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Abstract

In developing South Africa, a complex web of interacting historical, economic,
organisational, social and personal factors influences entrepreneurial endeavour.
Such phenomena cannot easily be explained by a priori theories largely based on

data from the Western developed world rather than the developing world.

The purpose of the study was to develop a mid-range theory of venture creation
in a developing country, based on an in-depth understanding of the experiences

of a sample of South African opportunity entrepreneurs.

A multiple case-study design was selected. The research was delimited by
focusing on entrepreneurs in South Africa currently or recently engaged in
venture creation for opportunity-based, rather than survivalist, enterprises. A
series of ‘thick’ narrative descriptions of individual entrepreneurs engaged in the
start-up process was prepared. This was followed by within-case and cross-case
analysis and comparison with the literature. Data analysis was conducted in the
tradition of grounded theory, which is only rarely seen in the entrepreneurship

literature.

The primary theoretical contribution of this study is an enhanced perspective of
the venture creation process and its sub-processes. The model synthesises the
efforts of other scholars, incorporates the lived experience of entrepreneurs in
this study, adds new components to conventional models of new venture

creation, and reconsiders the ordering of events in the process.
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Part I: Foundation for the research

This part comprises chapters 1 to 3. Chapter 1 is the introduction to the research and
outlines the rationale for the study. Chapter 2 contains a review of the literature
relevant to the research question. Chapter 3 details the research design and

methodology used in the conduct of the study.
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CHAPTER 1. INTRODUCTION TO THE STUDY

This chapter outlines the rationale for the study. It argues that entrepreneurship is
practically and theoretically significant, that it is both important and relevant to the

South African environment.

In developing South Africa, a complex web of interacting historical, economic,
organisational, social and personal factors influences entrepreneurial endeavour.
Such phenomena cannot easily be explained by a priori theories that are largely
based on data from the Western developed world rather than the developing world.
The research problem therefore focuses on gaining a deeper understanding of the

venture-creation process from the perspective of entrepreneurs themselves.

1.1. The significance of entrepreneurship as a field of study

Since the middle of the 20th century, entrepreneurship has been the subject of study
in a broad range of disciplines, including biology (White, Thornhill and Hampson,
2006), psychology (Shaver and Scott, 1991), sociology (Reynolds, 1991), business
strategy (Chrisman, Bauerschmidt and Hofer, 1998) and fiction (Ramesh, 2005). The
scope and volume of this work suggest that scholars and practitioners alike view
entrepreneurship as relatively rare, important and different from other business

domains.

Not only do very few people start businesses, even fewer succeed (Shane, 2008).
Entrepreneurship is considered a distinctive domain because it focuses on a special
kind of individual (Bolton and Thompson, 2004), who creates a new product or
service and operates under conditions of risk and uncertainty (Amit and Glosten,
1993). This has given rise to the popular notion of the ‘heroic’ nature of
entrepreneurial effort (Ogbor, 2000; Mitchell, 1997).

The study of entrepreneurship is considered practically and theoretically important
because it is the mechanism by which society converts technical information into
goods and services, and inefficiencies in an economy are discovered and corrected

(Shane and Venkataraman, 2000). It is generally agreed that innovation, growth and
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development in any economy are achieved by virtue of entrepreneurship (Acs,
Arenius, Hay and Minniti, 2004), notwithstanding that only a minority of new ventures
can be termed highly innovative (Scheepers, 2005). The entrepreneur is also known
as a fundamental worker in the job of wealth creation (Mitchell, Busenitz, Lant,
McDougall, Morse and Smith, 2002).

Moreover, the need for entrepreneurial capabilities such as risk-taking and innovation
is believed to be increasing, as governments and parastatals join businesses in the
drive to become more efficient and more effective (Rwigema and Venter, 2004) and
as knowledge-based economies become globally more prevalent (Henderson and
Robertson, 1999).

1.2. Relevance to the South African environment

In South Africa, the importance of entrepreneurship to the nation’s development can
hardly be overestimated. Small business accounted for over 40% of GDP in 2002
and provided some 57% of jobs (Louw, van Eeden, Bosch and Venter, 2003;
Statistics South Africa), making it critically important, given a current unemployment
rate of between 26% and 40% (World Bank, 2007). Approximately 400 000 jobs must
be created annually simply to halt growing unemployment (Rwigema and Venter,
2004), since the formal economy is currently absorbing only about 10% of those
entering the job market each year (World Bank, 2007). This situation exists despite
South Africa’s position as the largest economy on the continent and relatively high
GDP growth rates (World Bank, 2007).

Moreover, entrepreneurship is frequently seen as a mechanism for achieving more
widespread social stability (Ladzani and van Vuuren, 2002), as a vehicle for poverty
relief and socio-economic empowerment (Schlemmer and Hudson, 2004) and a
means of enhancing the nation’'s global competitiveness (Rogerson, 2004). The
confluence of these factors makes entrepreneurship in South Africa particularly
significant to social and economic development, thereby also making it a relevant

and important subject of study in this country.

However, the economic contribution of South Africa’s entrepreneurial sector is well
below the developing-country norm (Foxcroft, Wood, Kew, Herrington and Segal,
2002; Orford, Wood, Fischer, Herrington and Segal, 2003; Orford, Wood, Herrington,
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Shay, Hudson and Goldstuck, 2004) and has shown no improvement since 2001
(Maas and Herrington, 2006). The Global Entrepreneurship Monitor (GEM) reports
that the total entrepreneurial activity (TEA) index for the South African population is
relatively low at 5.3%, especially compared to other developing countries, where it
averages a comparatively large 14.8% (Maas and Herrington, 2006). As a basis for
comparison, the TEA rate in Brazil is 14%, 13% in Argentina, which has a similar
GDP per capita to South Africa and 32% in Uganda, an economy which is

substantially smaller than South Africa’s (Acs et al, 2004).

The data from the GEM report is supported by findings from the latest Labour Force
Survey (LFS) published by Statistics South Africa (2007). According to this survey, of
30.4 million South Africans in the labour market, 6.2% are running their own
businesses, which is consistent with findings from the GEM studies (Orford et al,
2004).

Compared to other developing countries, South Africa also suffers from a relatively
low proportion of opportunity-seeking, as opposed to necessity enterprises. The
former entrepreneurs are taking advantage of a perceived business opportunity,
while the latter are people who have no better options for work. Opportunity-seeking
entrepreneurs are more likely to create high growth firms and are generally thought
to have a greater economic impact than necessity entrepreneurs, since they account
for a disproportionate number of all jobs and wealth created by new ventures
(Nicholls-Nixon, 2005; Audia and Rider, 2005).

The rate of opportunity entrepreneurship is currently 3.5%, well below the global
average of 6.8% and the developing-country average of 9.7% (Maas and Herrington,
2006). In addition, South Africa has relatively high start-up failure rates compared to
other developing countries (Orford et al, 2004). Moreover, the majority of existing
new ventures innovate relatively little with only 15% claiming their products are new
to all customers, only 11% claiming they were highly differentiated from competitors

and fewer than 1% making use of the very latest technologies (Scheepers, 2005).

Historical conditions have clearly played an important role in discouraging
entrepreneurial activity in the broader population (Rwigema and Venter, 2004).
Barriers to entry were legislated in many markets, with the result that several sectors

of the South African economy were dominated by large corporations, leaving little
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space for an SMME — or small, medium and micro enterprise — economy to flourish

(Kirsten and Rogerson, 2002).

Entrepreneurial activity, particularly among the black majority, was actively
suppressed under the previous dispensation (Schlemmer and Hudson, 2004). A poor
education system created several generations of people who were disempowered,
lacking the basic knowledge and skill required for starting businesses, and socialised
to seek employment rather than entrepreneurship (Louw et al, 2003; Nasser, du

Preez and Hermann, 2003).

This situation persists despite a multitude of private and public sector efforts to
identify, educate, finance and support entrepreneurial enterprises at every level of
South African society — particularly in the past decade (Rogerson, 2004; Nasser et al,
2003). Government has built a comprehensive framework for stimulating growth of
the SMME sector (World Bank, 2007), including establishing several funding
institutions, business incubators and a country-wide network of advice and support

centres.

Although there has been a steep rise in the number of new business registrations
between 1990 and 2002 (World Bank 2007), it is considered misleading to view net
growth in numbers of SMMEs as an indication of programme success (Rogerson,
2004). Other economic and social (Pretorius and van Vuuren, 2003) indicators of

success have been disappointing.

A World Bank (2007) study of the effectiveness of government’s programmes
describes them as suffering from a number of important flaws, including: over-
ambitious programme goals; lack of targeting; duplication of effort; and an excessive
administrative burden. These efforts have generally been in line with ‘best practice

strategies’ pursued elsewhere in the world (Rogerson, 2004).

However, given that the study of entrepreneurship in the developing world has been
largely neglected until relatively recently (Acs and Kallas, 2007; Lingelbach, De La
Vina and Asel, 2005), programmes intended to develop entrepreneurial activity are
likely to have been based on ‘imported’ beliefs and techniques (Mintzberg, 2006;
Mueller and Thomas, 2000). It may be that existing entrepreneurial stimulation and
support programmes have not been successful because they have not adequately

taken into account the complex web of interacting historical, economic,

5
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organisational, social and personal factors peculiar to the South African environment
(Rwigema and Venter, 2004; Mueller and Thomas, 2000).

