-~
A~
4
o @
° 5
e
-
- M
-

000000000
000000000
000000000
000000000
P00000000
00000
00000
00000
o0 00
ﬁ“ 5“
000
000
000
00 00

The Evolving Domain of

Entrepreneurship Research

Are they different from
independent entrepreneurs?

Bo Carlsson, Pontus Braunerhjelm, Maureen McKelvey,
Christer Olofsson, Lars Persson, Hakan Ylinenpaa

RESEARCH NETWORK DEBATE

SWEDISH ENTREPRENEURSHIP
FORUM



Working Papers Series from
Swedish Entrepreneurship Forum

In 2009 Swedish Entrepreneurship Forum started publishing a new series of Working Papers.
These are available for download on www.entreprenorskapsforum.se, and are part of our
ambition to make quality research available to a wider audience, not only within the academic

world.

Scholars from different disciplines are invited to publish academic work with the common
denominator that the work has policy relevance within the field of entrepreneurship,
innovation and SMEs.

The working papers published in this series have all been discussed at academic seminars at the
research institution of the author.

ABOUT SWEDISH ENTREPRENEURSHIP FORUM

Swedish Entrepreneurship Forum is the leading Swedish network organization for generating
and transferring policy relevant research in the field of entrepreneurship and small enterprise
development.

Swedish Entrepreneurship Forum is a network organization with the aim

* toserve as a bridge between the small business research community and all agents
active in development of new and small enterprises.

* toinitiate and disseminate research relevant to policy in the fields of entrepreneurship,
innovation and SME.

* to offer entrepreneurship researchers a forum for idea sharing, to build national and
international networks in the field and to bridge the gap between research and practical
application.

Find out more on www.entreprenorskapsforum.se



The Evolving Domain of Entrepreneurship Research’

Bo Carlsson, Pontus Braunerhjelm, Maureen McKelvey, Christer Olofsson, Lars Persson, Hakan Ylinenp&a®

Date of this version: September 14, 2012

Abstract

Research on entrepreneurship has flourished in recent years and is evolving rapidly. This paper explores the
history of entrepreneurship research, how the research domain has evolved, and its current status as an
academic field. The need to concretize these issues stems partly from a general interest to define the current
research domain, partly from the more specific tasks confronting the prize committee of the Global Award
for Entrepreneurship Research. Entrepreneurship has developed in many sub-fields within several
disciplines - primarily economics, management/business administration, sociology, psychology, economic
and cultural anthropology, business history, strategy, marketing, finance, and geography - representing a
variety of research traditions, perspectives, and methods. We present an analytical framework that
organizes our thinking about the domain of entrepreneurship research, by specifying elements, levels of
analysis and the process/context. An overview is provided of where the field stands today and how it is
positioned relative to the existing disciplines and new research fields upon which it draws. Areas needed for
future progress are highlighted, particularly the need for a rigorous dynamic theory of entrepreneurship that
relates entrepreneurial activity to economic growth and human welfare. Moreover, applied work based on
more careful design as well as on theoretical models yielding more credible and robust estimates seems also
highly warranted.
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1. Introduction

It is now generally recognized that entrepreneurial activity is one of the primary drivers of industrial
dynamism, economic development and growth. Yet research on entrepreneurship is relatively recent and
rapidly evolving. Entrepreneurship has developed in many sub-fields within several disciplines - primarily
economics, management/business administration, sociology, psychology, economic and cultural
anthropology, business history, strategy, marketing, finance, and geography - representing a variety of
research traditions, perspectives, and methods.

In order to highlight this new research area, the Global Award for Entrepreneurship research was initiated in
1996,; it has since evolved into the most prestigious prize in this vein of research.’ The prize is given
annually to a scholar who has produced “scientific work of outstanding quality and importance, thereby
giving a significant contribution to theory-building concerning entrepreneurship and small business
development, the role and importance of new firm formation and the role of SMEs in economic
development.”

From the point of view of the Prize Committee that selects the winner of the Award it is useful and perhaps
even necessary to ask, what is the domain in which we want to stimulate research? What are the areas of
inquiry and types of research we want to promote in this rapidly evolving field of research? And how is this
domain positioned relative to existing disciplines on which it draws? These questions all contribute to an
understanding of how to define and understand the domain of entrepreneurship research. This paper is
written jointly by the members of the prize committee serving in 2011-2012.

In order to define the domain of entrepreneurship research, a historical understanding of the main debates
and contributions is needed. First, however, we present the results of our work, namely an analytical
framework and definition of the field. The reason for presenting these first is that the framework provides a
useful tool to understand the specific elements, levels of analysis as well as processes/contexts of
entrepreneurship research and how they are related. From there we move on to a review of how the field
has evolved over time, including modern influential work as represented by the contributions of the winners
of the Global Award for Entrepreneurship Research. The paper concludes with a discussion of how the field
is evolving, where the gaps are in our current knowledge, and what are some promising areas for future
research.

® The Global Award is a direct continuation of the International Award for Entrepreneurship and Small Business Research first
launched in 1996 by The Swedish Entrepreneurship Forum (then Foundation for Small Business Research, FSF) and the Swedish
Agency for Economic and Regional Growth. Since 2009 these two organizations have been joined by The Research Institute of
Industrial Economics (IFN), thanks to a generous donation by the Swedish industrialist Rune Andersson, Mellby Gard AB. The prize
consists of 100 000 euro and a statuette , the “Hand of God,” by the internationally renowned sculptor Carl Milles.
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2. The Domain of Entrepreneurship Research

2.1 DEFINITION OF THE DOMAIN

We define the domain of entrepreneurship research as follows:

Entrepreneurship refers primarily to an economic function that is carried out by individuals, entrepreneurs,
acting independently or within organizations, to perceive and create new opportunities and to introduce their
ideas into the market, under uncertainty, by making decisions about location, product design, resource use,
institutions, and reward systems. The entrepreneurial activity and the entrepreneurial ventures are
influenced by the socioeconomic environment and result ultimately in economic growth and human welfare.

