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Abstract

Entrepreneurship has become an increasingly important phenomenon for researchers
and policy makers to understand. It is important for job growth, accounting for 80% of new
jobs created in the United States. It is a key factor in enhancing technological innovation,
productivity growth and per capita income in industrialized nations. Furthermore, it is an
important career choice, accounting for roughly one tenth of the labor force at any point in
time, and about one fifth of the labor force for some part of their careers (Birley 156).

Many individuals have difficulty bringing their ideas to the market and creating a new
venture. However, entrepreneurship and the actual entrepreneurial decision have resulted in
several million new businesses throughout the world (Cooper 53).

As evidence by the many different definitions, the term entrepreneurship means
different things to different people and can be viewed from different conceptual perspectives.
However, in spite of the differences there are common aspects. For example, entrepreneurs
are risk takers, creative, and independent. These common attributes will continue to be the
driving forces behind the notion of entrepreneurship in the future. Thus, one thing is clear-the
future for entrepreneurship appears bright. We are living in the age of the entrepreneur, with
entrepreneurship endorsed by educational institutions, governmental units, society, and
corporations (67). For that reason, an in-depth look at what qualities an entrepreneur must

possess to become successful must be explored.
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Since the mid-seventies, such slogans as "the no-growth economy" and
"deindustrialization of America," have become popular and are invoked as if they were
axioms. What is happening however, is something very different. There is a continuing shift
from a managerial to an entrepreneurial economy.

In the two decades from 1965 to 1985, the number of Americans over sixteen grew by
about 40%, from 129 to 180 million (Covin 75). The number of Americans in paid jobs grew
in the same period by 50%, from 71 to 106 million. Furthermore, the labor force growth was
fastest in the second decade of that period, from 1974 to 1984, when total jobs in the
American economy grew by 24 million (88).

In no other peacetime period has the United States created as many new jobs, whether
measured in percentages or in absolute numbers. However, the ten years that began the oil
shock in the late fall of 1973 were years of extreme turbulence, with the near collapse of the
"smokestack" industries, and two sizable recessions (Vesper 33). By comparison, in 1970
western Europe had 20 million more jobs than the United States. In western Europe, during
the period 1970 and 1984, 3 to 4 million jobs were lost. During the twelve years from 1970
through 1982, jobs in Japan grew by a mere 10 percent which was less than half the United
States rate.

Since the late 1960's, job creation and job growth in the United States has shifted to a
new sector. The old sectors have actually lost jobs in these last twenty years. For example,
permanent jobs in the Fortune 500 have become fewer by the year. By 1984, the Fortune 500
had permanently lost at least 4 to 6 million jobs. Furthermore, the government employs fewer

people than ten or fifteen years ago. Despite this, there has been a net creation of
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approximately 40 million jobs. Most of these jobs were created by small and medium-sized

institutions. Today, there are 600,000 new businesses being started in the United States every
year. This is about seven times as many as were started in each of the boom years of the
fifties and sixties. Entrepreneurs created many of these jobs (Hisrich &Peters 22-29).

Who is an entrepreneur? What is entrepreneurship? These questions are being asked
more frequently because of the increased national and international interest in the field.
However, in spite of this interest, a universally accepted definition has not emerged. The term
entrepreneur comes from the French and literally translated means "between-taker" or
"go-between." In the United States, an entrepreneur is often defined as one who starts his or
her own business, new or small (Drucker 5).

An historical example is Marco Polo, who attempted to establish trade routes to the Far
East. As was the custom, he signed a contract with a money person to sell his goods. A
common contract during this time involved a loan to the merchant adventurer at a 22.5% rate,
including insurance. While the capitalist was a passive risk-bearer, the merchant adventurer
took on an active role in trading, bearing all the physical and emotional risks. Upon the
successful completion of a journey by the merchant adventurer, the capitalist took most of the
profits, while the entrepreneur merchant settled for the remaining 25% (25-55).

In the Middle Ages, the term entrepreneur was used to describe both an actor and a
person managing large production projects. However, in the case of a large production
project, the person would not take any risk, but would manage the project using the resources

provided. A typical entrepreneur in the middle ages was the cleric: the person in charge of
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great architectural works such as castles and fortifications, public buildings, or abbeys and

Cathedrals (Gewirtz 56-59).

The concept of risk in the definition of entrepreneurship developed in the 17th
century, with an entrepreneur being viewed as a person who entered into a contractual
arrangement with the government to perform a service or supply stipulated products. Since
the contract price was fixed, any resulting profits or losses reflected efforts of the
entrepreneurs. One entrepreneur of this period was John Law, who was allowed to establish a
royal bank, which eventually evolved into an exclusive franchise to form a trading company in
the New World- the Mississippi Company. However, this monopoly on French trade led to
Law's downfall when he attempted to make its stock price higher than the value of the
company's assets; this led to the collapse of the company (Peters 37-39).

Richard Cantillon, a noted economist and author in the 1700's, was one who
understood Law's mistake. Richard Cantillon developed one of the early theories of the
entrepreneur and is regarded by some as the founder of the term. Cantillon viewed the
entrepreneur as a risk-taker, seeing the merchants, farmers, craftsmen, and other sole
proprietors "buy at a certain price and sell at an uncertain price, therefore operating at a risk"
(55-59).

