME) divides its class into teams.
Each team develops a business plan and is provided with up to $3,000 in seed
capital to start a business. Coursework guides students in planning, launching,
and managing their for-proﬁt venture. The teams liquidate the businesses at the
end of the school year and fund a charitable project with the proceeds (Babson
College 2001).
Innovative schools in other programs also encourage their students to
experience entrepreneurship personally in order to serve other entrepreneurs
and their local community. The University of California at Los Angeles (UCLA)
supports law students that operate a public interest (and ﬁnancially selfsufﬁcient) ﬁrm for course credit. Students develop skills needed to establish
their own public interest practices. Recent law school graduates provide continuity and polish their own skills overseeing operations at the ﬁrm for periods
of six months to two years.
As noted earlier, innovative programs ensure students understand the
investor’s point of view as well as the entrepreneur’s. Oklahoma State University
does this particularly well by placing 10 to 20 students in operation of a $1.5
million private equity investment fund. The highly selective program teaches
private equity investing and business development process through both classroom
instruction and actual operation of the fund, and also provides assistance to the
local start-up community. Along similar lines, the MBA program at Pennsylvania
State University (Vesper and Gartner 1999: 122) screens the university’s research
developments for commercialization effort, highlighting the school’s advancements in research while imparting critical analysis skills to business students.
Technology implementation
Leveraging technology that enhances entrepreneurial education.
Advancements in Internet technology have profoundly impacted how colleges
and universities communicate with their students and communities. Distance
learning, online collaboration, and self-paced, computer-based courses are reinventing how education is delivered, managed, and “consumed.”
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Online and other distance-learning methods attract busy individuals who wish
to pursue studies without putting professional aspirations or familial responsibilities “on pause.” In the United Kingdom, Cranﬁeld offers a particularly innovative
“modular MBA” that, over two years, combines eight intensive two-week classroom sessions with in-company work experience and remote learning (Cranﬁeld
University 2001). Each student is provided with a laptop, collaborative software,
and electronic “case packs.” Students work in ﬁve- or six-person teams that represent a diverse mix of functional, business, and international experience.
The real-time interactivity afforded by the Internet can relate educational
themes to ongoing business events. The University of Massachusetts at Amherst
is developing an entrepreneurship course that incorporates the online case
(OLC) method. The goal is to encourage greater use of online cases that will
network universities around the nation with real-time entrepreneurial events at
high-growth start-up ﬁrms. Dakota State University is connecting its six
statewide campuses (Dakota State University 1998). Business and technology
student teams at each campus work with local entrepreneurs to identify a business model and produce, research, and develop a business and technology plan.
The South Dakota National Science Foundation provides funding for a team
leader to help facilitate the process. Interactive audio-video and the Internet
connect the widespread group for team meetings as well as courses on legal
issues, raising capital, and budgeting. Oregon State University (OSU) created
the ﬁrst course on family business management in the country to be distance
delivered. Leveraging an existing course, OSU is now using satellite technology
and the Internet to connect to other major universities in the state. The longrun objective is to provide family business education to any young person who
seeks such an entrepreneurial learning experience.
Many programs are bringing more relevant content (i.e. case studies) to the
classroom via “old” methods of media, especially video. The University of Montreal Business School airs a weekly 30-minute television program that features a
short documentary on two different entrepreneurs along with expert commentary (Vesper and Gartner 1999: 74). Film segments are used in the classroom.
Albany Law School is educating entrepreneurs, business owners, and students
across New York State about pertinent legal issues via live interactive video conferencing. Ten annual seminars discuss the various legal and funding issues of
entrepreneurs. Discussion panels include entrepreneurs, attorneys, investors
(debt and equity), and other professionals.
To put a more familiar face on the entrepreneurial activity, the University
of Colorado at Boulder and Purdue University launched separate, but similar,
initiatives to develop regional-speciﬁc case studies. Accompanying videos featuring regional ﬁrms describe start-up and small business management issues in a
more familiar framework.
In applying all these themes to your entrepreneurship program, you should
ask the following questions:
1

Who are, and should be, our entrepreneurship program’s internal and
external inﬂuencers? What is our plan for engaging and getting commitment from those who we would like involved?
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2
3