This definition is the result of our study of the evolution of entrepreneurship research that is presented in
the pages that follow. The research domain may be summarized roughly as shown in Figure 1.

Figure 1. Domain of Entrepreneurship Research

Individual/Team Venture Firm Macroeconomic level
Individual
characteristics
(“Traits”) Risktaking Proactiveness Innovativeness New
business in

existing
organiza-
. Venture tions
Opportunity

4 creation &
recognition innovation

Economic
| growth &
/ 4 human
o welfare
Organizational New
features firm
formation

7

Socioeconomic environment

Institutions/norms/culture Finance

Knowledge creation

Clusters

Economic & social policies

Geography

EXPLORATION EXPLOITATION




" SWEDISH ENTREPRENEURSHIP
27| FORUM Working Paper 2012:11

The domain of entrepreneurship research encompasses numerous activities (functions) carried out by
individuals and/or organizations resulting in new business in either new or existing organizations ultimately
yielding economic and/or social benefits in the form of economic growth and improved human welfare. The
activities involve risk-taking, pro-activeness, and innovativeness. The analysis can be carried out at various
levels (individual or team level, venture and firm level, and macroeconomic level). The socioeconomic
environment consisting of institutions, norms, and culture as well as availability of finance, knowledge
creation in the surrounding society, economic and social policies, the presence of industry clusters, and
geographic parameters, may influence entrepreneurial activities at all levels.

The left side of Figure 1 represents the explorative side of entrepreneurship: the role and characteristics of
individuals and teams (organizations).The result of these activities is opportunity recognition, innovation and
venture creation. On the right side, venture creation can take the form of creation of new organizations or of
new activities in existing organizations. The aggregate outcomes in the form of economic growth and human
welfare are represented on the far right side. All the activities and outcomes are influenced by one or more
dimensions of the socioeconomic environment, including institutions/norms/culture, knowledge creation,
finance, economic and social policies, clusters, and geography.

Moving to the middle of Figure 1, where explorative entrepreneurial activities lead to the creation of new
firms and new activities in existing organizations, the focus shifts from the characteristics and behavior of
the entrepreneur to the function of entrepreneurship. As pointed out by Venkataraman (1997),

[e]lconomists do not define economics by defining the resource allocator, nor do sociologists
define their subject matter by defining society. Likewise, it would be a mistake for us to define
our field by defining the entrepreneur. It would be more useful to define the field in terms of
the central issues that concern us... Our field is fundamentally concerned with understanding
how, in the absence of current markets for future goods and services, these goods and services
manage to come into existence. Thus, entrepreneurship as a scholarly field seeks to understand
how opportunities to bring into existence ‘future’ goods and services are discovered, created,
and exploited, by whom, and with what consequences... At its core the field is concerned with
(1) why, when and how opportunities for the creation of goods and services in the future arise
in an economy; (2) why, when, and how some are able to discover and exploit these
opportunities, while others cannot or do not, and, finally, (3) what are the economic,
psychological, and social consequences of this pursuit of a future market not only for the
pursuer, but also for the other stakeholders and for society as a whole. (Venkataraman, 1997,
pp. 120-1)

The fact that entrepreneurial activities are viewed from multiple disciplinary perspectives and at various
levels of analysis, using a variety of methods, makes it difficult to define the boundaries of the domain.
Besides economics, there is a growing body of research in politics, sociology, psychology, economic
anthropology, business history, management, strategy, marketing and finance, as well as geography (Casson,
1982; Acs & Audretsch, 2003). Thus, entrepreneurship can be seen as a subfield within several disciplines,
each with its own perspective on the subject matter. One result, pointed out by many authors, is a lack of a
common theoretical framework or central research paradigm. But the domain of entrepreneurship research
may also be viewed as a system that interacts with other parts of the economic system as a whole.
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2.2 DEFINITIONS OF “ENTREPRENEUR” AND “ENTREPRENEURSHIP”

There are many definitions of “entrepreneur” and “entrepreneurship.” In the more recent literature, Casson
(1982) defined an entrepreneur as someone who specializes in taking judgmental decisions about the
coordination (not just allocation) of scarce resources, emphasizing that “judgmental decisions” implies
decision-making under uncertainty and that the ability to identify and exploit opportunities is essential.

Hébert and Link (1989, p. 47) defined the entrepreneur quite similarly: “The entrepreneur is someone who
specializes in taking responsibility for and making judgmental decisions that affect the location, the form,
and the use of goods, resources, or institutions.” They call this definition ‘synthetic’ because it incorporates
the main historical themes of entrepreneurship: risk, uncertainty, innovation, perception, and change. It
accommodates a range of entrepreneurial activities within a market system, including but not limited to,
coordination, arbitrage, ownership, speculation, innovation and resource allocation (Hébert and Link, 1989,
p. 47).

Shane & Venkataraman (2000) adopted a definition very similar to that of Venkataraman (1997, cited
above). Acs & Audretsch (2003 defined entrepreneurship as embracing “all businesses that are new and
dynamic, regardless of size or line of business, while excluding businesses that are neither new nor dynamic
as well as all non-business organizations. This leaves the entrepreneurial process, opportunity and the
nature of organizational interaction as core topics.” (Acs & Audretsch, 2003, p. 6)

Stevenson (2004, p. 3) defined entrepreneurship more narrowly (on the ‘exploration’ rather than
‘exploitation’ side of Figure 1) as “the pursuit of opportunity beyond the resources you currently control.” He
identifies six different dimensions of entrepreneurship: strategic orientation, commitment to opportunity,
commitment process, control of resources, management structure, and compensation and reward system.

