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CHAPTER 1

The Importance of Trailblazing Scholarship
for Understanding Entrepreneurship

“Do not go where the path may lead; go instead where there is no path and
leave a trail.”
—Ralph Waldo Emerson

Recently, the co-authors of this book met in Blairgowrie, Australia. Dean
Shepherd showed Holger Patzelt the Back Beach where he had spent
much of his youth. Dean recalled his childhood taking the trek from his
house along the path through the coastal reserve to the rock pool and
surf:

Although the path made the trip relatively quick, easy, and safe, it was a some-
what boring walk. Sometimes my brother and I took a narrower path to see
a less populated section of the beach, and other times, we created our own
path—a route that no one else had taken. We called it “bushwhacking” because
we had to beat our way through the dense tea-tree. We did this to explore.
This new path was always slower than the normal route as well as less comfort-
able (with branches scratching and long grasses poking) and less safe (with
the chance of coming across poisonous snakes and /or spiders), but we did it
anyway. We held out hope this new path would lead to a new sand dune we
could tumble down, a new vista we could appreciate, a cave to hide in, or a rock
pool within which we could dive and swim. But even when we did not find
one of these desirable outcomes and spent hours walking only to find that we
had returned to our original starting point, we had enjoyed every minute of it.

© The Author(s) 2017 1
D.A. Shepherd, H. Patzelt, Trailblazing in Entreprencurship,
DOI10.1007,/978-3-319-48701-4_1



2 D.A. SHEPHERD AND H. PATZELT

This description of bushwhacking is the Australian version of trailblaz-
ing, and metaphorically, entrepreneurs can also be trailblazers—make
a path through new or unsettled tevrain upon which others may follow.
That is, rather than follow the established path created by others,
entrepreneurs often challenge the status quo by attempting to chart
a new direction through the creation of new products, services, and/
or processes. However, this book is not about trailblazing in coastal
reserves or in product markets but about trailblazing in the field of
entrepreneurship. We believe that scholars can be trailblazers, and in
doing so, they can create new knowledge that others can build on to
create additional knowledge and inform practice. Although this trail-
blazing may not have to deal with the poisonous snakes and spiders of
Australia, it certainly has its fair share of obstacles, requires consider-
able effort, and may also lead to dead ends. Along with the challenges
of creating a new trail are the intrinsic rewards from the process and
the extrinsic rewards from the outcomes of making substantial contri-
butions to knowledge. For scholars traveling along a well-worn path
or a semi-worn path, the research outcomes are replication and incre-
mental research, whereas trailblazing creates new knowledge through
more radical ideas. Important in trailblazing is knowing where to
start and having some knowledge about the terrain to be covered, the
tools to help clear the path, and the potential “gems” that might be
encountered along the way. The purpose of this book is to provide
some insights into where trailblazing may be best directed, how, and
with what potential outcomes. Specifically, this book offers a series of
frameworks from which or within which we believe important research
will emerge—research that will have a substantial impact on our under-
standing of an entrepreneurial phenomenon and, thus, on the way we
progress with subsequent entrepreneurship research.

We emphasize trailblazing (as opposed to taking existing paths) because
we strongly believe that the future of the entrepreneurship field is promis-
ing but only if our research itself continues to be entrepreneurial. That
being said, continuing to be entrepreneurial in our research may be more
difficult than it initially appears. The success we have had thus far may lead
us into a competency trap (Levitt & March, 1988) that rewards us in the
short term but is detrimental to the field in the long term. That is, entrepre-
neurship researchers sometimes decide to “play it safe,” using “accepted”
theories and methods to answer progressively narrower research questions



THE IMPORTANCE OF TRAILBLAZING SCHOLARSHIP FOR UNDERSTANDING... 3

that are of interest to smaller and smaller audiences (i.e., taking the known
path). By no means are we arguing that this type of incremental research
does not make important contributions to the field. Rather, we are sug-
gesting that if incremental research starts to dominate and overtake more
trailblazing research, the field could begin to stagnate and lose the essence
that makes it special—namely, the very real and pervasive willingness to
accept substantial novelty in the way we question, theorize, and test ideas
to develop new and stimulating insights.!