Finally, in the 18th century the person with capital was differentiated from one needing
capital. The entrepreneur role was distinguished from the capital-providing role. The latter
role is the basis for the present-day venture capitalist. One reason causing this differentiation
was the industrialization occurring throughout the world. Many of the inventions developed

during this time were reactions to the changing world, as was the case with Eli Whitney and
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Thomas Edison. Both Whitney and Edison were designing new technologies but were unable

to finance their inventions themselves. While Eli Whitney financed his cotton gin with
expropriated British crown property, Thomas Edison raised capital from private sources to
experiment and develop in the more complex fields of electricity and chemistry. Both Edison
and Whitney were capital users (entrepreneurs), not providers (venture capitalists). A venture
capitalist is a professional money manager who invests in risky investments from a pool of
equity capital to obtain a high rate of return on the investments (88-93).

In the late 19th and early 20th centuries, entrepreneurs were frequently not
distinguished from managers and were mainly viewed from an economic perspective. Briefly
stated, the entrepreneur organizes and operates an enterprise for personal gain. He pays
current prices for the materials consumed in the business, for the use of land, for the personal
services he employs, and for the capital he requires. He contributes his own initiative, skill
and ingenuity in planning, organizing, and administering the enterprise. He also assumes the
chance of loss and gain consequent to unforeseen and uncontrollable circumstances. The net
residue of the annual receipts of the enterprise after all costs have been paid, are retained as
profit (111-113). Andrew Carnegie is one of the best examples of this refined definition.
Carnegie, who descended from a poor Scottish family, made the American steel industry one
of the wonders of the industrial world, primarily through his unremitting competitiveness
rather than his inventiveness or creativity (122-123).

In the middle of the 20th century, the notion of entrepreneur as innovator was
established: The function of entrepreneurship is to reform or revolutionize the pattern of

production by exploiting an invention, by utilizing an untried technological possibility for
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producing a new commodity, by producing an old product in a new way, by opening a new

source of supply of materials or a new outlet for products, or by organizing a new industry
(Drucker 64).

The concept of innovation and newness as an integral part of entrepreneurship is at the
heart of this definition. Innovation is the act of introducing something new, and is one of the
most difficult tasks for the entrepreneur. It takes not only the ability to create and
conceptualize, but also to understand all the forces at work in the environment. The newness
can be anything from a new product to a new distribution system to simply a new
organizational structure. John Pierpont Morgan, who developed his large banking house by
reorganizing and financing the nation's industries, is an example of an entrepreneur fitting
this definition. These organizational innovations are frequently as difficult to achieve as are
more traditional technological innovations that traditionally are associated with the word
(39-42).

The concept of an entrepreneur is further refined when principles and terms from a
business, managerial, and personal perspective are considered. The aspect of entrepreneurship
from a personal and sociological perspective has been explored in this century. This
exploration is reflected in more recent definitions of an entrepreneur: In almost all of the
definitions of entrepreneurship, there is agreement that we are talking about a kind of behavior
that includes: (1) innovative thinking, (2) the organizing and reorganizing of social and
economic mechanisms to turn resources and situations to practical account and, (3) the
acceptance of risk or failure. To an economist, an entrepreneur is one who brings resources,

labor, materials, and other assets into combinations that make their value greater than before,
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and also one who introduces changes, innovations, and a new order. To a psychologist, such

a person is typically driven by certain forces needed to obtain or attain something, to
experiment, to accomplish, or to escape authority of others. To one businessman, an
entrepreneur appears as a threat, an aggressive competitor, whereas to another businessman
the same entrepreneur may be a source of supply, a customer, or someone good to invest in
(77-92).

Entrepreneurship is the dynamic process of creating incremental wealth. The wealth is
created by individuals who assume the major risks in terms of equity, time, or career
commitment or providing value for some product or service. The production service may or
may not be new or unique but value must somehow be infused by the entrepreneur by
receiving and allocating the necessary skills and resources (Furst 6-8).

While some of these definitions and views of entrepreneurs are from slightly different
perspectives, each contains similar notions: newness, organizing, creativity, wealth, and risk
taking. Entrepreneurs are found in all professions: education, medicine, research, law,
architecture, engineering, and distribution. Entrepreneurship is the process of creating
something different with value by devoting the necessary time and effort, assuming the
accompanying financial, emotional, and social risks, and receiving the resulting rewards of
monetary and personal satisfaction. For the person who actually starts his or her own
business, the experience is filled with enthusiasm, frustration, anxiety, and hard work. There
is a high failure rate due to poor sales, intense competition, or lack of capital. The finical and

emotional risks can be very high (49-52).
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The perception that starting a new company is desirable results from an individual's

culture, subculture, family, teachers, and peers. A culture that values an individual who
successfully creates a new business will spawn more companies than one that does not. For
example, American culture places a high value on being ones own boss, having individual
opportunity, being a success, and making money, which are all aspects of entrepreneurship.
Thus, it is not surprising to find a high rate of new company formation in the United States.
In some countries successfully establishing a new business and making money is not as highly
valued and failure may even be a disgrace (65-67).

While the desire generated from the individual's culture, subculture, family, teachers,
and peers must be present before any action is taken, it must also be possible to form a new
company. There are several factors that influence the development of new ventures, such as
government, background, marketing, role models, and finances. The government contributes
by providing the infrastructure to support a new venture. In the United States there are more
and better roads, communication and transportation systems, utilities, and greater economic
stability compared to many other countries. Even the tax rate for companies and individuals in
the United States is more favorable than in many other countries. Countries that have a
repressive tax rate can suppress company formation since a significant monetary gain cannot
be achieved even if the social, psychological, and financial rewards are present (Hisrich &
Peters 99-103).