In 1998 the OECD published a report entitled Fostering Entrepreneurship, defining entrepreneurship in more
exploitative terms and closer to outcomes at the aggregate level as follows:

“Entrepreneurship is central to the functioning of market economies. Entrepreneurs are agents
of change and growth in a market economy and they can act to accelerate the generation,
dissemination and application of innovative ideas. In doing so, they not only ensure that
efficient use is made of resources, but also expand the boundaries of economic activity.
Entrepreneurs not only seek out and identify potentially profitable economic opportunities but
are also willing to take risks to see if their hunches are right. While not all entrepreneurs
succeed, a country with a lot of entrepreneurial activity is likely to be constantly generating new
or improved products and services.” (OECD, 1998, p.12)
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3. Historical Overview

3.1 ORIGINS OF THE FIELD

Entrepreneurship research is relatively new as an academic field, but it has a long tradition (Landstrém,
1999, 2000, 2005). The term “entrepreneur” has been used in the French language since the welfth century,
but the feudal system dominating in Europe in the Middle Ages hampered the development of
entrepreneurship and innovation. Gradually emerging cities became a breeding ground for entrepreneurship
among the merchant class, especially in Italy, France, and Southern Germany. By the eighteenth century
feudalism was eliminated, and legal and institutional conditions had changed with the emergence of the
joint stock company and the development of a banking system (Wennekers & Thurik, 2001, 1999).

It was the writings of the Irish-born banker Richard Cantillon (circa 1680-1734), whose Essai Sur la Nature du
Commerce en Général was published posthumously in 1755, that gave the concept of entrepreneurship an
economic meaning and the entrepreneur a role in economic development (Cornelius, Landstrom & Persson,
2006). Cantillon defined discrepancies between supply and demand as options for buying cheaply and
selling at a higher price. He referred to persons who were alert to such options as ‘entrepreneurs.’ He
identified their role as purchasing inputs at a certain price and selling outputs at an uncertain price, bringing
a market system toward stability. This set the stage for the later development of equilibrium models in
classical economics by promoting the development of economic foresight and dealing with uncertainty
(Murphy et al., 2006, pp. 18-19). But for a long time “classical”
Inquiry into the Nature and Causes of the Wealth of Nations (1776/1976), dominated the intellectual
development of economics. Classical theory did not emphasize the entrepreneurial function in the economy.

economic theory, originating in Adam Smith’s

Among the early economists only a few, such as Jean-Baptiste Say (1767-1832), Jeremy Bentham (1748—
1832), and John Stuart Mill (1806—1873) mentioned the concept. With the rise of the United States as a
major industrial power at the end of the nineteenth century, the discussion on entrepreneurship shifted
across the Atlantic. Among the American economists who developed the discussion were Francis Walker,
Fredrick Hawley, and John Bates Clark. Perhaps the best-known author among the U.S. economists was
Frank Knight (1885—-1972), who, in his Risk, Uncertainty and Profit (1921) made a distinction between risk
and uncertainty, where uncertainty is unique and uninsurable, and argued that the skills of the entrepreneur
lie in the ability to handle the uncertainty that exists in any given society (Cornelius et al., 2006).

The first economist to focus on the role of entrepreneurship in economic development was Joseph A.
Schumpeter (1885-1950). In his seminal work Theorie der Wirtschaftlichen Entwicklung (1912, the second
edition of which was translated and published as The Theory of Economic Development (Schumpeter, 1934)),
Schumpeter tried to develop an entirely new economic theory based on change—as opposed to equilibrium.
Distinguishing between ‘economic growth’ in the stationary state and ‘economic development’ (the creation
of new opportunities through ‘creative destruction’), he discussed the function of the entrepreneur as an
individual who tends to break the equilibrium by introducing innovations (“new combinations”) into the
system. He argued that “creative destruction is the essential fact about capitalism” (Schumpeter, 1942, p.
83) and that the entrepreneur is the prime agent of economic change. This ability to break with established
practice was linked primarily to individual entrepreneurs. Schumpeter saw new combinations as
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fundamental for economic development. But later as he observed the increasing dominance of large
corporations in industrial society, Schumpeter’s view of entrepreneurship gradually changed—from
entrepreneurship as the achievement of a single individual to innovative activities in existing organizations
(Schumpeter, 1942).

3.2 EARLY POSTWAR PERIOD

World War Il clearly changed the political, technological, and economic environment. The United States was
catapulted into a position of leadership in technology, production, management, and institutions. The war-
related products (such as computers, jet engines, and radar) that emerged from the war were
commercialized almost immediately through the military and soon after converted into civilian products. But
the commercialization took place mainly through incumbent firms; there were few new firms created.
Entrepreneurial activity in the form of new firm formation declined or stagnated between 1950 and 1965
and remained at a low level until around 1980 (Carlsson et al., 2010).

Given these circumstances it is understandable that there was not much progress in entrepreneurship
research during this period. But as is often the case, practice went ahead of theory; entrepreneurship
entered the study of management before it penetrated into economic analysis. The first course in
entrepreneurship was offered at the Harvard Business School in 1947. Peter Drucker started a course in
entrepreneurship and innovation at New York University in 1953. The first conference on small businesses
and their problems was held at the University of St. Gallen in Switzerland in 1948. The National Council for
Small Business Management Development (re-named the International Council for Small Business, ICSB, in
1977) held its first conference in 1956. The first academic conference on entrepreneurship research took
place at Purdue University in 1970. The Entrepreneurship Division of the Academy of Management was
established in 1987; it grew out of an Interest Group on Entrepreneurship formed in 1974. The Babson
Research Conference was started in 1981 (Cooper, 2003, pp. 21-22). Hence, there was much interest in
entrepreneurship in practice, even if not a central idea in economic theory.