As we consider the entrepreneurship field’s future, our goal with this
book is not to decry or replace Venkataraman’s (Shane & Venkataraman,
2000; Venkataraman, 1997) or others’ (e.g., Busenitz et al., 2003; Carlsson
et al., 2013; Davidsson, 2003; Gartner, 1990; Wiklund, Davidsson,
Audretsch, & Karlsson, 2011) description of entrepreneurship’s charac-
teristic domain with our own; rather, our goal is to illuminate areas of
unsettled terrain worthy of trailblazing work as a basis for the vitality of
the field’s future. Such trailblazing is likely to continuously alter what is
considered to be entrepreneurship. As researchers, we should maybe focus
less on whether our current work conforms to published domain state-
ments within the entrepreneurship field because the field itself has likely
already shifted. Our current work may make a more substantial contribu-
tion to the field by expanding its boundaries further by, for instance, open-
ing up new terrain that then becomes part of the field of entrepreneurship
(in retrospect).

Indeed, researchers from a variety of fields tend to focus narrowly on
prevailing principles and themes, which can homogenize knowledge cre-
ation (in the literature) about the diverse world (Glynn, Barr, & Dacin,
2000). More specifically, Kuhn (2012) classified fields of study based on
the extent to which they create paradigms—namely, “shared theoretical
structures and methodological approaches about which there is a high
level of consensus” (Cole, 1983, p. 112). When a paradigm is more devel-
oped, there is less uncertainty about knowledge production as well as less
fragmentation, both of which appear to lead to growth in a field (Pfeffer,
1993). That is, agreement about core assumptions—namely, of the nature
of “knowledge [ontology], the nature of knowledge about those phenom-
ena [epistemology], and the nature of ways of studying those phenom-
ena [methodology]” Gioia & Pitre, 1990, p. 585)—can result in more
knowledge accumulation (Pfeffer, 1993). Stemming from these ideas,
Davidsson (2003) bemoaned that entrepreneurship research occasionally
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suffers from an abundance of studies articulated on different core prin-
ciples and assumptions—a practice that has resulted in slow knowledge
accumulation in the field. These arguments are consistent with those for
the benefits of well-established paths.

While there is a great deal of value in knowledge-accumulation argu-
ments, this paradigm-development approach seems to prefer parsimony
and consistency above depth and diversity. As a result, this approach
has the potential to generate an exceedingly narrow view (Burrell &
Morgan, 1979), particularly considering the rich nature of entrepre-
neurial phenomena. Indeed, as researchers, we need to keep up with the
intricacies of the phenomena we explore, which we can begin doing by
taking an array of perspectives to develop an assortment of interpreta-
tions (Glynn et al., 2000). Namely, the “paradigm mentality simultane-
ously proliferates and polarizes perspectives, often inhibiting discourse
across paradigms, biasing theorists against opposing explanations and
fostering development of provincial theories” (Lewis & Grimes, 1999,
p. 672)—all with the aim of winning the “paradigm war.” In this con-
text, the more exploratory is overtaken by the more exploitive. Indeed,
this mindset is like putting up wire fences to dissuade people from leav-
ing the path to create their own.

ENTREPRENEURSHIP AND BEYOND

Although our primary intent with this book is to advance the field of entre-
preneurship (without specifying the domain of entrepreneurship), we are
conscious that in doing so, we have an opportunity to make contributions
to knowledge that also advance other fields. Indeed, in many instances
throughout the book, we focus our attention at the boundaries of current
entrepreneurship theories, particularly constructs and relationships in the
gray area between overlapping paradigms, levels of analysis, and fields of
knowledge. This focus provides a systematic search, “the search of known
information sources” (see Fiet, 2007, p. 595), for potential opportunities
to advance our understanding of entrepreneurial phenomena—that is, to
blaze a new trail. In particular, we start with topics we have some knowl-
edge about and considerable interest in (i.e., familiar paths) to begin to
search for and explore potential research opportunities (i.e., from which
to trailblaze). Therefore, in justifying the basis for our search, we end up
citing a number of our previous studies—not because we are so arrogant
to believe that they represent the only basis upon which future contri-
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butions can be made to the field of entrepreneurship but because they
represent “known information sources” (consistent with systematic search
[Fiet, 2007]).