4
5
6

What is our program doing to expose entrepreneurship to other parts of
our institution? How can we provide more opportunities across the
campus?
What are our local community’s areas of strength (and need) to which we
can apply an entrepreneurial perspective? How can we broaden our students’ opportunities for entrepreneurial and small-business experience by
leveraging local institutions and our wider network?
What are the skills that our program believes are most important for entrepreneurial success and how are we developing these skills in students? What
are some additional ways we can reinforce development of these skills?
How does our program provide ﬁrst-hand experience of entrepreneurial
risk and reward? How might this experience be provided for our students?
How does our program leverage technology to improve delivery of innovative education? Are there ways we might better incorporate new developments in this expanding discipline of entrepreneurship?

More information on any of the grant submissions described herein can be
obtained by contacting the Coleman Foundation:
The Coleman Foundation, Inc.
575 W. Madison Street
Suite 4605
Chicago, IL 60661
Phone: 312.902.7120
Email: coleman@colemanfoundation.org
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ENTREPRENEURSHIP EDUCATION:
MARKET SEGMENTATION AND
LEARNER NEEDS

E

N T R E P R E N E U R S H I P A S A S U B J E C T is blossoming like the spring-

time ﬂower with new layers of unfolding detail. The entrepreneurship
layers include new knowledge never before revealed and new entrepreneurship
learner segments with layers of unique needs. The beauty of entrepreneurship,
as in the beauty of the ﬂower, is in the minute elements that are juxtapositioned
into an impressive, larger whole. There are many different types and forms of
entrepreneurship and this complexity is beginning to be reﬂected in entrepreneurship education programming. Although other disciplines, such as management and marketing, historically began in universities with one course offering,
they have evolved into the teaching of numerous courses on subtopics within
their conceptual and deﬁnitional domains. This blossoming of course offerings
was made possible by the generation of new knowledge combined with conceptual and theoretical development of the management and marketing disciplines.
Scholars delineated several historical “schools of marketing thought” including,
today, managerial marketing and, more recently, even a proposed “entrepreneurial marketing” school, described earlier in this book.
Similarly, entrepreneurship, despite its short life as a new discipline, has
already evolved from its earliest focus on an “entrepreneur personality
characteristics school of thought” to a more holistic, resource view of entrepreneurship, modeled as a process. Just as historically occurred in marketing, the
entrepreneurship ﬁeld is blossoming into a variety of important subjects. There
is increased specialization of researchers and teachers so as to develop more
compelling scientiﬁc explanations of entrepreneurship processes and their outcomes. And market forces are playing an important role by inﬂuencing this
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blossoming, due to entrepreneurship learners with heterogeneous needs
demanding more specialized and homogeneous subtopic offerings that better
meet their needs. As the entrepreneurship discipline ﬂowers, and indeed completely earns the term “discipline,” it will increasingly serve new clientele with a
wider array of learning needs. This chapter addresses this evolution, which has
already begun, and positions this change in the context of market segmentation
concepts.
A market-driven model: entrepreneurship education
Process models of entrepreneurship education have been advanced, including
Mitra and Matlay’s (2000) stakeholder model, Welsch’s (1993) input–output
perspective, and Monroy’s (1993) super imposition of the input–process–
output model with a client-based contingency perspective. A market-oriented
model is shown in Figure 20.1 and is proposed as a means for developing effective entrepreneurship educational programming (Hills and Miles 2000; Hills and
Morris 1995; Romaguera et al. 1997). The focus here, however, is only on the
component of identifying target entrepreneurship learners. Numerous potential
learner market segments exist for entrepreneurship education, and for universities, considerable ﬂexibility exists for prioritizing participant groups. The use of
explicit strategic thought processes often leads to programming that better
achieves educational objectives. For example, developing and teaching one entrepreneurship course to non-business students in each of six non-business colleges
might have a greater impact than offering six different entrepreneurship courses
only to business students. Or, alternatively, targeting Ph.D. students, the entrepreneurship educators of the future, in all of the functional business areas could
better leverage the impact on future generations of students.
It is proposed that, as educators, we need to develop a fuller understanding
of a variety of prospective entrepreneurship learners and cluster them into subgroups by common entrepreneurship education needs and interests. This then
provides a foundation for developing customized programs to serve these differing needs. Welsch (1996), for example, noted the growing differentiation of
entrepreneurship as a subject and discussed industry segments (i.e. music and
chiropractic), specialized audiences (i.e. minority and children), and disciplinary
groups (i.e. information systems and creativity). Ghosh and Block (1993–1994)
discuss different entrepreneurship education audiences and suggest three bases
for segmentation: career objective, stage of the entrepreneurial process, and the
existing knowledge and skills of the individual. Pichler and Frohlich (1995)
derived two entrepreneurial types – pioneer and organizer – and cited related
educational implications.
Various learner segments require different educational objectives (Hills
1988). For Ph.D. candidates, teaching objectives encompass building an awareness of the entrepreneurship literature, setting appropriate research priorities,
and learning potential methodologies for the conduct of research. For existing
business owners, teaching objectives build on a conceptual entrepreneurship
foundation, but with immediate action implications. Growing attention has
Selection and editorial matter © 2004 Harold P. Welsch;
individual chapters © the contributors