The entrepreneur also must have the background needed to make company formation
possible. Knowledge acquired from formal education and previous business experience makes

a potential entrepreneur feel capable of forming and managing a new enterprise. While




Raskin 15
educational systems are important in providing necessary knowledge of business, individuals

still tend to start successful business in fields in which they have worked (87-98). Role
models are perhaps one of the most powerful influences making company formation possible.
To see someone else succeed makes it easier to picture yourself doing a similar activity.

Marketing also plays a critical role in forming a new company. Not only must a
market of sufficient size be present, but also the marketing information on how to put together
the best total package, price, distribution, and promotion, for a successful product launching.
A company is more easily formed in an area where there is market demand.

Finally, financial resources needed to form a new company must be readily available.
While most of the start up money for any new company comes from personal savings, credit,
friends, or relatives, there is still often a need for start-up capital. Each venture has the need
for start up capital and other types of risk capital. Risk capital investors play an essential role
in the development and growth of entrepreneurial activity. Identifying and evaluating a good
opportunity is a very difficult job. Most good business opportunities do not suddenly appear
but rather result from an entrepreneur being alert to possibilities and, in some cases, by
establishing mechanisms to identify potential opportunities.

Since most entrepreneurs do not have formal mechanisms of identifying business
opportunities, some sources are often valuable: consumers and business associates, members
of the distributions systems, and technical people. Technically oriented individuals often
conceptualize business opportunities when working on other projects. However, regardless of
whether the opportunity is identified from consumers, business associates, channel members,

or technical people, each opportunity must be carefully screened and evaluated. This
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evaluation of the opportunity is perhaps the most critical element of the entrepreneurial process

as it allows the entrepreneurs to determine whether the specific product or service has the
return needed for the resources required. This evaluation process involves looking at the
creation and length of the opportunity; its real and perceived value; the risk and returns; its fit
with the personal skills and goals of the entrepreneur; and its differential advantages in the

competitive environment (Gartner 11-21).
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=1 A f the Entrepr i

Identi Ev
Creation and length of opportunity
Risk and returns of opportunity
Opportunity versus personal skills and goals
Competitive situation

Develop Business Plan
Characteristics and size of market segment

Market plan

Production requirements

Finical plan and requirements
Form of organization

Positioning and strategy for entry

Existing resources of entrepreneur
Resource gaps and available supplies
Access to needed resources

Manage the Enterprise
Management style and structure
Key variables for success
Implement control systems

(Drucker 28-30)
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While it has been assumed that entrepreneurs are less educated than the rest of the

population, this is more fiction than truth. Studies have found that entrepreneurs overall are
far more educated than the general populace. However, the type and quality of the education
received may not be valuable in the venture creation and management process. Female
entrepreneurs, who frequently suffer from math anxiety, appear to be at more of a
disadvantage than male entrepreneurs in this respect, with women frequently majoring in
nonbusiness and nonengineering disciplines because of stereotyping. Nearly 70% of all
woman entrepreneurs have a college degree, many have graduate degrees, with the most
popular college majors being English, Psychology, Education, and Sociology (Maul 33-39).
Both male and female entrepreneurs have cited an educational need in the areas of finance,
strategic planning, marketing, and management. The ability to deal with people and

communicate clearly in written and spoken word is also important in entrepreneurial activity

(44).
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Table 1-2: Amount of Education of Entrepreneurs

I. General Comparisons
A. Brockhaus reviewed four studies concluding that entrepreneurs tend to be better
educated than the general population, but less so than managers.

B. Cooper and Dunkelberg conducted a national survey of 1,805 small business
owners showing that a larger proportion of business starters or purchasers have less
than a college degree compared to those who inherit or are brought in to run the
business.

C. Gasse reports four studies where entrepreneurs are better educated than the general |
public. He also concluded the education level will vary with the industry chosen.

D. Jacobowitz and Vidler conducted 430 interviews with entrepreneurs which showed
that they do not prosper in schools. Thirty percent were high school dropouts. Only
11% graduated from a 4 year college.

II. Male Versus Female Entrepreneurs
A. Humphreys and McClung used a sample of 86 female entrepreneurs from all areas
of the state. They concluded that 54.8% of the female entrepreneurs were college
graduates. This rate surpasses the rate for males and females in general, and for male
managers and administrators.

B. DeCarlo and Lyons concluded that female entrepreneurs have more education than
the average adult female.

C. Hisrich and Brush show that 68 % of the nationwide survey of 468 female
entrepreneurs were at least college graduates.

D. Mascon and Stevins found that two thirds of their sample subjects attended college

and fifteen percent had pursued graduate degrees. They used a sample of 108 female
real estate brokerage owners in Arizona.

(Hisrich & Peters p.65)
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T -3: i Entrepreneur’

[. Studies of Entrepreneurs in General, or Male Entrepreneurs Only
A. Brockhaus and Nord found 31 St. Louis male entrepreneurs were no more likely
than female managers to have entrepreneurial fathers.

B. Cooper and Dunkelberg report 47.5% of the 1,394 entrepreneurs had parents who
owned their own business.

C. Jacobowitz and Vidler found 72% of mid-Atlantic state entrepreneurs had parents
or close relatives who were self employed.

II. Studies of Female Entrepreneurs
A. Hisrich and Brush report a nationwide sample of 468 female entrepreneurs; 36 %
had entrepreneurial fathers; 11 % had entrepreneurial mothers.

B. Mescon and Stevens found 53% of 108 Arizona real estate brokers had fathers who
were entrepreneurs. No mothers were entrepreneurs.