POTENTIAL RESEARCH OPPORTUNITIES AND RESEARCH
METHODS

The precursor to this book was the “Party On” paper (Shepherd, 2015),
which challenged us, as scholars, to remain entrepreneurial and pursue
areas of vitality (largely recounted in Chap. 2). We built on these notions
to explore other areas that could be trailblazed to provide further vitality
to the field. Although we discuss the content of research opportunities
that we believe can advance our knowledge, we do not investigate the
research methods necessary to empirically pursue these potential opportu-
nities (with the possible exception of a brief discussion of conjoint analy-
sis in Chap. 8). We are agnostic about research methods. Rather, we are
pluralistic. We believe that the appropriateness of a particular research
method depends on the research question and likely the knowledge and
motivation of the researcher. It could be that multiple methods could be
used to approach the same research opportunity, although it is likely that
the operationalizations, sample context, and so forth may be so different
such that they represent a different (but related) research opportunity;
one that may be complementary in knowledge production. This is a good
thing. Consistent results provide confidence in our knowledge based on
replication. Differences in results signal the need for additional theoriz-
ing—a win-win.

Although the above assumes that the new content of our theorizing on
an entrepreneurial phenomenon can be tested using (multiple) established
research methods, we recognize that some research questions and /or con-
jectures may require the creation of new methods—new to entrepreneur-
ship but established elsewhere, new combinations of multiple methods,
or the creation of “new to the world” methods. However, the creative
process does not necessarily need to be from content to method; it could
be the other way around. As new methods are developed and introduced,
we believe that they will open up new conceptual domains—new methods
lead to new content. Therefore, although we focus on the importance of
being entreprenecurial in our theorizing for advancing the field, we also
recognize the importance of being entrepreneurial in our methods and
welcome such advancements.


http://dx.doi.org/10.1007/978-3-319-48701-4_2
http://dx.doi.org/10.1007/978-3-319-48701-4_8
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AssUMPTIONS AND BOUNDARY CONDITIONS

Just as we do not focus on a particular research method, we also do not
focus on one particular philosophical perspective. We realize that people
may be able to read into this book a philosophical perspective that we have
applied subconsciously. However, we wish to point out that we believe
that it is perfectly fine for people to approach their research from differ-
ent philosophical perspectives. Indeed, it is better than fine because these
different lenses can provide deeper insight into entrepreneurial phenom-
ena and advance the field (even this statement is replete with unintended
philosophical undertones). We like to think of different philosophical per-
spectives as enabling diverse knowledge creation, which is important for
the vitality of the field. However, we realize that it can also constrain our
thinking. To avoid constraining our thinking about research, we try to
use the following rules of thumb in writing this book (and in writing and
reviewing papers as well as making editorial decisions on papers) as the
primary purpose is not to make a philosophical contribution:

1. We try to acknowledge the key assumptions and boundary condi-
tions of our theorizing for the focal work.

2. We build on and direct our contributions of the focal work to the
ongoing scholarly conversation that has similar assumptions and
boundary conditions.

3. We allow others to use different philosophical perspectives in their
papers and try to be aware of our potential biases (if any) in reading
those papers.

4. We allow ourselves to use one philosophical perspective in one paper
and a different philosophical perspective in a different paper (i.e.,
philosophically consistent within a paper but not necessarily across
papers).

5. We do not acknowledge a “debate” about philosophical differences
that may exist in the literature unless the specific purpose of the
paper is to add something substantial to that debate.

6. We do not try to interpret a study as supporting one philosophical
perspective over another nor suggest that one philosophical perspec-
tive is superior to another.