Meanwhile, the study of entrepreneurship developed along two tracks, both based on the work of Austrian
economists: Schumpeter (1934 and 1942) on the one hand, and Hayek (1945) and von Mises (1949) on the
other. While it took a few more years for Schumpeter’s work to be incorporated in economic analysis,
Kirzner (1973, 1979, 1985), drawing on Mises and Hayek, focused on the role of knowledge and
entrepreneurial discovery in the process of market equilibration. Moreover, Kihlstrom & Laffont (1979)
constructed a theory of competitive equilibrium under uncertainty, using an entrepreneurial model with
roots in the work of Knight (1921). The Austrian economists have thus influenced many later works.

In the last decade of his life, Schumpeter called repeatedly for empirical historical studies of
entrepreneurship (Courvisanos & Mackenzie, 2011). It is not surprising, therefore, that his ideas on the
entrepreneurial role in economic development and business cycles penetrated first into the study of
economic history. With Schumpeter’s endorsement and help in securing funding, the Committee on
Research in Economic History was created in 1940, funded by the Social Science Research Council, and
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headed by Arthur Cole, an economic history professor and colleague of Schumpeter at Harvard.* The
Committee selected two major fields for special inquiry, namely the role of government and the role of
entrepreneurship in American economic development (Cole, 1944). By 1948 Cole had established Harvard’s
Research Center in Entrepreneurial History and its journal Explorations in Entrepreneurial History.

To Cole it was transparently obvious that the entrepreneurial role had now to be built into
economic theory, if economists were ever going to become “realistic” in their studies of the
economic world. For without the entrepreneur, nothing happens in economic life. Factors of
production do not magically spring into combination to make economic enterprises. The
entrepreneur accomplishes this economic service. The existing theories of the firm and of
markets were thus incomplete. Economics was said to be a social science, and therefore it must
embrace the central figure in economic society, the person whose actions create all economic
change. Economics would no longer be merely a study of an abstract world without people,
institutions, technological change, or the passage of time. The study of entrepreneurial history
would lead the way. (Hughes, 1983; italics in the original.)

But this proved to be a false start of economic analysis of entrepreneurship; already by 1958 the Center had
closed its doors. As predicted by Schumpeter, technological change had shifted innovation from the
individual entrepreneur to large firms. Business historians such as Alfred Chandler (1962, 1977, 1990)°
studied the history of large firms, while the focus of research in economic history in general shifted away
from entrepreneurial history. The field of entrepreneurial history seemed to have come to a dead end.
Twenty-five years later Hughes commented that “[a]ppallingly enough, the most recent excursions into the
entrepreneurial regions by economists display no apparent knowledge of the earlier voyages launched from
the Harvard center in the 1950s” (Hughes, 1983, p. 134).

Thus, in spite of Schumpeter’s contributions, it took a long time for the concept of the entrepreneur to be
used in economic analysis. Traditional neoclassical economic analysis focused on equilibrium and ignored the
role of entrepreneurial activity for the economy. It was left to behavioral scientists to continue theoretical
development in entrepreneurship research. David McClelland (1917-1998), a psychologist, was one of the
first to present empirical studies in the field of entrepreneurship that were based on behavioral science
theory. McClelland was interested primarily in human motivation. In his pioneering work The Achieving
Society (1961), McClelland made an attempt to understand the reasons for economic growth and decline by
focusing on the role of the entrepreneur. The question he raised was: Why are certain societies more
dynamic than others?

For McClelland, the premise was that the norms and values that prevail in any given society,
particularly with regard to the need for achievement (nACH), are of vital importance for the
development of that society. By means of a large number of experimentally constructed studies,
McClelland showed the link between a country’s nACH and its economic development. He
concluded that countries that are economically more developed are characterized by a stronger
focus on institutional norms and openness toward other people and their values, as well as

‘ Although Schumpeter was not a member of the Committee, Cole acknowledged him as “the real innovator” and thanked him for
giving his blessing (Cole, 1970, p. 733).

® Chandler received his PhD in economic history at Harvard in 1952 and was associated with the Center.
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communication between people. It is in this context that entrepreneurs have been recognized
as an important driving force for development. Entrepreneurs are people who have a high nACH
coupled with strong self-confidence and independent problem solving skills, and who prefer
situations that are characterized by moderate risk, while accepting individual responsibility.
(Cornelius et al., 2006, p. 381)

McClelland’s work generated a stream of research by behavioral scientists on the role of entrepreneurship in
economic development. Geertz, a cultural and social anthropologist, studied social development and
economic change in Indonesia (Geertz, 1963); Barth, a social anthropologist, looked at the role of
entrepreneurs in social change in Norway (Barth, 1963); and Lipset, a political sociologist, examined values,
education, and entrepreneurship in Latin America (Lipset, 1967).

The behavioral approach to the study of entrepreneurship led to a body of research focusing on the ‘traits’
of the individual entrepreneur. For a review of this literature, see Gartner (1988).

It was not until the late 1960s that economists began to take an interest in the role of entrepreneurship in
economic development (Leibenstein, 1968) and economic theory (Baumol, 1968); both of these authors
lamented the absence of the entrepreneurial function in conventional economic analysis. As Baumol (1968)
pointed out, the reason why entrepreneurship research has made a slow entrance into economic analysis is
that there is no theory of entrepreneurship in standard (neoclassical) economics. “[T]here is no room for
enterprise or initiative. The management group becomes a passive calculator that reacts mechanically to
changes imposed on it by... external developments over which it does not exert, and does not even attempt
to exert, any influence.” (p. 67) “The theoretical firm is entrepreneurless — the Prince of Denmark has been
expunged from the discussion of Hamlet” (p. 66). The neoclassical model is essentially an instrument of
optimality analysis; “maximization and minimization have constituted the foundation of our theory, [but] as
a result of this very fact the theory is deprived of the ability to provide an analysis of entrepreneurship” (p.
68).