C. Sexton and Kent report 40% of 48 Texas female entrepreneurs had entrepreneurial
fathers, 13 percent had entrepreneurial mothers (versus 13% and 11% for 45 female
executives).

(Hisrich & Peters 67-70)
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While there have been many studies indicating personal values are important for

entrepreneurs, frequently these studies fail to indicate entrepreneurs can be differentiated based
on these values from managers, unsuccessful entrepreneurs, or even the general populace. For
example, while entrepreneurs tend to be effective leaders, this does not distinguish them from
successful managers (Drucker 122-127). While personal value scales for leadership as well as
support, aggression, conformity, creativity, veracity, and resource seeking are important for
identifying an entrepreneur, they frequently also identify other types of successful individuals.
However, studies show that the entrepreneur has a different set of attitudes about the nature of
the management process and business in general. The nature of the enterprise, and
opportunism and individuality of the entrepreneur diverge significantly from the bureaucratic
organization and the planning, rationality, and predictability of its manager. Perhaps all of
these traits are encompassed in a winning image that allows the entrepreneur to create and
enhance the new venture (130-133).

The relationship of age to the entrepreneurial career process has also been carefully
researched. In evaluating these results, it is important to differentiate between entrepreneurial
age and chronological age. Entrepreneurial experience is one of the best predictors of success,
particularly when the new venture is in the same field as prior business experience. In terms
of chronological age, most entrepreneurs initiate their entrepreneurial careers between the ages
of 22 and 55 (Shook 24-25). Although a career may be initiated before and after these years it
is not as likely. The entrepreneur requires experience, financial support, and a high energy
level in order to successfully start and manage a new venture. While an average age has little

meaning generally, when appropriate training and preparation are present, earlier starts in an
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entrepreneurial career are better than later ones. Also there are milestone years that occur at

approximately five year intervals (25, 30, 35, 40, 45, and 50) when an individual is more
inclined to start an entrepreneurial career. Generally male entrepreneurs tend to start their
first significant venture in their early 30's, while female entrepreneurs tend to do so in their
middle 30's (33-39).

Below are a few questions an entrepreneur should answer once he or she has chosen the
type of venture they will start:

1. What is the maximum amount of money I am willing to invest in the business?

$

2. What is the desired target return on my investment?
%

3. What is the minimum acceptable rate of return I will accept for my investment?
%

4. What are my strengths (education, training, experience, or personal qualities) for starting
and managing a new business?

o0 o

5. What are my weaknesses (education, training, experience, or personal qualities) for
starting and managing a new business?

o0 o




—
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6. For each weakness, what do I plan to do to reduce it (education, experience, bring in a
partner, hire an employee, etc.)?

R0 o
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Chapter 11
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| Entrepreneurial opportunities create business expansion, technological progress, and
wealth creation. Entrepreneurial activity represents one of the major engines of economic
growth and today accounts for the majority of new business development and job creation in
the United States. The importance of entrepreneurship is employment, innovation,
productivity and income growth, which has led to an increasing amount of research into why
entrepreneurship occurs.

Most of the research has tended to take a "traits" approach to entrepreneurship (Gilder

47-48). According to Gilder, the "traits" approach views entrepreneurs as individuals with
unique characteristics, the self-knowledge of which motivates individuals to establish their own
enterprises. The essential act of entrepreneurship is new entry. New entry can be
accomplished by entering new or established markets with new or existing goods or services.
New entry is the act of launching a new venture, either by a start-up firm, through an existing
firm, or internally corporate venturing. New entry is the central idea underlying the concept
of entrepreneurship (50-52).

There are five dimensions; autonomy, innovativeness, risk taking, proactiveness, and
competitive aggressiveness that have been very useful for characterizing and distinguishing key
entrepreneurial processes. The creation of a new venture is a multidimensional phenomenon
and each variable is only a single dimension of the phenomenon and can not be taken alone.
Prior researchers have suggested that there is a set of organizational processes from which

strategic decisions evolve. These take form of patterns that can be characterized and identified

across the organization. The dimensions of an individual's strategy-making process may be
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viewed as encompassing the entire range of organizational activities that involve planning,

decision making, and strategic management (Hisrich & Peters 55-68).

The history of entrepreneurship is filled with stories of self-determined pioneers who
had a unique, new idea and made a business out of it. Entrepreneurship has flourished
because independently minded people elected to leave secure positions in order to promote
novel ideas or venture into new markets, rather than allow organizational processes to inhibit
them. Within organizations as well, it is the freedom granted to individuals and teams who
can use their creativity and champion processing ideas that is needed for entrepreneurship to
occur. For new entry activity to occur the independent spirit is necessary to further new
ventures. Thus, the concept of autonomy is a key dimension of an entrepreneurial orientation.

Autonomy refers to the independent action of an individual or a team in bringing forth
an idea or a vision and carrying it through to completion. It means the ability and will to be
self directed in the pursuit of opportunities. In an organizational context, it refers to action
taken free of stifling organizational constraints. Factors such as resource availability, actions
by competitive rivals, or internal organizational considerations may change the new venture
initiatives (Peters 23-26).

Discussions of entrepreneurial activity, in the strategy making process literature, often
emphasize the role of autonomous behavior. An entrepreneur's strategy-making mode means
that decisive and risky actions are taken by a strong leader. However, evidence of autonomy
in firms may vary as a function of size, management style, or ownership. For example, in a
firm in which the primary decision maker is the owner, autonomy is implied by the rights of

ownership. The extent to which the autonomy is used may depend on the level of
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centralization or the extent of delegation, and this may be related to organizational size as well

(28-32).