Educational
mission

Teaching/learning
objectives

Subject
content

•
•
•
•

Educational delivery
Teaching/learning
pedagogy
Teacher characteristics
Technology/distribution
Course reading selection

Identifying target
entrepreneurship
learners
Analysis of potential
learner needs

Micro and macro level
outcomes
• Individual
• Organizational
• Societal

Figure 20.1 Entrepreneurship education: a decision process model

been devoted to setting educational objectives in terms of capacities, competencies, and/or skills. Gibb (1998) for example, proposes several broad entrepreneurship capacities as well as speciﬁc skills such as intuitive decision-making;
creative problem solving; managing interdependency on a “know-who” basis;
ability to conclude deals; strategic thinking; project management; time management; persuasion; selling; negotiating; and motivating people by example.
Regarding entrepreneurial marketing competencies, it has been proposed that
competencies include judgment, experience, knowledge, communication, as
well as vision, motivation, and planning (Carson et al. 1995).
Mass markets to segmentation
The conceptual foundation for responding to the heterogeneous needs among
various entrepreneurship learners is found in the marketing literature. These
tools are used by business executives and marketing managers who decide how
to best tailor their products and services and other marketing strategy elements
to match the needs of potential customer segments. The better the match, the
better the sales volume and, typically, the proﬁt level. This chapter advances the
thesis that, through marketing segmentation, universities and other organizations can deliver educational products and services to better match the needs
of entrepreneurship learners.
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A mass marketing strategy involves targeting all of the potential learners in
this product market, using the same marketing elements, including the particular
educational program/service, to appeal to their needs and wants. There is little
or no effort to recognize differences among learners/customers. Mass marketing
is often more appropriate in new markets relative to mature markets because,
initially, there are few competitors and buyers who have had experience with the
“product” and they have not developed differences in their needs and wants. Cell
phone marketing, for example, was generic at ﬁrst within a large deﬁned market,
but then became more targeted with numerous calling plans and services to
better match different customer needs. Similarly, we are witnessing increased
differentiation of entrepreneurship education programming to respond to learners who are becoming more informed buyers and who are becoming more
precise in deﬁning their speciﬁc learning needs. In contrast, mass marketing, fully
implemented, would have entrepreneurship educators offer the same programs,
courses, or modules, delivered in the same way at the same price and with the
same promotional program. Mass marketing is less complicated but also often
less effective. At the other extreme, facilitated by new technology, “mass customization” strategies may be developed, the opposite of mass marketing. Customization of the educational product or service for each customer in the broader
market takes place. This is segmentation at its fullest, calling for a one-on-one
educational program for each entrepreneurship learner.
Grouping potential learners into market segments or market niches is
usually more cost-effective, however. Segmentation concepts call for grouping
learners who would be more responsive to one “marketing mix” than another.
For entrepreneurship educators, the marketing mix is comprised of not only an
educational course or program, but also any other elements that could increase
demand, such as location/delivery, price, and promotion. Indeed, if learners in
one group (e.g. MBA students) are not more responsive to a particular marketing mix than another (e.g. art students), then effective segments have not been
formed.
Entrepreneurship segmentation requirements
Grouping learners into segments is only meaningful when certain segmentation
requirements are met. First, the differences in preferred entrepreneurship programs, and related marketing, must in fact exist. That is, customer responses to
the marketing mix must vary across market groupings. Marketing an entrepreneurship education program speciﬁcally designed for women, for example, may
yield a greater sales response among women than among men, two potential
market segments. The response elasticity is the ratio of the percentage change in
market response to the percentage change in marketing program expenditure. If
women entrepreneurs are not more responsive to differentiated programs,
promotion, time of day offered, and/or pricing, then a mass marketing strategy
would be more effective. In fact, there would need to be high enough elasticity
and response to more than offset the additional costs of designing and managing
a more specialized program as compared to a generic, mass marketing approach.