Casson (1982) argues that one reason why there is no economic theory of the entrepreneur lies in the
extreme assumptions about access to perfect information that are implicit in orthodox (neoclassical)
economics. Simple neoclassical models typically assume that everyone has free access to all the information
required for taking decisions. This is the view that Hayek (1945) challenged. This assumption reduces
decision-making to the mechanical application of mathematical rules for optimization; it trivializes decision-
making and makes it impossible to analyze the role of entrepreneurs in taking judgmental decisions (Casson,
1982, p. 9).

The need for a theory of the entrepreneur “is most apparent when analyzing the reasons for economic
success and failure. The problem of explaining why some succeed while others fail is crucial to the study of
economic development, the growth of the firm and the distribution of income.” (Casson, 1982p. 10)

Schumpeter’s analysis has remained a basic point of reference for many of his successors, especially for
those who follow his tradition of regarding the entrepreneur as an innovative path breaker (e.g., Dahmén,
1950; Leibenstein, 1968; and Baumol, 1968, 1990). But it was not until Schumpeterian analysis made a
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come-back in the form of evolutionary economics, and industrial economics became more dynamic based on
a new theory of the firm and the emergence of game theory, breaking away from standard neoclassical
economics, that the entrepreneur began to be incorporated in economic analysis. Among the early
contributors were Burton Klein (Dynamic Economics, 1977) and Nelson & Winter (An Evolutionary Theory of
Economic Growth, 1982) who emphasized the importance of unpredictability, bounded rationality, and
individualistic behavior ion a dynamic economy. As Casson (1982) pointed out,

“The theory of the entrepreneur has an important role in the field of economic dynamics.
Orthodox theory provides an unsatisfactory account of the way in which individuals and
economic systems adjust to change. The neoclassical theory is inherently static in its approach,
and is usually rendered dynamic simply by introducing ad hoc assumptions about adjustment
lags. It offers very little insight into the ways in which different economic systems adjust to
change. It trivializes the comparison of market economies and centrally planned economies by
focusing on the case of perfect information in which resources are reallocated simply by
applying two different version of the conditions for the same mathematical optimum.”
(Casson, 1982, p. 12)

Entrepreneurial activity is closely linked to the Austrian view of individual actions and choice. Individuals do
not behave like calculating robots that choose one strategy among known alternatives whose outcomes are
known (probabilistically).The future is not only unknown but also unknowable; future outcomes are often
impossible to predict. Such a view of choice and decision-making opens up for innovativeness, boldness, and
creativity that have no room in traditional microeconomic decision theory (Henrekson & Stenkula, 2007, p.
51).

3.3 1980S AND 19905

1980 represents something of a turning point both for entrepreneurial activity and for entrepreneurship
research. A number of institutional reforms in the United States (including strengthening of intellectual
property rights, the enactment of the Bayh-Dole Act, changes in tax laws, and deregulation of financial
institutions that created new financial instruments) mark a transition to a new technological regime in which
new business formation plays an increasing role in converting new knowledge into economic growth. The
breakthrough in DNA research and the microprocessor revolution also played a role (Carlsson et al., 2009).
Entrepreneurial activity began to pick up as the dynamism of the economy increased. It became evident that
large firms were not always superior in promoting technological development and economic growth. The
“twin oil crises” in the 1970s triggered a re-appraisal of the role of small firms. Many large companies were
hit by severe economic difficulties. Large companies were increasingly seen as inflexible and slow to adjust
to new market conditions (Carlsson, 1989a and b). The increased interest in smaller firms can be attributed
to (1) a fundamental change in the world economy, related to the intensification of global competition, the
resulting increase in the degree of uncertainty, and greater market fragmentation, and (2) changes in the
characteristics of technological progress giving large firms less of an advantage (Carlsson, 1992).

These changes in the economic environment are reflected in numerous studies concerning entrepreneurship

and the role of small business. For example, in his path-breaking report The Job Generation Process David
Birch, (1979), found that the majority of employment opportunities in the United States were created by small
and young firms—not large companies. In The Changing Structure of the US Economy: Lessons from the US

10
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Steel Industry (1984), Zoltan Acs argued that small firms had an innovative role in the economy as agents of
change. And Michael Piore and Charles Sabel, in The Second Industrial Divide (1984), conducted a
macrohistorical analysis of the transformation from Fordist mass production to flexible specialization in
Italian industrial districts. As a consequence, a large number of enthusiastic researchers with different
backgrounds and different interests began to do research in this new area. The growth of the field of
entrepreneurship research had begun.

As tends to be the case in a new field of research, new journals dedicated to the new field emerged. As
indicated earlier, Explorations in Entrepreneurial History was started in 1949 and later re-named Explorations
in Economic History. The Journal of Small Business Management had been started in 1963, and the American
Journal of Small Business in 1975 (re-named Entrepreneurship Theory and Practice in 1988). The new journals
that emerged were the Journal of Business Venturing (1985), Small Business Economics (1989), Small
Business Strategy ( 1990), Family Business Review (1988), and Entrepreneurship and Regional Development
(1989).6 The number of English language entrepreneurship journals now exceeds 40 (Cooper, 2003, pp. 22-
24). The leading journals publishing work in entrepreneurship are not discipline-based. But it should be
noted that entrepreneurship research is also published in discipline-based journals such as the American
Economic Review, the American Sociological Review, Administrative Science Quarterly, the Journal of
Financial Economics, and the Strategic Management Journal.