Business start-ups did occur in South Africa, even when an entrepreneurially
inhibiting environment prevailed. This suggests that, given a context which clearly
does not encourage small business, other factors may be influencing perceptions of

the desirability and feasibility of entrepreneurship in the South African context.

Exploring that which is systematic and effective entrepreneurial action (Mitchell, Friga
and Mitchell, 2005), and understanding the complexity of the individual and
environmental influences on venture creation will allow for the development of an
integrative model of the entrepreneurial process (Gartner, 1985; Gnyawali and Fogel,
1994; Shane 2003) that is relevant to South African conditions.

1.3. Explanatory power of prior studies

Although the literature is rich in multi-disciplinary perspectives of this complex multi-
level phenomenon, there is no obvious explanation for the low rates of
entrepreneurial activity in South Africa, at least partly because developing world
entrepreneurship has only rarely been the subject of study in the literature as a whole
(Acs and Kallas, 2007; Lingelbach et al, 2005).

It may be that structural factors prohibit the emergence of opportunities (Orford et al,
2004; Shane, 2003; Gnyawali and Fogel, 1994). It may be that individuals are not
capable of identifying the opportunities that exist because they lack the requisite
creative, planning or visionary skills (Gaglio, 2004; Ward, 2004; Baron, 2003).
Perhaps potential entrepreneurs have no desire to pursue new venture creation or
perhaps they do not believe they are capable of doing so (Krueger, Reilly and
Carsrud, 2000).

Cognitive (Baron, 2003) and affective (Forgas, 1995) capabilities may be inhibiting
their ability to identify new means-ends frameworks or to evaluate risk effectively
(Mullins and Forlani, 2005). An unsupportive family, a lack of entrepreneurial role
models or a paucity of strong social networks (Anderson and Miller, 2003) may make

resource assembly particularly difficult.
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Alternatively, it may be that South African economic and legislative conditions
represent an inhibiting operating environment (Ardagna and Lusardi, 2008; Hudson,
2004), or that entrepreneurial strategy is misaligned with industry structure
(Sandberg and Hofer, 1987). Perhaps cultural values discourage individual enterprise

or a bias for action (Tiessen, 1997; Mueller and Thomas, 2000).

Realistically, it is likely that all these variables influence new venture creation in
South Africa in different ways for different individuals, in different combinations, at
different times and in different places. In this respect, there is no such thing as an
‘average’ entrepreneur or a ‘typical’ venture (Gartner, 1985; Korunka, Frank, Lueger
and Mugler, 2003). However, existing models of venture creation use generalised
categories and tend not to distinguish between different types of entrepreneurial

experience (Bhave, 1994).

Many of the conceptual frameworks used in entrepreneurial research are developed
a priori, on the basis of informal observation, conjecture or prior theoretical
arguments, which may not consider the lived experience of venture creation as
perceived by entrepreneurs themselves (Kets de Vries, 1996). Indeed, recent studies
found systematic differences between ‘experts’ in the field of entrepreneurship and
entrepreneurs themselves with respect to their attributions of the factors that cause
and impede small business (Rogoff, Lee and Suh, 2004; Verheul, Uhlaner and
Thurik, 2005).

The literature has suffered from a lack of methodological variety (Ogbor, 2000;
Gartner and Birley, 2002; Hindle 2004), and is dominated by ‘mono-factorial
explanations and simplifications’ (Zafirovski, 1999). Only 18% of the studies
conducted in the ten years ending 2001 used qualitative methods (Chandler and
Lyon, 2001). Most empirical studies have run the risk of common method variance
because of the use of single-source data (Chandler and Lyon, 2001), and analytical

techniques are relatively unsophisticated (Hindle, 2004).

The South African environment is such that an exploration of venture creation must
consider a complex web of interacting historical, economic, organisational, social and
personal factors, that cannot easily be explained by a priori theories that are largely

based on data from the Western developed world rather than the developing world.
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A deeper understanding of the venture-creation process from the perspective of the
entrepreneurs themselves is therefore expected to prove helpful in the development
and implementation of policies and programmes to encourage and support much-
needed entrepreneurial activity in South Africa. This suggests that a study which
seeks to build a grounded theory of the venture-creation process in a developing
country such as South Africa might have much to add to the body of

entrepreneurship literature as a whole.

1.4. Research question

The main purpose of the study was to develop a mid-range theory of venture creation
in a developing country, South Africa, based on an in-depth understanding of the
experiences of a sample of South African opportunity entrepreneurs currently or

recently engaged in setting up a new venture.

The study was specifically designed to contribute to knowledge and understanding by
addressing key issues in the scholarly literature that inhibit the explanatory power of
previous research as it relates to entrepreneurship in South Africa. These issues

include:

e The lack of a common definition of entrepreneurship

e Treating entrepreneurs as an homogenous group

e The tendency to ignore the entrepreneur’s point of view

e Failure to adopt an holistic view of new venture creation and instead to focus
on a single level of analysis

e Treating the new venture process as linear and additive

e Assuming that there is no difference between entrepreneurship in the

developed and the developing world
These issues are discussed in detail in Chapter 2 Literature Review, which informed
the definition of the research question and formed the basis of the comparative
method adopted in data analysis.

Key research questions that have been explored include:

¢ What do individuals actually do at each stage of the start-up process? What

are they thinking? What are they feeling? What do they need most/least?
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o How do different personal, social, organisational and environmental factors
interact to influence the decision to pursue or not to pursue an entrepreneurial
venture?

e What does success mean to South African entrepreneurs? At what stage of
the process do they consider themselves to have been successful? At what
stage of the process are they most vulnerable to failure? In what way?

o How do South African entrepreneurs experience the process of new venture

creation?

This research contributes to existing practice by setting out to address the real-world
problem (Mouton, 2001) of how best to attract economically active South Africans to
the venture-creation process. It is envisaged that the research will inform policy-
making and support programme development and implementation, as well as having

implications for resource-holders and entrepreneurs themselves.

The research is intended to contribute to the existing body of literature on
entrepreneurship in three ways. Firstly, the research examines venture creation from
the perspective of process theory rather than from the perspective of variance theory
(Langley, 1999). Secondly, the research uses a qualitative, case-study methodology
to consider the phenomenon at multiple levels of analysis and from multiple
perspectives, an approach which is seldom used in entrepreneurial research (Ogbor,
2000; Gartner and Birley, 2002; Hindle 2004; Chandler and Lyon, 2001). Thirdly, the
research serves to extend existing theories of venture creation that do not adequately
describe the process as experienced by South African entrepreneurs (Eisenhardt,
1989).

1.5. Overview of design and methodology

A multiple case-study design was selected, as detailed in Chapter 3. The case-study
design is characterised by a focus on the dynamics of a single setting (Eisenhardt,
1989), and on understanding a contemporary phenomenon in its real-life context
(Yin, 1981). Multiple cases assist in the theory-creation process because such a

design permits replication and extension (Eisenhardt, 1991).

The research was delimited by a focus on entrepreneurs in South Africa who are

currently or were recently engaged in venture creation for opportunity-based, rather
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than survivalist, enterprises. Although opportunity-based enterprises account for a
minority of all entrepreneurial ventures in South Africa, they are believed to account
for a disproportionate share of job creation and economic growth. For this reason, the
study focuses exclusively on this group. Two semi-structured interviews of 1-2 hours’
duration were conducted with each ‘core’ respondent, followed by interviews with a
colleague and a family member of each core respondent. Interviews were taped and

transcribed and then coded using computer-aided qualitative analysis software.

Data analysis was conducted in the tradition of grounded theory, which is only rarely
seen in the entrepreneurship literature (Phan, 2004). A series of ‘thick’ narrative
descriptions of individual entrepreneurs engaged in the start-up process was
prepared. This was followed by within-case and cross-case analysis and comparison
with the literature (Eisenhardt, 1989) .

Further details of the methodology employed during the conduct of the study are

provided in Chapter 3 of this document.

1.6. Structure of the thesis

The thesis is structured in four main parts. Part I: Foundation for Research comprises
this introduction, Chapter 1. Chapter 2 reviews the literature relating to definitions of
relevant terms, the new venture-creation process and the personal, social, business
and environmental factors influencing its successful development. Chapter 3
provides a detailed description of research design and methodology used during the

conduct of the study.

Part II: Case Narratives, contains Chapters 4-11, which present detailed narrative
descriptions of each of the eight cases in the study, illustrated by verbatim quotations
from interview transcripts. Part lll: Case Analyses, comprises Chapters 12-19, which
contain within-case analyses of each case, using a series of analytical frameworks
for making sense of personal, social, business and environmental data, and making

reference to the literature wherever relevant.

10
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Part 1V: Discussion and Conclusions comprises Chapter 20, which examines the
major themes to have emerged across the analysis of the eight cases and enfolds
the literature. Finally, Chapter 21 draws conclusions based on the entire study,
specifies shortcomings and highlights the key empirical, methodological and
theoretical contributions made by the work and makes suggestions for future

research.
The appendix to this document contains copies of interviewee release forms,

discussion guides used during the interview process, transcripts of the interviews

conducted for each case and outputs of the coding process.

11
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CHAPTER 2. LITERATURE REVIEW

This chapter contains a review of the literature relevant to explaining entrepreneurial
development, or the lack of it, in South Africa. It focuses on understanding the new
venture-creation process, and the personal, social, business and environmental

factors that influence its initiation and development.