In studies of small firms, researchers have examined the nature and extent of
autonomous behavior by investigating how centralized the leadership is and how often
managers delegate authority and rely on technical expertise. Researchers have found that the
most entrepreneurial firms had the most autonomous leaders (Drucker 56). For example, in
small simple firms, high levels of entrepreneurial activity were associated with the chief
executives who maintained strong central authority and also acted as the firm's knowledge
leader by being aware of emerging technologies and markets.

To promote entrepreneurship, many large firms have engaged in changes in
organizational structure such as flattening hierarchies and delegating authority to operating
units. These moves are intended to foster autonomy, but the process of organizational
autonomy requires more than a design change. Firms must actually grant autonomy and
encourage organizational players to exercise it. In some firms the process involves champions
who promote entrepreneurial activity by shielding the new venture innovators from
organizational norms or resource constraints that might cause the new enterprise to be
rejected. The exercise of organizational autonomy is often characterized by a two-stage
process involving a project definition that is carried out by autonomous organizational
members and a project impetus that is carried out by champions who sustain the autonomous
efforts. It has been found, for example, that initial internal corporate venturing efforts were
conducted by corporate R&D departments operating outside the confines of the current

corporate strategy (43-56).
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Entrepreneurship can be the competitive entry of innovative "new combinations" that

propel the dynamic evolution of the economy. Thus, "innovativeness" has become an
important factor used to characterize entrepreneurship. Innovativeness reflects a firm's
tendency to emerge in and support new ideas, novelty, experimentation, and creative processes
that may result in new products, services, or technological processes. Although innovations
can vary by their degree of risk, overall they represent a basic willingness to depart from
existing technologies or practices and venture beyond the current state of the art (Schafer
19-22). There are numerous methods by which to classify innovations. The most useful
distinction is between product market innovation and technological innovation. Until recently,
most research has focused on technological innovativeness, which consists primarily of
product and process development, engineering, research, and emphasis on technical expertise
and industry knowledge. Product market innovativeness suggests an emphasis on product
design, market research, and advertising and promotion. Innovativeness is an important
component of entrepreneurial activity, because it reflects an important means by which firms
pursue new opportunities (24-27).

Evidence of firm innovativeness may take several forms. In the broadest sense,
innovativeness may occur along a continuum from a simple willingness to either try a new
product line or experiment with a new advertising venue, to a passionate commitment, or to
master the latest in new products or technological advances. To capture this range of activity,
numerous methods have been employed to measure innovativeness. For instance, in a study of
innovative responses to changes in the environment, managers from 56 firms were asked

about their willingness to discard old beliefs and explore new alternatives and the way in
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which they valued and rewarded experimentation. The level of expenditures and number of

resources dedicated to research and development represent a firm's involvement in innovation
activities.

Innovation also creates a resource. There is no such thing as a "resource” until people
find a use for something in nature and thus endow it with economic value. Until then, every
plant is a weed and every rock is just another rock. Not much more than a century ago,
neither oil seeping out of the ground nor bauxite, the ore of aluminum, were resources. They
were nuisances; both render the soil infertile. The penicillin mold was a pest, not a resource.
Bacteriologists went to great lengths to protect their bacterial cultures against contamination by
it. Then in the 1920's, a London doctor named Alexander Fleming, realized that this "pest”
was exactly the bacterial killer bacteriologists had been looking for, and the penicillin mold
became a valuable resource (Drucker 36-37).

The same holds true in the social and economic spheres. There is no greater resource
in an economy than purchasing power. But purchasing power is the creation of the innovating
entrepreneur. The early entrepreneurship literature equated the idea of entrepreneurship with
working for oneself. Along with this type of work came the idea of assuming personal risk.
The principle factor that separates entrepreneurs from hired employees is the uncertainty and
riskiness of self employment. The concept of risk taking is a quality that is frequently used to
describe entrepreneurship.

All business endeavors involve some degree of risk, so that it is not meaningful to
think in terms of "absolutely no risk." The range of risk-taking behavior extends from some

nominal level- "safe" risks, such as depositing money in a bank, investing in T-Bills, or

R T e et e I e S
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restocking the shelves, to highly risky actions such as borrowing heavily, investing in

unexplored technologies, or bringing new products into new markets (Shook 121-124).
According to the Small Business Administration, a new business that is less than five
years old fails each day. To help evaluate whether someone has the abilities necessary to
become a successful entrepreneur one can take an Assessment Quiz. After reading the quiz in
Table 2-1 one should count the number of yes answers. Each yes equals one point and if the

score is 13 to 20 points, one shows evidence of entrepreneurial drive is not as apparent. If the

score is below 13 points, the entrepreneurial drive is less apparent.
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1. Can you start a project and see it through to completion in spite of a myriad of obstacles?
yes no

Can you make a decision on a matter and then stick to the decision even when challenged?
yes no

Do you like to be in charge and be responsible? yes no

Do other people you deal with respect and trust you? yes no

Are you in good physical health? yes no

Are you willing to work long hours with little immediate compensation? yes no

Do you like meeting and dealing with people? yes no

Can you communicate effectively and persuade people to go along with your dream?
yes no