7. We do not re-interpret the findings of the study from a different
philosophical perspective.

8. We realize that we are highly fallible in all of the above but dedicated
to open mindedness.
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These are the rules that we try to follow. We find that they help us
keep an open mind about research and avoid being pulled into endless
discussions that seem to go nowhere other than around and around and
around again. Like a merry-go-round, we realize that the circles, the ups
and downs, the lights, and the bells and whistles of philosophical debates
are enticing (like moths drawn to a flame), but because we are unwilling
to spend a career trying to gain (and probably never fully achieving) an
understanding of these deep and complicated issues, we avoid the tempta-
tion of “dabbling” (or at least we try). We also realize that contributions
can be made by trained philosophers in exploring these issues.

IMPLICATIONS FOR ENTREPRENEURIAL SCHOLARS

While trailblazing can sound exciting, as we mentioned above, it is more
likely that incremental (i.e., exploitation) research has begun to crowd
out trailblazing (i.e., exploration) research to the detriment of the field.
This crowding out can be caused by individual scholars who want to take
advantage of the legitimacy and popularity of the entrepreneurship field
to focus on providing many incremental contributions, for instance, by
adding another moderator to an extensive list of moderators of an existing
main-effect relationship. This may seem to be a prudent research approach
for a sole scholar, and it does contribute to the literature; however, if the
majority of scholars use this strategy and are rewarded for doing so, we
run into the “crowding-out effect” that we are worried about.

While it is understandable why some scholars, especially junior scholars,
might take this approach, we put forth two cautionary observations and
a challenge. First, the biggest risk when attempting to publish work in
prestigious journals is using a conservative research strategy. Similar to the
higher outcome variance in more entrepreneurial organizations (McGrath,
1999), entrepreneurial scholars are also likely to experience greater vari-
ance in research outcomes. Totally mixing metaphors, we argue that some
trailblazing projects are likely to completely “bomb,” whereas other proj-
ects could end up being “home runs” (i.e., they are able to capture edi-
tors’, reviewers’, and audiences’ attention). Scholars who are organizing
new research projects often use these “home run” entrepreneurial papers
to develop their own stories. Thus, entrepreneurial scholars’ published
papers are likely to influence the development of the field (as well as other
fields) more significantly than less entrepreneurial scholars’ papers (even
though entrepreneurial scholars are likely to experience higher project fail-
ure rates).
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Second, researchers can consider taking a portfolio approach with their
projects, combining more radical research projects with “safer” projects. As
entrepreneurial scholars, we can build a portfolio of projects that includes
a few studies we believe are trailblazing (i.e., are odd, peculiar, and/or
challenge the status quo). This approach is in line with the real options
reasoning approach many organizations take to deal with the uncertainty
underlying potential opportunities (McGrath, 1999).

Third, the challenge we present herein is to broaden the array of
research questions, theories, and methods and to look to the “flipside”
of prominent research streams for inspiration. For instance, entrepre-
neurship researchers trust there are benefits resulting from entrepreneur-
ial action, so they generally focus on exploring those benefits. However,
only studying benefits may lead to an incomplete picture. Different
research questions and theories may be necessary to fully comprehend
the costs associated with entrepreneurial action. For instance, why do
some individuals undertake entrepreneurial action to destroy value, take
advantage of the susceptible, and /or damage nature? Why does entrepre-
neurial action sometimes lead to physical, psychological, and/or emo-
tional suffering? Is there a motivation that is the antithesis to prosocial
motivation? That is, how do we examine the motivations of individuals
who want to take entrepreneurial action to hurt or weaken other people
or the natural environment (if such individuals exist)? These thought
experiments may be useful in finding a terrain through which to begin
to try to blaze a new trail.

New research questions, theories, and topics are also likely to broaden
the range of research methods and vice versa. In the past, entrepreneurial
scholars have broadened the range of research methods by taking meth-
odological developments from other fields and applying them in the entre-
preneurial context. However, similar to borrowing theories for application
in the field of entrepreneurship, employing methods from other fields will
likely necessitate some re-working, which may in itself contribute back to
the initial source. Researchers also have the chance to engage in brico-
lage by considering the methods currently available and combining them
in new ways to reveal novel grounds for theorizing and empirical test-
ing. For example, we (along with Robert Baron) attempted bricolage by
combining three basic methodological approaches—a conjoint study, an
experimental manipulation, and an “intercepts-only” model—to help us
better understand an issue that would have been challenging to test oth-
erwise (see Shepherd et al., 2013).