The emphasis is on the more-recent literature, to best incorporate the relatively
recent explosion of growth in entrepreneurial studies, as well as to capture signs of
maturity in the discipline (Reader and Watkins, 2006). However, this candidate has
also taken care to ensure that the most important authors, journals and papers have
been covered, as they are identified by a variety of reviews and citation analyses of
the literature (Ratnatunga and Romano, 1997; Shane, 1997; Cornelius, Landstom
and Persson, 2006; Reader and Watkins, 2006).

The chapter first outlines a brief history of the development of entrepreneurial
thinking and then examines definitions relevant to delineating the boundaries of the
domain. The literature review is organised thematically (Hart, 2007), first focusing on
the different levels of analysis, namely the personal, social, business and
environmental contexts, in the tradition of the existing literature. Next the literature
relating to venture creation as a process is examined. Finally, the implications of

gaps in the literature and linkages between different approaches are discussed.

2.1. Development of the literature

The purpose of the substantial literature on entrepreneurship is arguably to
understand or, if possible, predict the phenomenon and/or to understand or predict

future entrepreneurial success, failure or performance (Bruyat and Julien, 2001).

The term ‘entrepreneurship’ is thought to have been coined by Cantillon, an Irish
banker working in France in the 1760s (Murphy, Liao and Welsch, 2006). Having
described differences between supply and demand as opportunities to buy cheaply
and sell, Cantillon’s work foreshadowed a period of several hundred years in which

entrepreneurial theory was dominated by classical economics (Murphy et al, 2006).

12
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Building on the earliest notions of supply/demand arbitrage, theorists began to
contemplate the entrepreneur’s ability to assume risk and uncertainty and to consider
the role of competition. With the advent of the Austrian School in the 1920s, the
entrepreneur emerged as an individual who was uniquely alert to environmental
change (Murphy et al, 2006), able to combine existing resources in new ways and
the agent of destructive innovation (Grégoire, Noél, Déry and Béchard, 2006).
Schumpeter’s association of the entrepreneur with innovation has had a particularly
lasting influence on the literature (McMullen and Shepherd, 2006; Nieuwenhuizen,
2006).

In the 1960s, focus shifted to the individual, when David McClelland’s seminal work
(Grégoire et al, 2006) sought to explain entrepreneurship with reference to the
psychological characteristics that distinguish entrepreneurs from non-entrepreneurs.
This effort has been sustained to the present day and has ranged widely across
personality, behaviour, cognitive and affective dimensions. At the same time, the
strategic management literature began to examine entrepreneurship from the
strategic adaptation, population ecology and resource-based perspectives (Low and
MacMillan, 1988).

The publication of the first encyclopaedia of entrepreneurship, together with the first
major entrepreneurial conference during the early 1980s are events believed to have
signalled a transition from a relatively narrow discipline to a more broadly-based
understanding of the phenomenon (Nieuwenhuizen, 2006). Entrepreneurial learning
and a series of sociological concepts came to be viewed as important explanatory
variables, and the domain of entrepreneurship began to be considered truly multi-

disciplinary (Murphy et al, 2006).

The 1990s saw the beginning of the recognition that, with respect to entrepreneurial
effectiveness, social value is as significant as market value or financial value, and the
role of networks as mechanisms for providing information and resources took on new
significance (Murphy et al, 2006). At the same time, research became more applied,
focusing on entrepreneurial actions and competencies (Nieuwenhuizen, 2006). The
turn of the century began to be dominated by a focus on opportunity as a unit of

analysis (Murphy et al, 2006).

While these multiple perspectives serve to potentially enrich entrepreneurship

research, the field suffers from fragmentation which inhibits its own development

13
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(Grégoire et al, 2006; Nieuwenhuizen, 2006). Certainly there is consensus that the
field of entrepreneurship is a developing one, although there is much criticism that it

is characterised by an ill-defined theoretical paradigm (Murphy et al, 2006).

The Reichers and Schneider (1990) framework describes the development of scientific
constructs as a predictable sequence of three stages, namely concept introduction and
elaboration, concept evaluation and augmentation and concept consolidation and
accommodation. Considered through the lens of this framework, entrepreneurship is
relatively immature as a domain of study, even to the extent that there is no definitional
consensus and continued debate over whether the phenomenon is worthy of study in its

own right (Grégoire et al, 2006).

However, recent analyses of the literature appear to indicate that entrepreneurship
scholarship is beginning to be more collaborative in nature (Reader and Watkins,
2006), as evidenced by an increasingly internal orientation and early signs of a
stabilisation of topics (Cornelius et al, 2006). This suggests that the field may be

moving towards maturity.

2.2. Definitions and scope

Definitions of entrepreneurs and new venture creation are as diverse as the literature
itself (Louw et al, 2003; Rwigema and Venter, 2004), such that the term has

accumulated different meanings over time (Murphy et al, 2006).

The roots of the body of research may be traced to a wide variety of different
disciplines, each with its own perspective of and assumptions about the phenomenon
(Gartner, 2001). This complexity is exacerbated by popular, sensationalised accounts
of the entrepreneur as hero or villain (Nicholson and Anderson, 2005) and by the
apparent gap between the perceptions of academics and practitioners (Hartmann,
1959; Mitchell, 1997; Rogoff et al, 2004).

Lack of a common definition is thought to inhibit the development of the
entrepreneurial research domain because assumptions inherent in definitional
diversity are seldom made explicit (Gartner, 2001), making it difficult for scholars to
build on each others’ work and almost impossible to compare and contrast different
empirical studies (Brazeal and Herbert, 1999). Many scholars avoid the definitional

problem altogether, while others argue that definitional confusion only exists between

14
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the specialist disciplines of entrepreneurship (Nieuwenhuizen, 2006) or that its
meaning is socially constructed and there will, therefore, never be a single agreed
definition (White et al, 2006).

Rather than ignoring the issue, this author seeks to justify the choice of a particular
definition, firstly by comparing a variety of definitions in search of useful similarities
and differences (Louw et al, 2003) and, secondly, by deconstructing an increasingly
popular definition to better understand its meaning and relevance to the study. This
represents a response to the call for clarity and explicit statement of assumptions

about the concepts under investigation.

2.2.1. Elements of the entrepreneurial construct

Definitions do not readily distinguish between: the entrepreneur or actor; that
which is entrepreneurial, or the behavioural dimension; entrepreneurship, the
process in which the actor is involved; and new venture creation, the outcome or

result of the actor behaving in a particular way throughout a particular process.

The entrepreneur or actor has been the focus of much entrepreneurial research,
although early attempts to define him/her with reference to non-entrepreneurs
were not successful. Many theorists have concluded that there is no single stable
entrepreneurial characteristic that differentiates some people from others in all
situations (Shane and Venkataraman, 2000). Sarasvathy (2003) argues that it
would be more constructive to consider the distribution of entrepreneurial
potential in any society. Some individuals will become entrepreneurs no matter
what, others will not become entrepreneurs under any circumstances, while the

large majority will become entrepreneurs in some situations but not in others.

With this in mind, the focus in some quarters is beginning to shift to
understanding differences between, for example, small business owners, the self-
employed and the entrepreneur (Feldman and Bolino, 2000). Whereas the small
business owner has limited resources and limited expansion goals, the self-
employed works as an independent contractor, consultant and service provider,
and the entrepreneur invests his own and others’ capital to build a growing
sustainable business. Similarly, the GEM reports (Acs et al, 2004) distinguish

between the survivalist entrepreneur who seeks income replacement and the
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opportunity entrepreneur, who seeks to identify and exploit an opportunity to
create a sustainable business. Opportunity entrepreneurship is generally
associated with higher per capita GDP and higher rates of economic growth (Acs
et al, 2004). In South Africa, necessity entrepreneurs generally operate in the
informal sector, which is described in more detail in section 2.6.2. While the
informal sector is thought to be much larger than the formal sector (Morris et al,
1996), productivity is generally assumed to be low, the scale of operations small

and growth potential limited.

Entrepreneurial behaviour scholars focus on the behaviours with the highest
potential to influence performance. However, the dimensions selected for study
are not always clearly behavioural in nature, for example Timmons (1999)
highlights six key themes from the literature: commitment and determination;
leadership; opportunity obsession; tolerance of risk, ambiguity and uncertainty;

creativity, self-reliance and ability to adapt and motivation to excel.

Thompson's (2004a) list includes focus, advantage, creativity, ego, team and
social, which incorporates internal locus of control. Adherents of the
Entrepreneurial Orientation construct use personal characteristics to assess firm-
level orientation (Lumpkin and Dess, 1996). Finally, scholars began to agree that
no neat set of behaviours separated entrepreneurs from non-entrepreneurs
(Bygrave, 2003).

The new venture process may take weeks, months or even years to complete
and involves many activities and decisions along the way (Shane and
Venkataraman, 2000; Shaver and Scott, 1991). Entrepreneurs themselves often
describe their occupation as a journey (Dodd, 2002; Bolton and Thompson,

2004), involving a complex process which requires a step-by-step approach.

The GEM reports distinguish between nascent, start-up and established
businesses (Acs et al, 2004), which reflect the developmental process through
which each new venture passes. A nascent venture has not paid salaries or
wages for more than three months. A start-up venture has paid wages for more
than three months but less than 42 months and an established venture has paid

wages for more than 42 months.
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The outcomes of the entrepreneurial process are assumed to be beneficial, but
there is inadequate consideration of the consequences of new venture creation at
different levels of analysis (Davidsson and Wiklund, 2001). Although an individual
entrepreneur may benefit from new venture creation, his or her employees may
not, since it is well established that employees in smaller firms earn less than
those in larger firms (Shane, 2008). Understanding the real outcomes of new
venture creation is particularly important in South Africa, where diverse societal
expectations about what new venture creation is capable of achieving are often in

conflict with one another (Centre for Development and Enterprise, 2007).