9. Do others easily understand your concepts and ideas? yes no

10. Have you had extensive experience in the type of business you wish to start? yes no

11. Do you know the mechanics and forms of running a business (tax records, payroll,

balance sheets and etc.)? yes no

12. Is there a need in your geographic area for the product or service you are intending to
market? yes no

13. Do you have the skills in marketing and/or finance? yes no

14. Are other firms in your industrial classification doing well in your geographic area?
yes no

15. Do you have a location in mind for your business? yes no

16. Do you have enough financial backing for the first year of operations? yes no

17. Do you have enough money to fund the start-up of your business? yes no

18. Do you know the suppliers necessary for your business to succeed? yes no

19. Do you know the individuals who have the talents and expertise you lack? yes no
20. Do you really want to start this business more than anything else? yes no

o
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(Hisrich & Peters 90-92)
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The term proactive means acting in anticipation of future problems, needs, and

changes. Proactiveness may be crucial to an entrepreneur because it suggests a
forward-looking perspective that is accompanied by innovative or new-venturing activity.
Although closely related to competitive aggressiveness, there is an important distinction
between it and competitive aggressiveness that needs to be clarified. Proactiveness refers to
how a firm relates to market opportunities in the processes of new entry. It does so by seizing
initiative and acting opportunistically in order to "shape the environment," and to influence
trends and even create demands. Competitive aggressiveness refers to how firms relate to
competitors, how firms respond to trends and demand that already exist in the market peace.
Previous researchers have operationalized firm-level proactiveness by asking managers about
the firms tendency to lead rather than follow in the development of new procedures and
technologies and the introduction of new products or services (Hisrich & Peters 77-89).

Because proactiveness suggests an emphasis on initiating activities, it is closely related
to innovativeness. Researchers conducted a factor analysis on a 12-item innovativeness,
risk-taking, proactiveness scale. The products and services that firms proactively bring to the
market also may reflect innovativeness. This may be the case when a firm enters a foreign
market with products that are proven in their domestic markets, but uniquely meet unfilled
demand in an untapped market (121-127).

Young firms are particularly susceptible to the "liability of newness" and, therefore,
must take steps to establish legitimacy and power relative to suppliers, customers, and other

competitors. Because new ventures are much more likely to fail than establish businesses,
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many scholars have argued that an aggressive stance and intense competition are critical to the

survival and success of new entrants (Drucker 14-39).

Competitive aggressiveness refers to a firm's propensity to directly and intensely
challenge its competitors to achieve entry or improve position and outperform industry rivals
in the marketplace. Competitive aggressiveness is characterized by responsiveness, which
may take the form of head-to-head confrontation when a firm enters a market that another
competitor has identified. For example, this occurs when a firm lowers prices in response to a
competitive challenge. Competitive aggressiveness also reflects a willingness to be
unconventional rather than rely on traditional methods of competing. Evidence of competitive
aggressiveness may take several forms. Activities aimed at overcoming rivals may include
setting ambitious market-share goals and taking bold steps to achieve them, such as cutting
prices and sacrificing profits or spending aggressively compared to competitors on marketing,
product service and quality, or manufacturing capacity (Webster 54-60). A "fast-followers"
approach offer is used by firms to aggressively bring new products to market. This approach
is accomplished by speeding up the product-development cycle time. Researchers found that
the most successful aggressive firms were those that did not go away from broadly defined
markets "in terms of the number, sizes, and types of their customers, as well as the breadth of
their product line."

Entrepreneurs are paying increased attention to what should be the focal point of the
idea for a new product or service. This can take the form of monitoring ideas mentioned on

an informal basis or formally arranging for consumers to have an opportunity to express their

opinions (Eisenhardt & Schoonhoven 504-510). Entrepreneurs should also establish a more
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formal method for monitoring and evaluating the products and services being offered by

existing or new companies. Frequently this analysis uncovers ways to improve on these
present offerings, resulting in a new venture being formed. Members of the distribution
channels are also excellent sources for new ideas. Because of the familiarity with the needs of
the market, channel members frequently have suggestions for completely new products. These
members also be a source of help in marketing the new idea once it is developed by the
entrepreneur (511).

The federal government can be helpful in finding and developing new product ideas in
two ways. First, the files of the Patent Office contain numerous new product possibilities.
Although the patents themselves may not be feasible new product introductions, they can
frequently suggest other, more marketable, new product ideas. There are several government
agencies and publications that can be helpful with patent monitoring. The Official Gazette,
published weekly by the U.S. Patent Office, summarizes each patent granted and lists all
patents available for license or sale. The Government Patents Board publishes lists of
abstracts of thousands of government-owned patents. There are other government agencies,
such as the Office of Technical Services, that also assist entrepreneurs in obtaining specific
product information (Gilder 19-23).

Second, new product ideas can come from government regulations. For example, the
Occupational Safety and Health Act (OSHA), aimed at eliminating unsafe working conditions
in industries, mandated that first aid kits be used in businesses employing more than three
people. These kits must contain specific items, depending on the industry. The

weather-proofed first aid kit needed for a construction company is different than the one
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needed by a company manufacturing facial cream. In response to OSHA, both established and

newly formed ventures marketed a wide variety of first aid kits (32-39).

The largest source for new ideas is the entrepreneur's own research and development
department, whether this is a more formal endeavor connected with current employment or an
informal lab in the basement or garage. The more formal research and development
department is often better equipped to develop successful new product ideas.

Frequently, there a problem in coming up with a new idea. There are several methods
available that the entrepreneur can use to help generate and test new ideas. Some of the most
useful methods include focus groups, brainstorming, and problem inventory analysis.