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Second, for there to be a viable market segment, learner preferences must
be identiﬁable and must match with a learner group which can be described.
Because of different potential customer/learner preferences and responsiveness,
a segmentation strategy may seem to be in order. But what bases are called for?
What subgroups are identiﬁable? In the example just noted, gender is a readily
identiﬁable demographic basis for creating market segments. Potential learners/customers who already own and operate a business are also readily identiﬁable. But nascent entrepreneurs who have not yet started a business, but are
engaging in activities to that end, are difﬁcult to readily identify. To be a viable
market segment, they must be identiﬁable, even if through self-selection.
A third requirement for a market segment is that they are “reachable” with a
marketing program. Not only must the educational program be a good match
with the segment group, but the promotion and distribution should be a good ﬁt
as well. Are there cost-effective newspaper advertising or mailing lists available
that efﬁciently reach potential entrepreneurship program participants? Also, can
the program be located in a convenient place for the segment, such as in a hightechnology corridor? Are they sufﬁciently clustered geographically to make
program participation possible? Or would online learning be required, and if so,
would the design and offering be ﬁnancially viable?
Fourth, there must be sufﬁcient potential demand to justify a segmentation
strategy. The high-technology entrepreneurs just noted may exist in a smaller
city, for example, but in too few numbers for a program to make or exceed
ﬁnancial break-even. More of a mass marketing strategy may be required and,
if competitors’ offerings are limited, demand may be sufﬁcient with less
differentiation.
Finally, the segmentation literature also cites the need for demand to be sufﬁciently stable over a period of time to justify a given strategy. Although the
fundamental need and demand for entrepreneurship education programming
will always exist, the level and type of demand varies over time. Economic
cycles, for example, change the learner demand from solving business growth
problems to coping with recession. And specialized programs that have targeted, for example, Internet entrepreneurs, have experienced volatile demand.
Although predicting demand stability is difﬁcult, it is important to address this
before making major investments to pursue new entrepreneurship learner segments.
Developing learner segmentation strategy
The concept of segmentation is simple and largely intuitive. Yet it is helpful to
approach the task systematically, while weighing experience and intuitive
insights. If the mission of a college entrepreneurship center, or an entrepreneur
designing and selling educational programs, is to fulﬁll a mission of providing
high-quality programs to increase the success of participants then initially, and
periodically thereafter, a creative planning exercise is valuable. In this exercise,
it is assumed that no entrepreneurship programs are currently offered for the
purposes of analysis.
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First, potential segmentation bases are identiﬁed and at least two approaches
are used: aggregating and disaggregating. The most common approach used by
entrepreneurship educators is disaggregating, where one or more learner/customer characteristics is used to “break off” a subgroup of the larger mass
market. Examples already cited include women, high-technology, and nascent
entrepreneurs. Based on experience in the entrepreneurship education marketplace, educators typically select one or more markets to target. It is instructive,
however, to periodically start anew and consider the numerous possibilities, in
light of the ﬁve segmentation requirements discussed. Many of these possibilities
are shown in Figure 20.2, based on geography, demographics, company size,
psychographics, a entrepreneur’s personal/business goals, stage of the lifecycle,
industries, types of opportunities, beneﬁts sought, learning styles, delivery preferences, behavioral intentions, and behaviors (Hills and Barnaby 1977; Hills and
Welsch 1986). Fundamental to weighing the viability of a market segment is to
consider barriers to launching a business for each group. Vesalainen and Pihkala
(2000), for example, measure the relative strength of different barriers such as
lack of resources, lack of social support, economic risks and, of most relevance
to entrepreneurship education, lack of skills. They observe that the potential for
ameliorating these barriers through education vary greatly, with skills being the
most amenable to educational efforts.
Second, an aggregating approach to segmentation may be taken, where each
potential learner’s basis for selecting one program over another is identiﬁed and
then summed by group. For example, if a leading need of many individual
entrepreneurs is to learn how to cope with rapid growth, and if a sufﬁcient
number exists using this aggregating approach, this may be an excellent basis for