222 Examination of a range of definitions

Previous attempts to reconcile the wide range of definitions in the literature have
not proved successful (Black, 1998), making yet another attempt somewhat
redundant. However, a review of the definitions used contemporaneously in the
literature examined in this review might be expected to reveal the beginnings of
some consensus as the field begins to mature, which might be helpful in the

process of delineating the scope of the research.

The definitions listed in Table 1 including some of the most-cited authors in the
entrepreneurship field between 1986 and 2004, according to a recent analysis of
3 952 articles containing 151 560 references (Cornelius et al, 2006). Examination
of even this small list of definitions reveals a remarkable diversity of opinion,
although common elements are discernible (Louw et al, 2003; Verheul et al,
2005; Nieuwenhuizen, 2006).

Table 1 illustrates that most definitions make specific reference to the individual
as an important or vital actor in the entrepreneurial process. This individual is
active in identifying the opportunity, and in building an organisation in an
innovative and creative manner, not simply reacting to the ebb and flow of
environmental conditions. The central role of risk-taking as a defining feature of

entrepreneurial activity appears to be receding.

Consensus seems unlikely in the near future. Close examination of a single

definition might prove more helpful.

17



-
UNIVERSITEIT VAN PRETORIA

@, UNIVERSITY OF PRETORIA
Qe YUNIBESITHI YA PRETORIA

Table 1. Components of contemporary definitions of entrepreneurship
Definition Author/s Date Individual Opportunity Innovation Risk Action Organisation
and building
creativity
Someone who recognises an opportunity, acts on it Bygrave and 2000 X X X X X
by creating an organisation and in the process risks a | Minniti
significant amount of personal wealth
An active agent who shapes/creates his/her own Chell 2000 X X X
reality and as such is simultaneously the driver of the
entrepreneurial process operating within a reality
which sets limits on the choice of action possibilities
Someone who discovers, evaluates and exploits Shane and 2000 X
opportunities to create future goods and services Venkataraman
Someone who perceives an opportunity and creates | Bygrave 2003 X X
an organisation to pursue it
One who owns, launches, manages and assumes Greve and Salaff | 2003 X X
the risk of an economic venture
A person who sees an opportunity in the market, Nieuwenhuizen 2003 X X X
gathers resources and creates and grows a business
venture to meet these needs. He or she bears the
risk of the venture and is rewarded with profit if it
succeeds
A person who habitually creates and innovates to Bolton and 2004 X X X X
build something of recognised value around Thompson
perceived opportunities
The process in which pioneers, innovators or Ma and Tan 2006 X X
champions of innovation, immersed in and guided by
a creativity perspective, engage in the practice of
innovation-driven activities, which lead to a certain
level of performance as indicated by the realised
creation and innovation
Significant involvement in the creation of a new White, Thornhill 2006 X X
venture and Hampson
Individuals who recognise and exploit new business | Baron 2008 X X
opportunities by founding new ventures

18




-
&
UNIVERSITEIT VAN PRETORIA

. UNIVERSITY OF PRETORIA
Que® VYUNIBESITHI YA PRETORIA

2.2.3. Deconstruction of a popular definition

In their influential article proposing a framework for entrepreneurial research,
Shane and Venkataraman (2000) see the entrepreneur as someone who
discovers, evaluates and exploits opportunities to create future goods and
services. This definition is gaining increasing credence in the literature, because
it clearly delineates the appropriate scope of entrepreneurship research (Gartner,
2001).

The Shane and Venkataraman (2000) definition implies that entrepreneurship is
an activity initiated by an individual. As such, understanding the phenomenon
requires consideration of all the diversity and complexity associated with an
individual's thoughts, feelings, behaviours and interactions with others (Woo,
Daellenbach and Nicholls-Nixon, 1994; Shaver and Scott, 1991).

Entrepreneurship is deliberate and intentional, requiring that an individual make a
series of decisions and take action within the context of a particular environment,
rather than simply responding to properties of and conditions in that environment
(Chrisman et al, 1998).

Entrepreneurship is concerned with the discovery of opportunities that exist in the
environment. This assumes that such opportunities do, in fact, exist to be
discovered, and that the nature of the environment influences the quality of the
opportunities available (Chrisman et al, 1998; Gnyawali and Fogel, 1994).
Discovery of opportunities requires specialised knowledge (Shane and
Venkataraman, 2000), but also a particular kind of cognitive processing (Baron,
2003; Gaglio, 2004), affect infusion (Baron, 1998) and social capital (Baron and
Markman, 2000).

The phenomenon involves innovation and a future orientation, which means it
requires creativity on the part of the individual entrepreneur (Ward, 2004), who
must anticipate future needs or envisage new ways of meeting them (Rwigema
and Venter, 2004; Shane, 2003). In particular, entrepreneurs need to discover
new means-ends relationships, a creative skill which is unevenly distributed in the
population. Entrepreneurial creativity is typically the result of cognitive processes
such as conceptual combination, analogical reasoning (Ward, 2004) and mental
simulation (Baron, 2003; Gaglio 2004).
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As a result of the innovation requirement, entrepreneurship is fraught with risk
and uncertainty (Mullins and Forlani, 2005; Simon, Houghton and Aquino, 1999),
which must be carefully evaluated and managed if the venture is to be
successful. Scholars have recently turned their attention to the possibility that,
rather than being more risk tolerant, entrepreneurs actually perceive risk
differently because they suffer from a variety of cognitive biases, including for
example an unrealistic belief in their own ability to retain control over business
conditions in unforeseen circumstances (Simon et al , 1999). Risk evaluation is
also influenced by affect infusion, because individuals often use their feelings as
a convenient heuristic in the decision-making process, especially in highly

uncertain conditions (Baron, 1998).

Unless and until exploitation occurs, entrepreneurship has not taken place.
However, this is not to suggest that exploitation only occurs via the medium of a
new enterprise, since it might involve the sale of the opportunity to an existing
firm, for example. Nor does the Shane and Venkataraman (2000) definition imply
that entrepreneurship is limited to profit-focused private-sector enterprises, as
opposed to socially oriented or public-sector enterprises (Rwigema and Venter,
2004; Bolton and Thompson, 2004).

Finally, entrepreneurship is a process of discovery, evaluation and exploitation,
rather than an event (Woo et al, 1994). The actual start-up of the business is
preceded by a variety of activities and decisions, including the accumulation of
resources, the development of strategy and establishment of an organisation

capable of executing the strategy.

This cursory analysis of a single definition of entrepreneurship reveals the
existence of a complex, multi-level phenomenon characterised by multi-
directional causality between distinctive elements, as experienced by an
individual (Shane, 2003) in the context of a particular environment (Park and Bae,
2004).

This, together with the increasing use of this definition by a variety of scholars,
tends to favour its adoption for the current study, which therefore defines the
entrepreneur as someone who discovers, evaluates and exploits opportunities to

create future goods and services (Shane and Venkataraman, 2000).
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2.3. The personal context

At the individual level of analysis, a substantial body of research attempts to identify
individual characteristics that systematically differentiate entrepreneurs from non-
entrepreneurs (Gartner, 1985). Such research would contribute to this study if it were
able to show that a series of stable, universal characteristics that predict
entrepreneurial potential in individuals (Mitchell et al, 2002b), no matter what kind of

environment they are operating in.

2.3.1. Demographic characteristics

Demographic differences have proven to be a fruitful avenue for investigation, in
that age, ethnicity, education and income have all been demonstrated to
distinguish entrepreneurs from non-entrepreneurs (Shane, 2003; Bolton and
Thompson, 2004; Rwigema and Venter 2004; Louw et al, 2003).

Globally, most entrepreneurs fall between the ages of 25 and 34 years (Acs et al,
2004), highlighting that new venture creation is indeed ‘a young man’'s game’
(Lévesque and Minniti, 2006). In their discussion of the effect of aging on
entrepreneurial activity, Lévesque and Minniti (2006) suggest that there is a
negative relationship between entrepreneurial attitude and age. Unlike salaried
employees, entrepreneurs work in expectation of uncertain future earnings, the
appeal of which declines as the time available to collect future earnings shrinks.
Moreover, the fact that older, more experienced executives are at the peak of
their earning power may add to the relative unattractiveness of entrepreneurial

endeavour (Lévesque and Minniti, 2006).

Gender is increasingly a focus of attention for entrepreneurial studies, as
scholars seek to explain why men are about twice as likely to start a new
business as women (Shane, 2008; Acs et al, 2004). A common finding is that
there are more similarities than differences between male and female
entrepreneurs (Mueller, 2004). However, women in the general population are
less likely to see themselves as entrepreneurs (Verheul et al, 2005). In addition,
women-owned businesses reportedly underperform with respect to: the sectors
they choose; their business experience; the time they are willing to dedicate and
their risk propensity (Shane, 2008; Verheul et al, 2005).
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Perhaps in response to these findings regarding the differences between men
and women, an innovative study recently found that entrepreneurs have higher
testosterone levels than non-entrepreneurs, for both male and female
respondents, and that testosterone is positively related to risk propensity (White
et al, 2006). Whether higher testosterone levels in entrepreneurs are an

antecedent or consequence of new venture creation has yet to be determined.