Focus group interviews have been used in many different areas since the 1950's. This
method consists of a moderator leading a group of people through an open, in-depth discussion
rather than simply asking questions to solicit participant response. The moderator focuses the
discussion of the group on the new product area in either a directive or nondirective manner
(101-112). A focus group is also an excellent method for initially screening ideas and
concepts. There are several procedures available to more quantitatively analyze and interpret
the results. The focus group is becoming an increasingly useful method for generating new
product ideas for an entrepreneur (115).

The brainstorming method is based on the fact that people can be stimulated to greater
creativity by meeting with others and participating in organized group experiences. The
entrepreneur can gather a group of people to discuss and generate new ideas. Many of the

ideas generated have no basis for further development, but frequently one or two ideas
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emerge. This occurs more often when the brainstorming effort focuses on a specific area.

When using this method, the following four rules need to be followed: (Peters 44-47).

1. No criticism is allowed- no negative comments.

2. Freewheeling is encouraged - the wilder the idea the better.

3. Quantity of ideas is desired - the greater the number the more the likelihood of

useful ideas emerging.

4. Combinations and improvements of ideas are encouraged - ideas of others can be

used to produce still another new idea.

Problem inventory analysis is another method of generating new ideas which uses
individuals in a manner analogous to focus groups. However, instead of generating new ideas
themselves, consumers are provided with a list of problems from a general product category.
They are then asked to identify and discuss products in this category that have the particular
problem. This method is often very effective as it is easier to relate known products to
suggested problems and arrive at a new product idea than to generate an entirely new product
idea by itself (Hisrich & Peters 55-79).

Results from product inventory analysis must be carefully evaluated as they may not
actually reflect a new business opportunity. For example, General Foods' introduction of a
small, compact cereal box in response to the problem that the available boxes did not fit well
on the shelf was not successful. The perceived problem of package size appears to have very
little effect on actual purchasing behavior. To ensure the best results, problem inventory
analysis should be used primarily to identify product ideas to further in depth study to
determine their importance to customers (Birley 156-159).

In the checklist method, a new idea is developed through a list of related issues or

suggestions. The entrepreneur can use the list of questions or statements to guide the direction
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of developing entirely new ideas or concentrating on specific idea areas. The checklist may

take any form. Below is one example of a checklist:

Put to other uses? New ways to use as-is? Other uses if modified?

Adapt? What else is like this? What other ideas does this suggest?

Modify? New twist? Change meaning, color, motion, odor, form, shape?
Magnify? What to add? More time? Greater frequency? Stronger?

- Modify? What to substitute? Smaller? Condensed? Miniature? Lower? Shorter?
- Substitute? Who else instead? What else instead? Other ingredient? Other
material?

- Rearrange? Interchange components? Other pattern? Other layout? Change
schedule?

- Reverse? Transpose positive and negative? How about opposites? Turn it
backwards?

- Combine? How about a blend, an alloy, an assortment, an ensemble? Combine
units?

L}

(Shook 55-59)

Once ideas emerge from idea sources or creative problem solving, they need further
development and refinement into the final product or service to be offered. This refining
process- the product planning and development process- is divided into five major stages: idea
stage, concept stage, product development stage, test marketing stage, and commercialization.

In the idea stage, the suggestions for new products or services are obtained and
screened to determine which are good enough to receive more detailed evaluation. Screening
criteria must be established that reflects the entrepreneur's strengths, weaknesses, and
resources.

Ideas that pass the initial screening enter the concept stage, where they are developed
into more elaborate concepts by considering the needs of potential buyers. A tentative
business plan describing the product features and the needed marketing program should be

developed. Whenever possible, a sample of potential buyers should evaluate the concept.

B e e L e




Raskin 38
Once the concept for the new product has been approved, it is further developed and

refined into a prototype and tested in the product development stage. In this stage, the
technical and economic aspects of the new product are assessed by assigning the necessary
specifications to members of research and development. Unless the need for excessive capital
expenditures makes it impossible, laboratory tested products should be created and produced
on a pilot run basis to allow for production control and product testing. Whether or not the
potential new product has features superior to currently available products should be
determined by consumer testing (Dess 401-405).

While the results of the product development stage provide the basis of the final
marketing plan, a market test can be done to increase the certainty of successful
commercialization. This last step in the evaluation process, the test marketing stage, provides
actual sales results that indicate the degree of probability of a successful product launch and
company formation.

Another way to start an entrepreneurial career is by acquiring an existing business.
While this does not occur as frequently as the development of an individual's idea, acquisitions
can provide the entrepreneur with an excellent way to get into a business. An acquisition is
the purchase of a company or a part of it so that the acquired company is completely absorbed
and no longer exists as a business entity. An acquisition can take many forms, depending on
such factors as the goals and position of the parties involved in the transaction, the amount of
money involved, and the type of company.

In the final analysis, the key issue in buying a business is agreeing on a price, although

successful purchase of a business actually entails much more. Often the structure of the deal
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can be more important to the parties involved and the resultant success of the transaction than

the actual price (413-417).

A prime concern of the entrepreneur is to maintain the focus of the new venture as a
whole. Whether the acquisition will become the core of the new business or represents a
needed capability, such a distribution outlet, sales forces, or production facility, the
entrepreneur must ensure that it fits into the overall direction and structure of the venture.