THE IMPORTANCE OF TRAILBLAZING SCHOLARSHIP FOR UNDERSTANDING... 9

IMPLICATIONS FOR ENTREPRENEURIAL JOURNALS

Crowding out also happens during the journal review process when edi-
tors and reviewers take a more conservative approach because they are
more concerned with errors of commission (i.e., publishing a paper that
lessens the journal’s legitimacy) than with errors of omission (i.e., turn-
ing down a paper that is riskier but could be very impactful). As a result,
editors and reviewers often decide to “play it safe,” deciding to accept
only papers that fit their particular mold and are “done well” regardless of
misgivings about the size of the work’s contribution. While this conserva-
tive approach may work out in the short term, it is likely to lead to a stag-
nant field with inflexible borders, narrow questions, and tricky turf battles.
If this occurs in entrepreneurship, we, as entrepreneurship scholars, will
become the exact opposite of what we study.

So where is the field headed? Well, that depends on changes in the phe-
nomena (which are difficult to predict) and where we, as a community of
scholars, blaze new trails through publishing high-quality research papers.
In this book, we focus on the latter—where we, as a community of schol-
ars, can take the field through trailblazing—because scholarly knowledge
is within our control. In this book, we present some trailblazing possibili-
ties, possibilities that we believe hold great promise for future research to
make important contributions to the continued development of the field.
These possibilities are by no means an exhaustive list. Indeed, even within
a particular topic of interest, there is almost an infinite array of research
questions possible. It is our sincere hope that this book stimulates new
exploratory research whether or not it is along the lines outlined herein.

In Fig. 1.1, we illustrate the framework for the book. In the next chapter
(Chap. 2), we lay out the basis for trailblazing in terms of the generation,
refinement, and exploitation of potential opportunities and the benefits
generated for the entrepreneur (and/or the entrepreneurial firm) and/or
others. In Chap. 3, we extend the notion of the “potential” opportunity
to recognize that failure is a frequent outcome of entrepreneurial action
that can also benefit the entrepreneur (and/or the entrepreneurial firm)
and/or others primarily through learning from the experience. In Chap.
4, we describe how trailblazing can involve combining the operational
processes of innovation and the various aspects of the entrepreneurial
process to provide a deeper explanation of entrepreneurial activities and
outcomes (including failure). The entrepreneurial process is (or micro-
entrepreneurial processes are) embedded in a number of environments that


http://dx.doi.org/10.1007/978-3-319-48701-4_2
http://dx.doi.org/10.1007/978-3-319-48701-4_3
http://dx.doi.org/10.1007/978-3-319-48701-4_4
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can trigger new paths of knowledge creation. Specifically, by exploring the
entrepreneurial process in the natural environment, we can advance our
understanding of sustainable entreprencurship (Chap. 5); in the relational
environment, we can advance our understanding of the family’s role in
entrepreneurial businesses (Chap. 6); and in the personal physical environ-
ment, we can gain a deeper understanding of how health impacts entre-
preneurial action and how entrepreneurial action impacts health (of the
entrepreneur and /or others) (Chap. 7). Although each chapter details the
possible mechanisms underlying the proposed relationships (e.g., emo-
tion, cognition, and motivation), we recognize that a central core assump-
tion is that entrepreneurial actions are largely driven by decision making.
In Chap. 8, we make explicit the role of decision making by explaining
how entrepreneurial decision-making research can help blaze new trails
in the field of entrepreneurship. Next, we describe each chapter in more
detail.

In Chap. 2, we build on previous work (e.g., Shepherd, 2015) to inves-
tigate the central aspect of entrepreneurship—the opportunity—and build
a deeper understanding of the possibilities of research from exploring (1)
how the entrepreneurial process involves the mutual adjustment of the
entrepreneur, a community of practice, and the nature of the potential
opportunity over time; (2) how entrepreneurial activities inform and moti-
vate opportunity beliefs as a micro-foundation of entrepreneurial action;
(3) how entrepreneurial cognitions influence emotions and vice versa as a
basis for a more dynamic and “hot” perspective of entrepreneurial think-
ing; and (4) how idiosyncratic motivations and knowledge can lead to
entrepreneurial action that “does good” for others.