segmenting the entrepreneurship education market. A segmentation basis would
ideally be a direct measure of response elasticities to entire marketing offers.
Sufﬁcient measures for this have not been developed, however, so segmentation
bases used are typically characteristics of potential buyers/learners that are, at
best, proxy measures of response elasticities (Cravens et al. 1987). The process
for identifying segmentation bases often begins with a focus on buyer/learner
characteristics, then proceeds to learner preferences and perceptions, and concludes with purchase behavior. A combination of segmentation bases is used to
deﬁne a market segment, rarely using only one characteristic (Bearden et al.
2001). In Figure 20.2, for example, a potential combined market segment may
be nascent women entrepreneurs within a 50-mile radius who want to generate
a second family income.
Once alternative market segments/niches have been identiﬁed, a greater
qualitative and quantitative understanding of the potential target market is
developed. In some depth, for example, what educational programs do potential customers perceive to be of the greatest beneﬁt to them, when also considering pricing, program location, and other marketing factors? An in-depth
learner proﬁle provides a foundation for subsequent programmatic decisions.
Although the normative judgments of professional educators regarding the
needs and programming for potential learners are important, these should be
compared to the perceptions of potential participants for a particular program.
For a given educational organization, their mission and past experience, and
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strengths and weaknesses, inevitably become part of the program
design/market segmentation decision-making. The evaluation of a potential
learner segment includes forecasting potential demand, assessing competition,
and weighing the different costs of targeting alternative segments. In geographic
areas that have long been served by entrepreneurship education programs, the
better opportunities may be in narrower segments not well served by other programs. Or, if a program is new, such as how to use relationship marketing in
start-up ﬁrms, a larger segment may still be available.
An entrepreneurship education organization may decide to focus on only
one learner/market segment or serve more than one and, if so, offer totally differentiated educational and marketing programs for each, or only partially differentiated programs. Two programs, for example, may have the same session
content topics but, through the development of a strategic plan by each entrepreneur who participates, customize the application of concepts for each type of
business represented.
Although this chapter is focused on better serving entrepreneurship learners
through market segmentation strategies, competitive forces are often important
as well. Market or competitive positioning is the reverse of the market segmentation coin. Segmentation strategy determines which entrepreneurship learners/customers to target, and market positioning involves selecting a marketing
mix (educational program, site, price, etc.), which matches the perceived needs
of the target learners better than competitors. The relative market positions are
deﬁned by the relative perceptions of potential educational program participants. For example, two virtually identical programs could be perceived by
potential learners as positioned very differently if one is offered by a small,
private sector business and another by a major university. Positioning is in
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reference to competition. Positioning strategy not only requires an understanding of organizations’ learner markets, but also how competitor programs are
relatively seen in the eyes of potential participants.
In Figure 20.3, for example, two perceptual dimensions are shown – entrepreneurship education program content, from nascent entrepreneur program
content to content for those who have developed mature businesses (the business lifecycle); and the degree of conceptual/theoretical orientation to programs with immediate practicality. Market research, combined with the
experience of entrepreneurship educators, can be used to determine how many
potential education customers exist at different positions within this map.
Segment I, for example, as indicated by the circle in Figure 20.3, contains a
large number of potential education customers who prefer nascent or very early
stage entrepreneurship education content and also prefer a very practical
program. Segment VI, in contrast, could be a small segment of Ph.D. candidates
with a high theoretical preference with greater focus on the earlier stages of the
business lifecycle. Segment V could be family business owners with mature
ﬁrms who prefer practical content. Segment II could be undergraduate and
MBA university students who are nascent/early stage oriented and are willing to
study conceptual content. Segment IV could be comprised of existing business
owners who demand practical content. Segment III could include those engaged