The explosion in the number of entrepreneurship-oriented journals in the 1980s and 1990s reflects the
similarly dramatic increase in entrepreneurial activity that took place at the same time (Gartner & Shane,
1995; Carlsson et al., 2009).But the entrepreneurship field is still relatively small, particularly in terms of the
number of full-time faculty doing research. And although there has been rapid growth in the total number of
courses, many courses are taught by non-tenure track faculty, often on a part-time basis. (Cooper, 2003, p.
24)

The lack of a common understanding of the field led Gartner to conduct a Delphi study of academics,
business leaders, and politicians in an attempt to define entrepreneurship. No common definition resulted,
but eight themes emerged: The entrepreneur, innovation, organization creation, creating value, profit vs.
nonprofit, growth, uniqueness, and the owner-manager (Gartner, 1990).

As shown above, most early scholarly work on entrepreneurship focused on the personal characteristics
(“traits”) as well as success or failure of individual entrepreneurs and firms, primarily as a consequence of
the research being based in psychology and sociology. Organizational sociologists have focused on

®litis interesting and illuminating that through the 1990s there was little distinction made between “small business” and
“entrepreneurship.”

"ltis noteworthy that the economics discipline has been slow to accept the notion of entrepreneurship. Out of 1285 articles
published in Industrial and Corporate Change, the International Journal of Industrial Organization, the Journal of Evolutionary
Economics, and Research Policy during the 1990s, only 25 (1.9 percent) had some form of the word “entrepreneur” in their abstracts,
compared to 53 of 316 articles (16.8%) in Small Business Economics between 1992 and 1999. On the other hand, 71 of 378 articles in
the International Journal of Industrial Organization 1990-1999 had the word “entry” in the abstract, compared to 28 of 316 articles in
Small Business Economics 1992-1999.
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populations of firms in considering organizational births and deaths (Cooper, 2003).8 When economists
finally became engaged, the research focus broadened, but there was no agreement on the boundaries of
the field.

As we have seen, the stream of research on individuals and teams is strongly rooted in behavioral science
and focuses on the ‘intrapersonal’ processes of individual entrepreneurs. These include social cognition,
attribution, attitudes, and the self. The processes of social cognition that have received the most attention
within entrepreneurship are the cognitive biases and heuristics, and the principles of attribution. In the
social psychology literature, ‘attribution’ refers to the cognitive processes by which people explain their own
behavior, the actions of others, and events in the world. The work that provided the foundation for
attribution theory is Heider (1958) who argued that behavior is a function of both person and external
environment. (Shaver, 2003, pp. 331-6).

As mentioned before, the earliest reference on studies of entrepreneurial behavior is to the psychologist
David McClelland (1961) who attempted to add psychological and sociological explanations for economic
growth and decline. He identified entrepreneurship as one of four key forces making for economic
development, along with technology, population growth, and division of labor. According to McClelland, the
achievement level of a society is correlated with entrepreneurial activity, and he advanced the hypothesis
that “Weber’s observation of the connection between Protestantism and the rise of capitalism may be a
special instance of a much more general phenomenon” (Mc Clelland, 1961, p. 70).

The early stream of research that examines the characteristics of entrepreneurs has subsequently come
under sharp criticism. Gartner, 1985, 1988; Brockhaus, 1980; Brockhaus & Nord, 1979; and Brockhaus &
Horwitz, 1985) criticize the assumption that all entrepreneurs and their new ventures are much the same,
claiming that other research suggests that the diversity among entrepreneurs may be greater than the
differences between entrepreneurs and non-entrepreneurs as well as between entrepreneurial firms and
non-entrepreneurial firms. Gartner also noted that many who start businesses do so only once in their lives
and may subsequently not exhibit entrepreneurial behaviors.

8Venkataraman (1995) refers to Baumol’s distinction between productive, unproductive, and
destructive entrepreneurship and notes that entrepreneurs are available in every society; the supply of
entrepreneurs is not a problem. What matters is the social circumstances - laws, governance structure,
and incentive schemes.
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4. Overview of the Domain from the 1990s Onward

In recent years several volumes have been published that provide an overview of entrepreneurship research. In
1990 Casson published an edited volume of previously published papers that he considered foundational for
the study of entrepreneurship. This was the first comprehensive overview of entrepreneurship as a field. The

organization of the main topics covered reflects an economist’s view of the boundaries of the field:

(1) Economic theory
Risk and uncertainty
Market process
Innovation
The entrepreneur and the firm

(2) Empirical evidence on firm and industry; and
New firms and market entry
Innovation and size of firm
Employment and regional growth

(3) Culture and economic development
Personality and motivation
Immigrants, social mobility and culture

Development and decline

In the early 2000s this was followed by several more edited volumes that attempted to summarize research
in the field of entrepreneurship and its foundations (Westhead & Wright, 2000; Shane, 2002; Acs &
Audretsch, 2003; Welsch, 2004; Audretsch, Falck, Heblich & Lederer, 2011). There are many similarities in
coverage. Westhead & Wright’s volume contains the following topics: entrepreneurship theory,
methodological issues, entrepreneurial opportunity recognition and information search, finance for
entrepreneurs, entrepreneurial careers, types of entrepreneur, environments for venture creation and
development, venture growth and performance, organization closure, internationalization, corporate
venturing, family firms, technology-based firms, and franchising.

In 2002, Scott Shane published two edited volumes containing a broad collection of seminal and previously
published works related to the study of entrepreneurship, and in 2003 Acs & Audretsch published an edited
volume consisting of solicited contributions by leading contemporary scholars. The topics in these volumes
turn out to be largely the same. Even though Acs & Audretsch limit their definition to of entrepreneurship to
businesses while Shane & Venkataraman do not, the topics covered are quite similar. The common topics
are the entrepreneurial process; the existence, discovery, and exploitation of entrepreneurial opportunities;
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new venture formation; the social and environmental context; and new venture finance. Acs & Audretsch
also include a section on entrepreneurship, economic growth and policy (i.e., macroeconomic impact of
entrepreneurial activity) while Shane & Venkataraman include more management-oriented sections on
human resource assembly, organizational design, and new market creation.