All entrepreneurs must develop a businesses plan. A business plan is an important
requirement for seeking venture capital from banks and investors. Furthermore, a business
plan assists the entrepreneur in defining the goals and the objectives of the start up and how
they will be achieved. Intelligent planning is not a difficult or impossible exercise for the
inexperienced entrepreneur. With proper commitment and support from many outside

resources the entrepreneur can prepare an effective business plan.
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Small Business Administration
Department of Commerce
Federal information centers
Bureau of Census

State and municipal governments
Banks

Chamber of Commerce

Trade associations

Trade journals

Libraries

Universities and community colleges

(Drucker 28-30)




Raskin 41
The depth and detail of the business plan depends on the scope of the proposed new

venture. An entrepreneur planning to market a new portable computer will need a more
comprehensive business plan, largely because of the nature of the product and market pursued.
However, an entrepreneur who plans to open a flower shop will not need the comprehensive
coverage required by a new computer manufacturer. The difference in the scope of the

business plan may be dependent on whether the new venture is a service, involves

manufacturing, or is a consumer good or industrial product. The size of the market,
competition, and potential growth may also affect the scope of the business plan (Drucker
66-69). |
The business plan is valuable to the entrepreneur, potential investors, or even for the
review of new personnel. The business plan is important to these people because:
- It helps determine the viability of the venture in a designated market.
- It provides guidance to the entrepreneur in organizing his or her planning activities.
- It serves as an important tool in helping to obtain financing.
Potential investors are very particular about what should be included in the business
plan. Even if some of the information is based on assumptions, the thinking process required
to complete the plan is a valuable experience for the entrepreneur since it forces him or her to
assess such things as cash flow and cash requirements. Furthermore, the thinking process
takes the entrepreneur into the future and considers important issues that could impair the road
to success (Hisrich & Peters 22-35).
The process also provides a self assessment of the entrepreneur. Usually, he or she
feels that the new venture is assured of success. However, the planning process forces the

entrepreneur to bring objectivity to the idea and reflect on such questions as: Does the idea
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make sense? Will it work? Who is my customer? Does it satisfy customer needs? What kind

of protection can I get against imitation by competitors? Can I manage such a business? Who
will I compete with?

An outline of a business plan is shown in Table 2-3.
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enough capital."). In these cases it is very hard to separate the effects of bad timing, bad

management, and bad luck (Schell & Wiley 87-89).

Usually the financial risks involved in starting a new enterprise are numerically low,
but of great importance to the entrepreneur. They involve the entrepreneur's savings, house
equity, and a temporary reduction in salary. Often the spouse will have to go to work. Many
people are unwilling to even consider a reduction in their standard of living or in their
financial security in order to start a new company. They are not entrepreneurs at heart (Fleury
102-111).

Career risk is the risk that having stepped outside one's profession for a few years,
reentry may be difficult. Certain professions such as law are structured to permit an
interruption in one's career for a few years without excessive penalty. A professor, leaving
his position, may miss an opportunity to achieve tenure. A scientist starting a small company
may discover that the demands on his or her time are so heavy that one loses touch with his or
her colleagues, funding sources, and the broader front of research progress in his or her field.
A senior executive may relinquish seniority, vested savings, stock options, or retirement
benefits earned. A skilled machinist may relinquish seniority in his union (210-215).

The level of personal risk is the most difficult of all to analyze. It is difficult because it
involves one's own family members, social friends, and others whose reactions may be harder
to predict than one's own. Unlike financial cost, which may be avoided under some
circumstances, the commitment of almost all one's leisure time and energies is usually
inescapable in starting a new company. Vacations have a way of getting postponed

indefinitely. Meals get cold. Weekend outings vanish from the calendar. Reduced family
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cash flow may dictate fewer dinners out, less entertaining, and so on. These factors put a

strain upon any household.

In summary, of all the risks, financial, career, and personal, it is the latter that usually
proves to be the most important, because the costs are the least escapable and its total impact
is the least predictable. A demolished home life is a high price to pay for business success,
and can ultimately undermine the company itself. Here are some ways in which entrepreneurs
have dealt with this problem:

1) Set aside a sacred day and make it an inviolable rule always to be home and never
to schedule work or meetings. This is harder than it sounds.

2) Make sure your secretary reminds you of social engagements, your spouse's and
your kids birthdays, and anniversaries, so that something happens, even if you are not
home.

3) Substitute the three-day weekend for vacations. Four or five short trips a year will
go far in refreshing mind and spirit if time and finances don't permit a regular
vacation.

4) Occasionally, conduct business over breakfast, and meet your husband or wife in
town for lunch.

5) Put your spouse to work on specific company problems, for example, getting the
mail out, typing some memos, decorating the lobby, designing the brochure, and
shopping for office equipment. As his or her time/or interests permit, involve your
spouse in a full or part-time professional capacity, as a partner, employee, or
consultant.

6) Keep your spouse informed. Even if he or she can not fully appreciate the
breakthrough you are aiming towards in the laboratory, or the big contract you are
hoping to win, he or she will appreciate your sharing your hopes and problems, and
your not shutting him or her out of your big adventure.

In addition to helping, they will gain insights into the entrepreneurs problems, and a
sense of sharing in the venture. But be sure that the company pays him or her whatever the
going rate is for the work. Do not hesitate to use him or her as a sounding board when you

are thinking aloud about a problem (Brandt 12-22).
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Choosing this topic for a thesis was not a hard decision for this author. Ever since she

was in high school she has wanted to own a small business. The author remembers contacting
several franchise companies and having them send her information. In addition, the author
would go to the library and read books on this topic. Whenever a term paper of choice was
assigned she would write about entrepreneurship.

After doing an extensive amount of research dealing with the qualities needed to be a
successful entrepreneur, the author thinks that she has all of the five qualities. After
completing her masters degree the author plans to focus on what type of small business she
wants to start. The author truly looks forward to this experience and believes it will be a

positive one.
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