Differences in rates of entrepreneurship in South Africa are sharply divided on
ethnic lines, reflecting the legacy of apartheid. Rates of entrepreneurship are
highest among the Indian ethnic group, followed by whites, then blacks, with the
coloured (mixed-race) group demonstrating the lowest (Maas and Herrington,
2006). Differences between ethnic groups are not merely a feature of the South
African environment, however. In the US, more than twice the proportion of
whites are self-employed than the proportion of African Americans (Shane,
2008), in spite of the belief in some quarters that ethnic minorities who are
alienated from the mainstream will be more likely to be motivated to achieve

economic success (Sleuwagen and Goedhuys, 1998).

There is strong evidence of a positive association between higher levels of
education and higher entrepreneurial activity rates in high-income countries (Acs
et al, 2004). Robinson and Sexton (1994) suggest that returns on education are
higher for self-employed people, who gain from increased self-efficacy as well as
entrepreneurially relevant skills. Enrolment at tertiary institutions in South Africa is
15% of the relevant age group, compared to 28% in Malaysia and 24% in Brazil
(Blanke, Paua, Sala-I-Martin, 2003).

Recently, a series of large-scale studies conducted consecutively in Russia,
China and Brazil provide a definitive demographic and sociological profile of the
developing country entrepreneur (Djankov, Qian, Roland and Zhuravskaya,
2008), as illustrated in Table 2.
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Table 2. Profile of the developing country entrepreneur *

Entrepreneurs are more likely to:
e Have parents who were directors or senior managers
Come from a wealthier family
Have friends or family members who run their own businesses
Be married
Have stronger cognitive abilities
Show lower tolerance for corruption
Have high levels of trust in others
Be more patient than non-entrepreneurs
Be taller than non-entrepreneurs (by one centimetre, on average)
Adhere to Protestant religion

Entrepreneurs are NOT more likely to:

e Have more highly educated parents
Have been in the top 10% at school
Display higher levels of self-confidence
Be more tolerant of risk

There is evidence to suggest that, in some instances, the relationship between
demographic variables and the incidence of entrepreneurship might differ for
developing countries in general and for South Africa in particular. For example, in
South Africa, there is no difference in rates of entrepreneurship between males
and females (Maas and Herrington, 2006). Nor are men and women found to
differ in entrepreneurial tendencies or key personality characteristics such as

need for achievement or internal locus of control (Mahadea, 2001).

In other low-income countries, those with lower levels of education are more
likely to start businesses (Orford et al 2004; Acs et al, 2004), possibly because
there is more pressure to develop businesses (Escher, Grabarkiewicz, Frese,
and van Steekelenberg, 2002). In South Africa, where the unemployment rate is
high and the pressure to develop businesses is therefore be assumed to be
significant, business owners tend to be better educated than the general

population (Maas and Herrington, 2006).

Studies of the personal demographics of entrepreneurs have been criticised for
being atheoretical (Vecchio, 2003), particularly with respect to the establishment
of causal associations between entrepreneurial behaviours and demographic

characteristics (Vecchio, 2003).

! Adapted from Djankov S, Qian Y, Roland G and Zhuravskaya E, 2008. What makes an entrepreneur,
International Finance Corporation, January 2008, downloaded from
http://www.doingbusiness.org/documents on 26 April 2008.
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2.32. Motivation and intention

Although demographic variables might increase an individual’'s propensity to
initiate new venture creation, entrepreneurial potential, a pre-existing
preparedness, must be in place before intention is formed, often by a
precipitating event (Krueger and Brazeal, 1994). Entrepreneurial potential arises
from an environment that is socially and culturally supportive of entrepreneurial

effort as well as economically munificent (Krueger et al, 2000).

Some scholars argue that intentions are consistently found to predict planned
behaviours to a greater extent than is true of personal and situational variables
(Krueger et al, 2000). This suggests that entrepreneurs may decide to start a
business long before they find a particular opportunity (Krueger et al, 2000),
rather than simply responding to the opportunity stimulus as a conditioned

response.

Potential entrepreneurs must be motivated to act (Shane, Locke and Collins,
2003), however supportive the environment. They are motivated to create a hew
venture when they perceive entrepreneurship to be desirable and feasible and
there is propensity to act. Desirability is shaped by the individual's perception of
likely outcomes, including intrinsic and extrinsic rewards, both financial and non-
financial, and by the social norms of the environment in which he or she is
embedded (Krueger et al, 1994). Perceived feasibility incorporates an objective
assessment of the potential barriers and risks involved, but is most strongly
influenced by the individual's self-efficacy, or task-specific self-confidence
(Krueger et al , 2000; Shane et al, 2003).

Conventional views of entrepreneurship have tended to view profit as the main
motivating factor for entrepreneurs (Zafirovski, 1999), but empirical evidence
suggests that wealth attainment is less important to entrepreneurs, who tend to
value the goal of innovation to a much grater extent (Amit, MacCrimmon and
Zietsma, 2000).

Several categories of reasons that individuals give for starting a business are
identifiable: innovation, independence, recognition, roles, financial success and
self-realisation (Carter, Gartner, Shaver and Gatewood, 2003). Entrepreneurs

were found to be similar to non-entrepreneurs in independence, financial
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success, self-realisation and innovation. The most frequently cited career anchor
among the self-employed is autonomy and independence, followed by
entrepreneurial creativity (Feldman and Bolino, 2000) However, entrepreneurs
were not concerned with fulfilling roles or recognition from others, suggesting that
they need less personal validation from others than do non-entrepreneurs (Carter
et al, 2003).

2.3.3. Work experience

Most entrepreneurs have experienced employment prior to initiating the new
venture-creation process (Shane, 2008). The workplace acts as a critical source
of human capital for the nascent entrepreneur, who gains general business skills,
specialised ‘technical’ knowledge, useful networking relationships and a deep
understanding of a particular industry and its customers (Shane, 2008). Not only
does this experience help the entrepreneur to run a business, it has an important
impact on the individual's ability to identify opportunities and successfully exploit
them in the first place (Crosa, Aldrich and Keister, 2003; Waistad and Kourilsky,
1998; Chen, Greene and Crick, 1998). This phenomenon is particularly evident in

the careers of habitual entrepreneurs (Ucsbaran, Wright and Westhead, 2003).

The development of these skills and capabiliies may be conceived of as
‘preparation’ on the part of an individual for the entrepreneurial career. As a
result, it may be that there are particular times in the career/family life-cycle when
an individual may be better prepared for entrepreneurship than others (Harvey
and Evans, 1995).

On the face of it, entrepreneurship seems like a poor career choice, albeit with
high levels of job satisfaction (Bradley and Roberts, 2004). Entrepreneurs work
long hours (Douglas and Shepherd, 2002), usually earn less than their employed
counterparts (Markman, Balkin and Baron, 2002), take greater risk and
experience frustration and failure (Segal, Borgia and Schoenfeld, 2005). In an
effort to understand how and why entrepreneurs choose to create new ventures
rather than remain in paid employment, a group of scholars have approached this
guestion from the perspective of career theory (Douglas and Shepherd, 2002;
Feldman and Bolino, 2000; Harvey and Evans, 1995; Gibb Dyer, 1994; Bowen
and Hisrich, 1986).
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Individuals who have positive attitudes to risk tolerance and a preference for
independence are more likely to be attracted to an entrepreneurial career than
those who have less positive attitudes (Douglas and Shephed, 2002). However,
not all entrepreneurs are the same, in that those with different ‘career anchors’
find different aspects of entrepreneurship attractive, and experience different
levels of job satisfaction and psychological well-being (Feldman and Bolino,
2000).

Although individuals considering career options generally consider income to be
the most important criterion, this is not a significant determinant of
entrepreneurial intention (Douglas and Shepherd, 2002), nor does personal
wealth act as a stimulus for new venture creation (Crosa et al, 2003). The
socialisation effect of self-employed parents seems to have a much more

important impact (Crosa et al, 2003).

Individuals are thought to choose an entrepreneurial career when they are in
some way dissatisfied with their current employer (Harvey and Evans, 1995). The
entrepreneur is seen as having been ‘displaced’ from an unfavourable work
environment (Shapero and Sokol, 1982) and seeks independence and autonomy
in self-employment (Shane, 2008). However, a study of the entrepreneurial
tendencies of managers concludes that the ranks of frustrated employees are
unlikely to be fertile ground for nascent entrepreneurs (Cromie, Callaghan and
Jansen, 1992).

The work experience literature barely addresses situations in which
unemployment is high, and nascent entrepreneurs have no other choice but to
create new ventures. There is some evidence to suggest that where the chances
of finding a good job are small and the variation in wages is high, the individual

will tend to favour self-employment (Sleuwagen and Goedhuys 1998.

2.34. Personality characteristics

The attempt to identify personality characteristics unique to the entrepreneur has
occupied scholars for over 40 years. Scholars reasoned that entrepreneurship is
essentially an individual act (Stewart, Watson, Carland and Carland, 1998), and
therefore the reasons for this behaviour may be found within the individual
(Shaver and Scott, 1991).
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Latterly, theorists have argued for the importance of individual characteristics on
the grounds that venture capitalists, as experts in the field, make a direct link
between the lead entrepreneur’s characteristics and the expected performance of
the firm. Despite the wide variety of studies conducted in a wide variety of
settings (Green, David, Dent and Tyshkovsky, 1996), this ‘personological

endeavour’ has largely proven fruitless (Gartner, 1985; Shaver and Scott, 1991).