The volume edited by Welsch (2004) is different from the other volumes mentioned here, as it is written for
educators and practitioners as well as researchers. It is also more narrowly focused on entrepreneurship as
the creation of new business organizations.

Thus, it appears that there are two main views on the field of entrepreneurship research. One view is that
entrepreneurship research should focus on new enterprise and its role in furthering economic progress — the
exploitation side (Acs & Audretsch, 2003; Low & MacMillan, 1988). Another view is that the field of
entrepreneurship should be concerned with the discovery and exploitation of entrepreneurial opportunities,
the individuals involved, and the modes of action used to exploit the opportunities (Shane and
Venkataraman, 2000, Acs et al.,2009) — the explorative side. These views are compatible in that they focus
on the creation of new economic activity but at different levels of aggregation. The explorative side is more
micro (firm) oriented, while the exploitation side looks more at aggregate outcomes. In contrast, Gartner
(2001) and Welsch (2004) take the position that entrepreneurship is about organizing and that this has a
greater likelihood of being understood through the study of firm creation.

The field seems to be in the process of being refocused, involving both broadening and narrowing down. The
explorative side seems to be broadened away from the narrow focus on stable characteristics of individuals
who start and run independent business firms. On the exploitation side it is increasingly being emphasized
that studies of small business, family firms, internal venturing, etc., deal with entrepreneurship only if they
explicitly address new ventures, i.e., discovery and exploitation of opportunities, in these different
organizational contexts (Davidsson et al., 2001).
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5.The Domain as Reflected in the Research of the Winners of the Global
Award for Entrepreneurship Research

It is instructive to look at the citations summarizing the contributions of the winners of the Global Award for
Entrepreneurship Research since its establishment in 1996, as they reflect, in part, how the field has evolved
over the last couple of decades:’

1996, David L. Birch: For having identified the key role of new and small firms in job creation.

1997, Arnold C. Cooper: For his pioneering work on technical entrepreneurship, new technology-based firms
and incubator organizations.

1998, David J. Storey: For the increased focus on unbiased, large-scale and high-quality research, and for the
initiation and coordination of extensive national and cross-national research programs on the central small

business issues.

1999, lan C. MacMiillan: For being instrumental in introducing an international perspective involving
comparative studies on cultural differences in entrepreneurship and small business behavior.

2000, Howard E. Aldrich: For integrating the most central research questions of the field, examining the
formation and evolution of new and small firms with a broader sociological research context.

2001, Zoltan J. Acs and David B. Audretsch: For their research on the role of small firms in the economy,

especially the role of small firms in innovation.

2002, Giacomo Becattini and Charles F. Sabel: For revitalizing Alfred Marshall’s century-old ideas regarding
the competitive advantages of geographical agglomerations of specialized small firms in so-called Industrial
Districts.

2003, William J. Baumol: For his persistent effort to give the entrepreneur a key role in mainstream
economic theory, for his theoretical and empirical studies of the nature of entrepreneurship, and for his
analysis of the importance of institutions and incentives for the allocation of entrepreneurship.

2004, Paul D. Reynolds: For organizing several exemplary innovative and large-scale empirical investigations
into the nature of entrepreneurship and its role in economic development.

2005, William B. Gartner: For his studies on new venture creation and entrepreneurial behavior, combining
the best parts of the positivist and hermeneutical traditions.

2006, Israel M. Kirzner: For developing the economic theory emphasizing the importance of the
entrepreneur for economic growth and the functioning of the capitalist process.

? It should be noted that the Global Award is given for lifetime contributions to research in the entrepreneurship field, not for single
pieces of work.
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2007, The Diana Group (Candida G. Brush, Nancy M. Carter, Elizabeth J. Gatewood, Patricia G. Greene, and
Myra M. Hart): For having investigated the supply and demand side of venture capital for women
entrepreneurs. By studying women entrepreneurs who want to grow their businesses, they demonstrate the
positive potential of female entrepreneurship.

2008, Bengt Johannisson: For furthering our understanding of the importance of social networks of the
entrepreneur in a regional context, and for his key role in the development of the European
entrepreneurship and small business research tradition.

2009, Scott A. Shane: For publishing significant works that display superior conceptual acumen as well as
empirical and methodological sophistication. His research covers virtually all major aspects of the
entrepreneurial phenomenon: the individual(s), the opportunity, the organizational context, the
environment, and the entrepreneurial process.

2010, Josh Lerner: For his pioneering research into venture capital (VC) and VC-backed entrepreneurship.
Among his most important contributions is the synthesis of the fields of finance and entrepreneurship in the
form of entrepreneurial finance. He has also made several important contributions in the area of
entrepreneurial innovation, spanning the issues relating to alliances, patents, and open-source project
development.

2011, Steven Klepper: For his significant contributions to our understanding of the role of new firm entry in

innovation and economic growth.

2012, Kathleen M. Eisenhardt: For her work on ‘corporate entrepreneurship’ — how existing organizations
can remain innovative, including through new venture creation. Eisenhardt’s work links the domain of
entrepreneurship research to the fields of dynamic capabilities, strategy and decision making processes, and
organization theory and design.

To summarize, over the years the awarded research reveals a shift from basically quantitative and
explorative approaches to more integrative and dynamic perspectives, emphasizing how entrepreneurship
relates to and influences other sub-disciplines within economics, management, and sociology.
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6. Reflections on the Continuing Evolution of the Research Domain

Given our definition of the domain, it appears that there are several areas in the entrepreneurship domain
that are not well covered by research. One is the interaction between entrepreneurial functions at various
levels and the socioeconomic environment. Historical empirical studies such as those Schumpeter called for
would seem particularly useful. Moreover, the development of formal theoretical models suitable to
undertake welfare analysis of the interaction between entrepreneurship and different types of institutions
and policies seems also highly warranted (See e.g. Gans and Stern (2003) and Norbé&ck and Persson
(2009,2011) for recent work along these lines) For example, what are the types of interaction between
entrepreneurs and other actors and between entrepreneurial activity and institutions/norms/laws that yield
fruitful outcomes? What is the role of entrepreneurial activity in the formation of innovation systems and
industry clusters, and vice versa? How does entrepreneurship affect industrial development and thereby
economic growth and welfare? What are the effects on the labor market and unemployment? What are the
effects of labor market institutions on entrepreneurship?