in corporate venturing, attempting to revitalize mature corporations.
Each of these market segments would ideally be identiﬁed using surveys of
expert educators’ opinion, from long-time “students” of the needs of different
types of potential and existing entrepreneurs, and/or from large sample surveys
of this large market of entrepreneurship learners in which the more important
segmentation bases dimensions are identiﬁed and the respondents are aggregated into segments based on their positioning. This exercise in cognitive
mapping would determine market segments using a grass-roots, aggregation
approach. By using different combinations of important education program
dimensions (Figure 20.2), additional insights are gained into the market and
regarding the better ways to subgroup this heterogeneous mass into more
homogeneous market segments. Just as the automobile market is segmented by
the automakers based on dimensions such as prestige/status, degree of sporty
style, price and quality, from Hyundai to Lexus, the entrepreneurship education
market needs to be better “analyzed” (which literally means “to break down”)
and better understood.
After the market segments are identiﬁed, based on the preferences of entrepreneurship learners, as in Figure 20.3, then speciﬁc, existing education programs can be positioned within this broader map and the strategic implications
drawn. For example, as shown in Figure 20.3, relative to the ideal Segments IV
and V, Entrepreneurship Education Program (EEP-A) is shown. This program,
as perceived by participants, may be positioned “between the cracks,” in providing program content to serve both established and more mature ﬁrms, but not
fully serving either segment. Segment IV may contain ﬁrms (and content) that
are still seeking high growth, whereas Segment V may provide content to
refound ﬂoundering mature ﬁrms. EEP-B, in contrast, is solidly within Segment
IV. EEP-A could either move to better compete with EEP-B, or evaluate the
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merits of moving into Segment V where no competition exists. EEP-C, a prestigious university serving MBA students, is perceived by participants to be providing somewhat later-stage ﬁrm content and more theoretical content than
Segment II prefers. To capture a large market share, at least using these two
dimensions, the university would need to reposition itself in the eyes of potential customers. EEP-D, the training arm of a community organization shown in
Figure 20.3, is providing practical content that does not focus solely on the
needs of nascent entrepreneurs. A modest repositioning, as perceived by
participants, is seemingly in order.
To conclude, developing perceptual maps of ideal educational program
attributes and the relative positioning of existing programs can lend important
insights as well as actionable implications. Unfortunately, there has been little, if
any, published research focused speciﬁcally on the market segmentation of
entrepreneurship learners. It is instead assumed, although from valuable
experience, how the broader market should be divided. Despite the value of
these assumptions, more empirical evidence should be brought to bear on better
understanding the bases for and the needs of various market segments.
A research agenda
Much is to be learned about which segments are the better bases for differentiating entrepreneurship education. Research is needed to more fully understand
the different needs and perceptions within each market segment. Certain of
these segments, and related research propositions, are shown in Table 20.1.
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Table 20.1 Research opportunities at the entrepreneurship/segmentation interface
Segmentation effectiveness
P1 Effectively deﬁning market segments for entrepreneurship education requires demassiﬁcation using segmentation bases.
P2 Use of market segmentation evaluation criteria will improve decision-making
regarding target market selection.
P3 There will be improved entrepreneurship educational outcomes if more
homogeneous learner segments are deﬁned and served.
P4 Segmentation methods and related market positioning concepts will improve
educational outcomes and competitive success.
P5 Entrepreneurship education segmentation bases can be rank-ordered with respect to
their size and appropriateness.
Nascent entrepreneurs’ segment
P6 Different learning strategies and styles are used by successful and less successful
nascent entrepreneurs (Levitt and March 1988; Moorman and Miner 1988).
P7 Different pedagogical approaches to entrepreneurship education are required for
nascent entrepreneurs than later-stage entrepreneurs (Reynolds 2001).
P8 Different learning strategies are required to support different stages of entrepreneur
and organization development (Honig 2001).
Gender segmentation
P9 Traditional family role deﬁnitions combined with the time demands of business
ownership compete with available time for entrepreneurship education.
P10 Female entrepreneurs are more receptive to new learning than men (Lerner and
Almor 2002).