McClelland linked the psychological characteristic of need for achievement with
the Protestant work ethic and economic development (Johnson, 1990).
Individuals who are high in need for achievement: have a desire to do things as
well and as rapidly as possible; take personal responsibility for finding solutions
to problems; set moderate goals and take calculated risks; and prefer clear
feedback on their performance (Shane et al, 2003). Innumerable studies have
demonstrated a positive relationship between need for achievement and
entrepreneurship, although methodological problems have been identified
(Johnson, 1990). The relationship between need for achievement and
entrepreneurship has also been demonstrated in several different locations
(Green et al, 1996), highlighting that the phenomenon may be multi-culturally
relevant (Stewart et al, 1998).

High need for achievement individuals were also believed to be associated with a
moderate need to take risks. This was considered important because risk-taking
is a defining feature of entrepreneurial behaviour (Shane et al, 2003). Studies
have generally found that business owners do not differ from managers or the
general population with respect to risk-taking. In South Africa, risk-taking
propensity is reportedly the most underdeveloped of all entrepreneurial traits
(Louw et al, 2003).

A tolerance for ambiguity, the tendency to view uncertain situations as appealing
rather than threatening has not been consistently shown to be associated with

entrepreneurial behaviour (Shane et al, 2003).
Internal locus of control refers to the individual's tendency to believe that his own

actions and behaviours affect outcomes, as opposed to being the passive

recipient of events. This characteristic has also been studied intensively (Shane
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et al, 2003) although again with little conclusive evidence that entrepreneurs

differ from the rest of the population.

In addition to the ‘big four’ entrepreneurial personality characteristics studied, a
number of minor characteristics have also received attention, including self
reliance (Lee and Tsang, 2001), need for control (Kets de Vries, 1985) and
preference for innovation (Stewart et al, 1998). Meta-analyses of the personality
characteristics research point to methodological problems such as variability of
samples, different operationalisations and lack of consistency in measurement as

possible reasons for relatively weak results (Johnson, 1990; Shane et al, 2003).

Entrepreneurial orientation is a construct devised to assess firm-level
entrepreneurial capability (Lumpkin and Dess, 1996), but on the grounds that the
measures are self-reports by individuals, Krauss, Frese, Friedrich and Unger
(2005) argue that it can be usefully applied to assessing entrepreneurial potential
in individuals. The construct incorporates seven dimensions: learning orientation;
achievement orientation; autonomy orientation; competitive aggressiveness;
innovative orientation; risk-taking orientation and personal initiative (Krauss et al,
2005). Their study of South African business owners found evidence of a positive
relationship between entrepreneurial orientation and business performance, the
achievement orientation and personal initiative being the most important

dimensions (Krauss et al, 2005).

A small number of scholars have adopted a clinical approach to researching the
psychology of entrepreneurship (Kets de Vries, 1996). This perspective tends to
view the entrepreneur as aberrant, an outsider who constructs her own
environment and whose ‘personality quirks’ are largely responsible for success
(Kets de Vries, 1985). Other observations of entrepreneurs drawn from this
clinical research include: entrepreneurs have a high need for control and are
often perfectionists; they use work to escape from a painful inner reality; they
experience excitement when dealing with an unpredictable environment;
entrepreneurship delivers social status and admiration from others; the
entrepreneurial individual may be skilled at constructing a facade of confidence,

while managing a lack of self-confidence internally (Kets de Vries, 1996).

Much of the work examining personality characteristics assumes that

entrepreneurs are a homogenous group who differ from non-entrepreneurs in
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some way (Shaver et al, 2001; Smith-Hunter, Kapp and Jonkers, 2003). Studies
that focus on understanding how entrepreneurs differ from each other are less
common. Possibly the best recognised is the Miner typology (1996a; 2000) of
entrepreneurial personalities which was developed from the literature and
empirical research and has been validated in several quantitative studies since
the mid-1980s (Smith and Miner, 1983; Miner, 1996b, 2000). The key features of

each of the four types are illustrated in Table 3.

Table 3. Miner’s (2000) typology of entrepreneurial personality types *
Personal achiever Empathic super Real Expert idea
salesperson manager generator
¢ Need to achieve Capacity to Desire to be a Desire to
e Desire for empathise corporate leader innovate
feedback Desire to help Decisiveness Love of ideas
¢ Plans and sets others Positive attitude New product
goals Belief that social to authority development is
e Strong personal pressures are Desire to crucial
initiative important compete Good
e Strong personal Need to have Desire for power intelligence
commitment strong positive Desire to stand Desire to avoid
o Belief that one relationships out from the taking risks
person can with others crowd
make a Belief that sales
difference force is crucial
o Belief that work
should be
guided by
personal goals

The Miner (2000) types are distinctive but equally capable of high-performance
entrepreneurship, although each uses a different set of skills and processes and

may follow a different time line in achieving success.

2.3.5. Cognitive style and cognitive bias

The cognitive perspective also operates from a psychological basis and has
similarly pursued the goal of distinguishing between entrepreneurs and non-
entrepreneurs, albeit with a greater degree of success (Shaver et al, 1991).
Scholars have also sought to uncover which cognitions represent successful

responses to the unusually uncertain environments entrepreneurs face (Baum,

2 Adapted from Miner JB, 1996. The four routes to entrepreneurial success. San Francisco: Brett
Koehler Publishers.
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2003). This has proven a theoretically rigorous and empirically testable approach
(Mitchell et al, 2002a), although entrepreneurs tend to be treated as cognitively
homogenous, even though some studies indicate they are not (Forbes, 2005).

Particular kinds of cognitive processing have been found to influence the way in
which opportunities are identified (Baron, 2003). Scholars have also
hypothesised that entrepreneurs would make greater use of cognitive heuristics
such as availability, representativeness and anchoring to speed cognitive
processing and minimise cognitive load (Gaglio, 2004), which is probably
especially valuable during the opportunity-assessment process (Shaver and
Scott, 1991). Entrepreneurs have also been demonstrated to be particularly
creative (Ward, 2004), and able to make decisions with incomplete information
(Simon et al, 1999).

As a result of human limitations on the ability to process information, and our
tendency to minimise cognitive effort, individuals are subject to a wide range of
cognitive errors and biases. These are believed to be particularly applicable to
entrepreneurs, who operate in high-stress, highly emotional and highly uncertain
conditions (Baron, 1998). Entrepreneurs who pioneer a product or process are
thought to be particularly prone to cognitive bias in their information processing
(Simon and Houghton, 2002).

Entrepreneurs are particularly prone to an overconfidence bias (Mullins and
Forlani, 2005), the generalised tendency to overestimate the correctness of their

own ability to assess moderate to difficult situations (Forbes, 2005).

It was long believed that entrepreneurs had a greater propensity for risk, but it
has recently been demonstrated that they do not knowingly accept higher levels
of risk, they simply perceive risk differently (Simon et al, 1999). Entrepreneurs’
optimism bias means they consistently underestimate the amount of risk involved
in a new venture (Baron, 2003). In addition, entrepreneurs suffer from the ‘illusion
of control’, whereby the individual overemphasises the extent to which his/her
skill can increase performance where chance plays a more significant role than
skill. Entrepreneurs also believe that a limited number of informational outputs

can be used to draw firm conclusions (Simon et al, 1999).
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Entrepreneurs are also thought to engage in another cognitive bias,
counterfactual thinking, which may be described as a mental simulation of past
and future events that creates the emotion of regret, less often than non-
entrepreneurs (Baron, 1998; Gaglio, 2004). This suggests that entrepreneurs
may be more willing to learn from past mistakes (Vecchio, 2003). Mental
simulation also helps entrepreneurs to develop and maintain an intense vision of
a desirable future throughout the difficulties inherent in new venture creation
(Baum, 2003).

Entrepreneurs are susceptible to the planning fallacy, overestimating how much
they can accomplish in a given period, because they deal with so much
uncertainty (Baron, 1998; 2003). Moreover, once a new venture has been
established, the entrepreneur may experience pressure to continue investing time
effort and money — even in a loss-making business — because of the need to
justify previous decisions. Commitment irrationality escalates instead of declining
(Baron, 1998).

Attribution theory provides a helpful framework for understanding entrepreneurial
cognition. Attributions refer to the explanations that entrepreneurs use to explain
success or failure in business-related activity (Shaver and Scott, 1991), and are
defined by three theoretical dimensions: stability; internal or external locus of
causality; and intentionality. If failure is attributed to bad luck (internal, stable) or
insufficient internal motivation (internal, variable), the perceiver can reassure
himself that in future things will be different. If the success or failure is attributed
to internal stable causes, the result will be to produce feelings of pride or shame
(Shaver and Scott, 1991).

It appears that entrepreneurs may suffer from a self-serving bias (Rogoff et al,
2004), a strong tendency to attribute positive outcomes to internal causes such
as their own skill, talent or hard work and a corresponding tendency to attribute
negative outcomes to external causes (Baron 1998). This attribution process is
seen as having an important role in sustaining entrepreneurial behaviour over
time (Shaver et al, 2001).

Some theorists suggest that while the average manager uses causal reasoning,
entrepreneurs are more likely to use effectual reasoning (Sarasvathy, 2005).

Causal reasoning begins with a predetermined goal and a given set of means
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and seeks to identify the best way to achieve the goal. Effectual reasoning begins
with a given set of means and allows goals to emerge over time in response to

changing circumstances (Sarasvathy, 2005).