One area that is notably absent is work on social entrepreneurship — the link between entrepreneurship and
human welfare. This is understandable, given that the field of social entrepreneurship did not emerge until
the early 2000s. But it would seem to be a fruitful area of future research.

Also under-represented is research relating entrepreneurship to macroeconomic outcomes. This is troubling
but also reflective of the theoretical difficulties of incorporating entrepreneurship into mainstream
economic analysis, as noted by Baumol (1968) and Casson (1982). There has been a recent shift in
entrepreneurship research on economic growth, extending the new growth theory with an emphasis on
endogenous technical change (e.g., Acs et al., 2009, and Braunerhjelm et al., 2010). This research recognizes
the impact of new firm formation and firm dynamics on economic and social variables such as economic
development, technological change, economic growth, productivity, wealth creation and inequality. But
there seems to be a need for a more dynamic theory in which there is room for human actors, including
entrepreneurs, who are boundedly rational and who act under genuine uncertainty. Evolutionary theory
offers such a framework. It would appear promising for the study of entrepreneurship; studies in this area
are beginning to emerge."”

The tension in the entrepreneurship literature between the equilibrium and the evolutionary approaches
was articulated by Venkataraman (1997):

[M]ost scholars of entrepreneurship would acknowledge two fundamental premises. The first,
which | call the weak premise of entrepreneurship, holds that in most societies, most markets
are inefficient most of the time, thus providing opportunities for enterprising individuals to
enhance wealth by exploiting these inefficiencies. The second, which | call the strong premise of
entrepreneurship, holds that even if some markets approach a state of equilibrium, the human
condition of enterprise, combined with the lure of profits and advancing knowledge and
technology, will destroy the equilibrium sooner or later... The weak premise, although present

°or al literature survey, see Braunerhjelm (2011).
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implicitly in most works on entrepreneurship, reached its clearest articulation in the works of
Kirzner (e.g., Kirzner, 1979; 1985), while the strong premise is probably most familiar to people
as Schumpeter’s ‘process of creative destruction’.” (Venkataraman, 1997, p. 121)

An element that has been developed and can be the basis of a more systematic approach in an evolutionary
theory of entrepreneurship is the recognition that individuals differ not only in their tastes but also in their
access to information. The essence of entrepreneurship is “being different” because one has a different
perception of the situation. Another element is recognition of the difficulties inherent in organizing a
market. A third element is to relate the theory of the entrepreneur more closely to the theory of the firm. It
is these functions (and not only the features or ‘traits’) of the entrepreneur that need to be incorporated
into economic analysis. The entrepreneur is an agent of change who is concerned not merely with allocating
existing resources but with generation and coordination of new resources. This cannot be done within the
standard equilibrium framework; an evolutionary approach is necessary.

Finally, given the absence of a common core theory and the fragmented nature of entrepreneurship
research, it is not surprising that there is a great need for methodological work. Given the desirability of
developing theory, inductive, qualitative, and open-ended research is essential. This is true especially on the
explorative side of the research domain, but moving from exploration to description, explanation and
prediction is necessary throughout the whole domain. Such research is likely to require sophisticated
analytical and statistical methods such as structural equation modeling and advanced econometrics. In
particular, applied work based on more careful design as well as on theoretical models yielding more
credible and robust estimates seems highly warranted. Kathleen Eisenhardt’s work on corporate
entrepreneurship, founded on her study on “Building Theories from Case Study Research” (Eisenhardt, 1989)
is an excellent example. On the exploitation side of the domain there is a need for high quality data and
analysis, including carefully done large-scale surveys. The work of Steven Klepper, founded on systematic
longitudinal empirical analyses requiring massive, detailed, and painstaking collection and analyses of
historical data on firm entry, exit, size, location, distribution networks, and technological choices is a good
example here. The systematic gathering of longitudinal internationally comparable data on multiple levels,
such as that by the Global Entrepreneurship Monitor (GEM), should open up new avenues of research.

The purpose of the Global Award for Entrepreneurship Research is to promote and reward scholarship that
has made “a significant contribution to theory-building concerning entrepreneurship and small business
development, the role and importance of new firm formation and the role of SMEs in economic
development.” Several of the early awards were given for research on small business development. As
mentioned above, it was only in the late 1990s that a clear distinction began to be made between small
business economics and entrepreneurship research. The emphasis in the awarded research has shifted
gradually from the explorative side (individual/team features and venture creation) toward the exploitation
side (new business formation in both new and existing firms, and its outcome in the form of economic
growth). A few contributions linking entrepreneurship and the socioeconomic environment have also been
awarded. The most recent awards have been given to scholarship that integrates the analysis of
entrepreneurial activities with mainstream research in various disciplines such as finance, industrial
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organization, strategic management, and organization theory. These are important contributions that link
entrepreneurship to established disciplines and that also enrich these disciplines. But our review of the
entrepreneurship literature (including that of the award winners) shows that there is not much referencing
of literature on entrepreneurship outside each author’s own discipline.

We believe that entrepreneurship research could further develop into a set of core insights of the domain,
and that this development could involve integrating the insights from various disciplines. The domain of
entrepreneurship research has evolved over time, and authors have made interesting contributions to a set
of questions at the individual, firm and macro levels. We are convinced that future developments will further
enrich our understanding and address new sets of problems and phenomena.
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