In Chap. 3, we build on our previous work (e.g., Shepherd, 2003;
Shepherd, Patzelt, Williams, & Warnecke, 2014; Shepherd, Patzelt,
& Wolfe, 2011) to acknowledge the frequency of failure given the
uncertainty of the entrepreneurial process—failure of projects within
an established firm and the failure of entrepreneurial firms. We then
highlight how future research can make an important contribution
to knowledge and open up new ground for subsequent research by
exploring (1) the financial, social, and psychological consequences of
failure; (2) the inter-relationships between the financial, social, and/
or psychological outcomes of experiencing failure, including magnify-
ing and dampening effects; and (3) the processes of sensemaking and
learning from failure, especially those related to developing plausible
stories of failure.


http://dx.doi.org/10.1007/978-3-319-48701-4_5
http://dx.doi.org/10.1007/978-3-319-48701-4_6
http://dx.doi.org/10.1007/978-3-319-48701-4_7
http://dx.doi.org/10.1007/978-3-319-48701-4_8
http://dx.doi.org/10.1007/978-3-319-48701-4_2
http://dx.doi.org/10.1007/978-3-319-48701-4_3
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In Chap. 4, we highlight the importance of managing the entrepre-
neurial process and discuss how building on the innovation and opera-
tions management literatures provides a strong foundation from which
numerous explorations can take place. In particular, although knowledge
is central to the generation and refinement of a potential opportunity,
we do not have a good understanding of how to manage that knowledge
and, for that matter, what motivations lead to entrepreneurial actions. In
this chapter, we describe the stepping stones of absorptive capacity, stage
gates, and operations management more generally and start to lay them
out in unsettled terrain in the field of entrepreneurship to provide an indi-
cation of the vitality generated by future trailblazing work in this area.
Such trailblazing not only creates vitality to the field of entrepreneurship
but also has the potential to revitalize these topics in the fields of innova-
tion and operations management.

In Chap. 5, we build on our previous work (e.g., Patzelt & Shepherd,
2011; Shepherd & Patzelt, 2011) to offer sustainable entrepreneurship
as the link between what is to be sustained (i.e., nature, life support, and
community) and what is to be developed (broadly construed to include
economic and non-economic gains to individuals, the economy, and
society) through entrepreneurial actions. We explore the possibilities of
research questions related to what is to be sustained and what is to be
developed in sustainable entrepreneurship. We also explore entrepreneurs
as a link between the scientific community and the end-user community.
This is important because scientists’ research-based knowledge has the
potential to influence the sustainability of end users’ development behav-
iors, but there are numerous obstacles to this occurring. Entrepreneurial
action is a mechanism for overcoming some of these obstacles and thereby
linking the scientific and user communities for sustainable development
outcomes.

In Chap. 6, we build on our previous work (e.g., Shepherd, 2016) to
begin to establish a stronger link between entrepreneurship and family
business to build knowledge in both fields. Specifically, we explore (1)
how a potential opportunity for a family business changes as a result of
the interactions between sub-communities of inquiry inside and outside
the family, the business, and the family business as well as how these sub-
communities can be transformed by the entrepreneurial process; (2) how
the entrepreneurial process and the notion of socio-emotional wealth
intertwine to provide the possibilities for new insights into the entrepre-
neurial action and performance of family businesses; and (3) how family
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businesses have the capability and motivation for compassion organizing
to alleviate the suffering of people inside and outside the family and inside
and outside the business.