2.3.6. Entrepreneurial self-efficacy

Self-efficacy describes an individual's cognitive estimate of their ability to mobilise
the motivation, cognitive resources and courses of action needed to exercise
control over events, and is strongly associated with entrepreneurial propensity
(Chen et al, 1998) and persistence (Gatewood, Shaver, Powers and Gartner,
2002). In the entrepreneurial context, it refers to the individual's belief that he/she
can muster and implement the necessary personal skills and competencies to
attain a level of achievement on a given task (Shane et al, 2003). Self-efficacy
has been demonstrated to have a strong effect on entrepreneurial intention but
may not always positively influence entrepreneurial performance (Chen et al,
1998). In South Africa, individuals who believe they have the skills to start a
business are seven times more likely to be engaged in entrepreneurial activity
than those who are not confident in their entrepreneurial ability (Orford et al,
2004).

Beliefs about the self flow from three major sources, namely from direct
experience, from indirect experience and from other beliefs about the self and the
world (Gatewood et al, 2002). Such beliefs have important consequences
because individuals will avoid activities that they believe exceed their capabilities,
while choosing those activities that they feel capable of handling. More
significantly, people who expect to perform well, very often do (Gatewood et al,
2002).

Self-efficacy is powerfully influenced by causal attribution, the mechanism
individuals use to give meaning to events and outcomes that they personally
experience (Grundlach, Martinko and Douglas, 2003; Baron, 1998). In other
words, it is the perception of performance that most profoundly influences an
individual's self-efficacy, rather than the performance itself (Chen et al 1998).
Entrepreneurial self-efficacy may also be influenced by the individual's

assessment of the availability of resources (Boyd and Vozikis, 1994).
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Individuals can develop and strengthen self-efficacy through: mastery
experiences, in which the individual overcomes obstacles; modelling the
behaviour of other successful individuals; social persuasion or encouragement
that they are capable; and their own judgements about the physiological states

that are aroused by the behaviour (Boyd and Vozikis, 1994).

The literature seems to suggest that self-efficacy may be based on the unrealistic
optimism characteristic of those who choose self-employment (Arabsheibani, de
Meza, Maloney and Pearson, 2000). There is strong support for the idea that
entrepreneurs are more optimistic than non-entrepreneurs, a feature related to
more favourable perceptions of work, a willingness to work longer hours for a
longer career period, and expectations of a longer life (Puri and Robinson, 2007).
Overconfidence may be necessary if the entrepreneur is to embark on the risky

process of new venture creation (Vecchio, 2003).

Most entrepreneurs vastly overestimate their chances of success, even when
they are relatively poorly prepared. Over-optimism may therefore have a negative
impact on the new venture-creation process, particularly if it causes the
entrepreneur to underestimate the resources required and difficulties involved
(Cooper, Woo and Dunkelberg, 1988). Interestingly, entrepreneurial self-efficacy
has recently been shown to change during the life of the venture. At start-up, the
individual's belief in her own ability to influence the execution of plans is stronger
than during the sixth year of operation (Littunen, 2000). This reinforces the notion
that entrepreneurs are unrealistically optimistic at start-up, at least partly because

they know no better.

2.3.7. The role of affect

Many of the activities in which entrepreneurs are routinely involved have been
previously shown to be strongly influenced by affect, including creativity,
decision-making, persuasion and the establishment and maintenance of personal
relationships (Cross and Travaglione, 2003). Moreover, affect is particularly
salient to individuals functioning in highly unpredictable, changing environments
(Baron 2008).

Emotional self-awareness and emotional self-control influence how individuals

make attributions about success or failure and therefore impact on

33



-
&
UNIVERSITEIT VAN PRETORIA

. UNIVERSITY OF PRETORIA
Que® VYUNIBESITHI YA PRETORIA

entrepreneurial self-efficacy (Grundlach et al, 2003) and the motivation to initiate

a new venture in the first place.

Affect influences the opportunity-recognition process because it has been shown
to enhance an individual’s ability to notice a wide range of stimuli (Baron, 2008).
So-called affect-priming influences judgement and decision-making by focusing
the individual's attention on some factors and not on others (Forgas, 1995). In
addition, during fast, heuristic cognitive processing, affect is sometimes used as
information in decision-making (Forgas, 1995). Few decisions entrepreneurs
make are the result of rational calculation, simply because they often lack the
grounds for doing so (Zafirovski, 1999). It is therefore likely that affect influences

opportunity evaluation and risk assessment.

An entrepreneur’s ability to be persuasive and enthusiastic directly influences the
establishment of a social and business network and the acquisition of resources
required to set up a new venture (Baron, 2008; Cardon, 2008). Some scholars
suggest that affect may be a defining feature of entrepreneurial success, both in
terms of an individual’'s commitment to start-up and to persist over time (Dodd,
2002; Shane et al, 2003; Branzei and Zeitsma, 2002).

Many entrepreneurs are afflicted by high levels of stress, which may be caused
by loneliness, conflicts with employees and partners, an unusually demanding
work schedule and uncertainty about future outcomes (Askande, 1994). One
study found that business risks were closely followed by work stress, time for
family and friends and fear of failure as issues considered by entrepreneurs to be
significant barriers to new venture creation (Kouriloff, 2000). Coping with stress
may require awareness and regulation of intensely experienced emotion
(Goleman, 2004).

Entrepreneurs also derive intense pleasure and satisfaction from their careers
(Douglas and Shepherd, 2002). This pleasure forms one dimension of the core
affective experience at work, capable of stimulating both motivation to act and
persistence of actions that are goal directed (Seo, Barrett and Bartunek, 2004). It
has been hypothesised (Morris, 2003) that entrepreneurs experience ‘flow’, a
psychological state characterised by intense concentration, loss of time, space

and self, and the perception of mastery and control (Csikszentmihalyi, 2002).
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Another relatively under-researched aspect of entrepreneurial affect is the
passion individuals have and display for their business ideas. The passion that an
entrepreneur experiences may represent personal illusions of mastery and
optimism, but these emotions also act as important buffers to stress and may
have the ability to enhance and restore positive perceptions, even under

conditions of adversity (Branzei and Zietsma, 2004).

Displays of passion on the part of the entrepreneur have important implications
for attracting resources (Cardon, 2008), in that contagion of positive emotion
within the nascent firm can lead to improved employee cooperation, decreased
conflict and increased perceived task performance (Goleman, Boyatzis and
McKee, 2001), while contagion of negative emotion may lead employees to
increase their efforts, but will be detrimental if prolonged. However, entrepreneurs
are not believed to be homogenous in their willingness and ability to share their

passion for their enterprises (Cardon, 2008).

Apart from the commonly reported euphoria associated with business start-up
(Cooper et al, 1988), perhaps the most intense emotional experience the
entrepreneur endures is that associated with business failure (Singh, Corner and
Pavlovich, 2007; Shepherd, 2003). This experience represents a personal loss,
for which entrepreneurs typically feel grief capable of triggering a range of
psychological and behavioural symptoms. Such a loss must be dealt with on an
economic, psychological, social and physiological dimension (Singh et al, 2007)
and entrepreneurs may need to learn special skills to cope (Shepherd, 2004),
adopting different strategies such as rejection, removal or reconciliation (Mitchell,
1997).

Importantly, the emotions experienced during the grieving process which follows
failure may inhibit the entrepreneur's ability to learn from the experience
(Shepherd, 2003). This is particularly significant because the more experienced
the entrepreneur, the more likely he/she will be successful in the following
venture (Shepherd, 2004).

2.3.8. Attitude to entrepreneurship

Attitude is not the subject of a great deal of research in the entrepreneurial

domain, possibly because scholars seem to have paid little attention to the
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entrepreneur’'s experience of new venture creation (Morris, 2003). A study of
owner-manager’s perceptions of the freedoms and constraints they face during
the process suggests that although many entrepreneurs expected greater
personal freedom from venture ownership, they also experienced unexpected
constraints, mainly arising from a lack of access to resources (Wahlgren and
Stewart, 2003).

The attitudes of entrepreneurs and non-entrepreneurs towards the range and
intensity of barriers to new venture creation differ markedly. Barriers were
perceived to be highest among those who had no wish to become an
entrepreneur and lowest among those who were already entrepreneurs (Kouriloff,
2000).

Scholars have examined the attitude of young people to entrepreneurship, as a
way of predicting intention (Henderson and Robertson, 1999; Waistad and
Kourilsky, 1998). Results have been mixed, with some studies showing that
socio-economically underprivileged youths are more positively disposed to
entrepreneurship (Waistad and Kourilsky, 1998) and others that deprived youths

are less positive (Henderson and Robertson, 1999).

It may be that attitudes towards entrepreneurship differ between the developed
and developing world. In Jamaica, for example, it was found that self-employment
and employment in the informal sector are considered temporary holding
measures for those awaiting limited but highly desirable formal sector
employment (Honig, 1998). In South Africa, a study of entrepreneurial attitudes of
accountants and pharmacists revealed attitudinal differences between those who
were employed and those in private practice, particularly relating to innovation
and self-esteem (Van Wyk and Boshoff, 2004).

2.3.9. Behaviour during entrepreneurship

Entrepreneurial behaviour is generally considered to be different from managerial
behaviour because of the uncertain, and resource-poor situations entrepreneurs

typically face (Baum, 2003).

Regulatory focus theory is considered helpful in explaining how entrepreneurs

regulate their own behaviour to achieve desired ends (Baron, 2003). Individuals
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tend to adopt either a promotion or a prevention focus. The goal of promotion-
focused behaviour is the attainment of positive outcomes, whereby many
hypotheses may be generated and all possible means to achieve them are
explored. Prevention-focused behaviour seeks to avoid negative outcomes
(Baron, 2003).