P11 Female entrepreneurs prefer female (over male) teachers (Gateway 2002).
P12 Online learning (vs. in person) is less appealing to female (vs. male) entrepreneurs
(Gateway 2002).
P13 Women and men entrepreneurs have different learning styles (Gateway 2002).
P14 Women entrepreneurs tend to be more market responsive to gender-based
marketing/promotion.
P15 Where gender-related barriers to entrepreneurial success exist (e.g. market network
access, capital), education should encompass effective strategies.
P16 Entrepreneurship education for women (vs. men) should be customized to reﬂect more
participatory decision-making, higher commitment to people, more resistance to
growth (and a hierarchy), and more sharing of control (Bird and Brush 2002).
Cross-cultural market segments
P17 Entrepreneurship education design and marketing must adapt to cultural differences
to be effective (Morrison 1998).
P18 Effective entrepreneurship education in emerging economies requires differentiation
in recognition of the values and attitudes toward private enterprise.
Entrepreneur failures market
P19 Entrepreneurship education programming targeted to failing entrepreneurs would
ameliorate the probability of failure and the related economic and psychological
consequences (Gupta 1998).
P20 High societal costs are associated with not offering entrepreneurship failure education.
Age segments
P21 The development of values and attitudes toward enterprise, independence, and
rewards is more important for effectively serving K-12 students than for university or
later stage students.
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P22 Effectively serving different age entrepreneurs and potential entrepreneurs requires
different pedagogical approaches.
Franchising segment
P23 Franchisee entrepreneurship education effectiveness is dependent not only on
franchisors, but also on the franchisees, suppliers and customers (Castrogiovanni and
Justis 2002; Hoe and Watts 2000).
P24 Market segments with different franchise/entrepreneurship needs include
prospective single-unit franchisees, prospective multi-unit franchisees, business
owners seeking to become franchisors, and professional service providers with
franchisee/franchisor clientele (Hoy 2002).
P25 Those with less entrepreneurship education and less business experience will be
more successful as franchisees than as independent business owners (Hoy 2002).
P26 Franchisors are more successful if they deliver entrepreneurship education to
franchisees rather than use management education for “employees” (Hoy 2002).
P27 Important learning needs of franchisors include understanding ﬁnancing requirements
associated with company outlets vs. franchisee outlets: and appropriate market entry
strategies for international expansion (Hoy 2002).
Family business segment
P28 Effective entrepreneurship education must be targeted based on the different roles of
the key family business members (Kaplan et al. 2000).
P29 Effective entrepreneurship education content for family businesses must recognize
the legitimate role of personal and family goals and variables, in addition to business
goals (Birley 2002).
P30 The teaching of strategic management in the family business must incorporate the
central role of the founder and/or family leaders on the ﬁrm’s strategic values, goals,
and behavior (Kelly et al. 2000).
P31 Entrepreneurship education delivery that simultaneously involves key family business
members, not only the CEO, will be more effective.
P32 Effective entrepreneurship education for family businesses must incorporate
psychological and sociological dimensions (Brockhaus 1994).
Learning style segments
P33 Learning style preferences of potential and existing entrepreneurs are different than
for other individuals, creating bases for market segmentation (Dornberg and Winters
1993–1994; Sexton and Bowman 1986).
P34 Entrepreneurship education will be more effective if delivery is based on the
knowledge of learning style preferences of entrepreneur segments (Kolb 1984).
P35 Nascent entrepreneurs tend to have “diverger” learning styles, a market segment.
P36 Different stages of the entrepreneurship process, and related learner groups at each
stage, reﬂect a different mix of learning style preferences (Ulrich and Reinhart
1998).
P37 Entrepreneurship education will be more successful if instructors create learning
environments to match the different learning styles.
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Conclusion
Entrepreneurship education programs are multiplying in quantity around the
globe. There is an opportunity to multiply the quality as well. Quality is in the
eye of the beholder, so to increase quality we must ask, “Who is the beholder?”
In this chapter it is argued that there are many beholders – relatively homogeneous subgroups, or market segments, of entrepreneurship learners – relative, that is to the heterogeneous mass market. The quality of entrepreneurship
education depends in no small part on improved deﬁnition of target market segments and new knowledge to better customize and deliver educational programs.
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