The literature generally agrees that the entrepreneurial task includes: creating the
new venture, evaluating the opportunity; deployment to market and exploiting
opportunity (Markman and Baron, 2003). One study suggests that the required
personal capabilities include: opportunity recognition, social skills, personal
perseverance, human capital and self-efficacy (Markman and Baron, 2003).
Another lists five categories of activities that must be performed during start-up,
including: gathering market information, estimating potential profit, finishing the
groundwork for the business; developing the structure of the company and setting
up business operations (Gatewood, Shaver and Gartner, 1995). Scholars are

largely silent on exactly how this might optimally be achieved.

Key entrepreneurial behaviours are considered to be: ability to focus on
essentials; decision making, flexibility; goal direction; length of work day;
management style; organising; planning; problem analysis and risk-reducing
behaviour (Chrisman et al, 1998). More specifically, a comprehensive study of
nascent entrepreneurs found 14 activities typically associated with new venture
creation, including: organising a start-up team, preparing a business plan, buying
or renting facilities and equipment; asking for funding and applying for the

necessary licences or patents (Carter, Gartner and Reynolds, 1996).

A relatively recent series of studies considers how entrepreneurs improvise,
deliberately composing and executing novel action without planning and
preparation (Hmieleski and Corbett, 2007). The greater the degree of
entrepreneurial self-efficacy, the more likely the individual will engage in
Improvisational behaviour as a strategy for dealing with uncertainty and change.
Improvisational behaviour was found to be positively related to new venture
performance within start-ups lead by entrepreneurs who were high in self-efficacy
(Hmieleski and Corbett, 2007).

Baum (2003) suggests that the most characteristic entrepreneurial behaviours

include: developing and sharing a compelling vision of the future; making use of

37



-
&
UNIVERSITEIT VAN PRETORIA

. UNIVERSITY OF PRETORIA
Que® VYUNIBESITHI YA PRETORIA

prior experience and expert scripts; making quick incremental decisions;
borrowing the resources they don’t own or control; adapting goals to suit
changing circumstances and deliberately benefiting from trial and error. In a
longitudinal case study, Lichtenstein, Dooley and Lumpkin (2006) identified three
different modes of organising, into which different actions, decisions and
interventions enacted by the entrepreneur may be categorised. They termed

these visioning, strategic organising and tactical organising modes.

2.3.10. Entrepreneurial creativity

The need for innovation may be the entrepreneurial characteristic that enjoys the
greatest degree of consensus among theorists in the domain (Ward, 2004), in
spite of empirical evidence which suggests that the majority of entrepreneurial
new ventures innovate very little (Shane, 2008; Scheepers, 2004). While
innovation incorporates implementation or execution, creativity is concerned with

the production of novel and useful ideas (Scott and Bruce, 1994).

Creativity is important because it incorporates the ability to identify opportunities;
the development of innovative products and the implementation of distinctive
strategy (Ko and Butler, 2007). In less-developed countries, entrepreneurial firms
tend to move from imitating established products toward product development
and innovation, making creativity increasingly important to new venture
sustainability (Ko and Butler, 2007).

An individual's creative capability (Pretorius, Millard and Kruger, 2005) is thought
to require motivation (El-Murad and West, 2004), be dependent on his or her self-
efficacy, the amount of relevant knowledge individuals have at their disposal (Ko
and Butler, 2007) and creative thinking skills and procedures (Pretorius et al,
2005). Individuals are believed to be most creative when they have a passionate
desire to achieve something (Amabile, 1998). A minimum level of intelligence is a

requirement for only a few measures of creativity (Runco, 2004).

Creative motivation can be stimulated (Amabile, 1998) and creative skills such as
divergent thinking and pattern recognition (Runco, 2004) can be learned (Ward,
2004). There is some indication that entrepreneurial training in South Africa does

not in general cover the full range of performance requirements (Ladzani and van
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Vuuren, 2002), and is particularly lacking in creativity and innovation components
(Pretorius et al, 2005).

Creativity refers to the way in which individuals approach problems and solutions
and their capacity to put ideas together in new combinations (Amabile, 1998),
which is in turn influenced by the prior possession of relevant knowledge and skill
(Cohen and Levinthal, 1990). Although highly systematic problem solvers seem
to struggle to achieve high levels of innovative behaviour, an individual does not
need to be a highly intuitive problem-solver to be creative (Scott and Bruce,
1994).

2.3.11. Intuition and learning

Entrepreneurs often describe their thought processes as intuitive, sometimes
even attributing their success to intuition (Mitchell et al, 2005). Intuition refers to
the ability to access direct knowledge or understanding without the intrusion of
rational thought or logical inference (Sadler-Smith and Shefy, 2004) and is
thought to be particularly useful in the opportunity-identification process (Mitchell
et al, 2005). In effect, intuition is the exploitation of tacit knowledge, which is at
least partly the result of the knowledge experience that an individual cannot

easily articulate (Leonard and Sensiper, 1998).

Venture capitalists place great store on prior experience as a measure of the
probability of future entrepreneurial success (MacMillan, Siegel and Narasimha,
1985), possibly because they perceive expert entrepreneurs are more likely to
succeed. Expert entrepreneurs are thought to perceive information differently
from novices, noticing that which is relevant and perceiving good solutions, even
in highly complex and uncertain situations (Read, Wiltbank and Sarasvathy,
2003). When the future is difficult to predict by rational means, the ability to
discern intuitive insights can be particularly helpful (Sadler-Smith and Shefy,
2004).

Scholars note that it is important to distinguish between the ‘stock’ of skills,
experience and abilities with which an entrepreneur enters the entrepreneurial
process and the learning that takes place during and as a result of the new

venture-creation process (Cope, 2005).
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With respect to the ‘stock’ of learning the entrepreneur brings to new venture
creation, management, industry and start-up experience is relevant (Politis,
2005). This effectively indicates the level of preparedness of an individual to
embark on entrepreneurship (Cope, 2005). Experience provides tacit knowledge
that facilitates decision making under uncertainty and time pressure (Politis,
2005; Sternberg, 2004), and facilitates creativity (Cohen and Levinthal, 1990).

Learning helps entrepreneurs to identify new opportunities because they can
consider a wider possible range and more readily detect the most promising. The
probability of successful exploitation is also increased because the cost of doing
so is lowered (Politis, 2005). Learning also provides methods and heuristics that
help individuals to solve complex problems more effectively (Cohen and
Levinthal, 1990) and more quickly. Increased knowledge in a particular field also
helps the entrepreneur to focus attention on what is most important and facilitates
the integration and accumulation of new knowledge (Shepherd and DeTienne,
2005).

Experienced entrepreneurs cope better with the liabilities of newness and
smallness by being better able to access resources and leverage an established
relationship network (Cope, 2005). However, entrepreneurial expertise is not
dependent on simple intelligence, nor is it generalisable out of context (Read et
al, 2003). Sternberg (2004) suggests entrepreneurs are characterised by success

intelligence, a combination between creative, analytical and practical intelligence.

During new venture creation, entrepreneurs learn from their own experience and
they learn vicariously, both by observing the behaviour of other entrepreneurs
and through advice and assistance from a network of business and social
relationships. Such networks are in effect learning systems (Cope, 2005).
Entrepreneurs are not necessarily good students in a formal sense, however
(Sexton, Upton, Wacholtz and McDougall, 1997). In terms of formal development
programmes, entrepreneurs prefer short bursts of information that are highly
specific to their context, and prefer to learn from other entrepreneurs (Sexton et
al, 1997).

Older entrepreneurs are less likely to adjust their beliefs about the business and
its environment rapidly, instead giving much more weight to prior experience than

new information (Parker, 2006). This may make them more susceptible to making
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inappropriate decisions simply because they have made them before (Politis,
2005). This is not to argue that experienced entrepreneurs do not make mistakes,
instead they view failure as an opportunity for reflection, the process that brings

meaning to experience (Cope, 2005).

2.3.12.  Making sense of the experience

The less-than-fruitful attempts to find enduring personality traits and other
dispositional measures highlight the need for theorising on the subjective
experience of the entrepreneur (Hoang and Gimeno, 2005). Of particular interest
is the way in which entrepreneurial behaviour can be explained by the individual's

perceptions, attitudes and motivation towards entrepreneurial activity.

Structural identity theory suggests that individuals engage in entrepreneurial
activity because they seek to verify important self conceptions (Murnieks and
Mosakowski, 2007). Individuals believe that entrepreneurs possess certain traits,
and if they take on an entrepreneurial role, they will be motivated to act out those
traits until they are successful at achieving relevant feedback from others
(Murnieks and Mosakowski, 2007). Entrepreneurial activity is thought to be
ideally suited to allowing the individual to pursue his personal desires and to
enact their subjective representations of reality (Kisfalvi, 2002). Often, the
entrepreneur’s identity is so wrapped up with that of his organisation that he
cannot readily distinguish between the two (Howorth, Tempest and Coupland,
2005)

The individual receives important psychological benefits from defining his identity
as an entrepreneur: there are feelings of satisfaction derived from being part of
the entrepreneurial group; from receiving positive feedback from others (Hoang
and Gimeno, 2005); and from knowing that he is in some way unique and
different from others (Howorth et al, 2005). The use of metaphor is said to play an
important role in the entrepreneur’'s attempt to construct a viable sense of self
(Down and Warren, 2008).

However, it is sometimes argued that tendency to describe the entrepreneur as