In Chap. 7, we build on our previous work (Shepherd & Patzelt, 2015)
to highlight the need for research linking entrepreneurial action to health
outcomes and health to entrepreneurial outcomes. Such future research
could have a substantial impact on the health of individuals. This approach
suggests a number of terrains for which trailblazing could be highly benefi-
cial. We believe that future entrepreneurship research should explore how
health influences the decision to pursue an entrepreneurial career—the
creation of a new organization and/or the pursuit of a potential oppor-
tunity. However, there is also likely a reciprocal relationship. We identify
a number of research opportunities to explore how an entrepreneurial
career can influence health through stress, emotional reactions, and socio-
economic status. In addition, as a consistent theme throughout the book,
we believe that by considering entrepreneurial action as a tool that can be
used for good, researchers need to investigate the path between entrepre-
neurial action and the health of others.

In Chap. 8, we build on our previous work (e.g., Shepherd, 2011;
Shepherd, Williams, & Patzelt, 2015) to point out that entreprencurial
decision making represents an extreme decision-making context faced by
many corporate and independent entrepreneurs, a context high in uncer-
tainty, time pressure, emotions, and consequential extremes. We explore
research possibilities on the topics of opportunity-assessment decisions,
entrepreneurial career decisions, decisions on funding entrepreneurial
action, and biases and heuristics in entrepreneurial decision making. We
also acknowledge a foundation of multi-level research on decision making
in the entrepreneurial context and explore future research opportunities
to build upon it. This exploration is organized conceptually as a hierarchy
of levels below and above the level of the individual, and we use conjoint
analysis as a methodological framework to keep these ideas anchored in
what is empirically possible.

CONCLUSION

Through this book, we present a challenge (to ourselves and anyone
else who will listen) for future research to build a stronger, more com-
plete understanding of entrepreneurial phenomena. To achieve this
strength and completeness, researchers (and journals) must accept that
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there is not one correct approach or answer in this field, and they must
welcome numerous viewpoints, including those from different para-
digms and multi-paradigms. Indeed, scholars have begun to recognize a
“post-paradigm war” approach to building fields of knowledge (Romani,
Primecz, & Topgu, 2011)—a multi-paradigm perspective (e.g., Gioia &
Pitre, 1990)—that emphasizes a more complete picture of the phenom-
ena at hand. This more complete picture of entrepreneurial phenomena
will likely come from scholars who undertake at least some trailblazing
projects; from scholars who broaden the range of research questions, the
potential outcomes of entrepreneurial action, and the selection and com-
bination of research methods; and from researchers who avoid the endless
debates about the margins of the field and its sub-fields or about whether
one theoretical or philosophical lens is superior to another.

NOTE

1. We acknowledge that some scholars may argue that we are lacking
enough incremental research (e.g., there are calls for more replica-
tion studies). However, thinking about the future of the field of
entrepreneurship, we are far more worried about “exploitation”
overtaking “exploration” (consistent with March, 1991) than vice
versa.
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CHAPTER 2

Researching the Generation, Refinement,
and Exploitation of Potential Opportunities

INTRODUCTION

Most research opportunities are characterized by uncertainty, and scholars
generally have numerous options when thinking about how to contribute
to and energize a field of study. In this chapter, we argue that future con-
tributions to the field of entrepreneurship will stem from considering the
entrepreneurial process as a series of steps to generate and refine oppor-
tunities through developing, engaging, and transforming communities of
inquiry. In addition, this process involves a dynamic and recursive pattern
of activities immersed in entrepreneurial practice that goes beyond finan-
cial goals and engages the heart as much as the mind. We believe viewing
the entrepreneurial process in this way will help researchers gain a deeper
understanding of how entrepreneurial action can meet some of the most
challenging issues of our time, thereby enabling important contributions
to the field of entrepreneurship.

First, scholars have contributed significantly to the body of research on
entrepreneurial cognition focusing on individuals’ beliefs about whether
a specific situation is (or is not) an opportunity (e.g., Autio Dahlander,
& Fredrickson, 2013; Cornelissen & Clarke, 2010; Gregoire, Barr, &
Shepherd, 2010; Grégoire & Shepherd, 2012; Gruber, Macmillan, &
Thompson, 2013; Keh, Foo, & Lim, 2002; McMullen & Shepherd,

This chapter is based on Shepherd (2015).

© The Author(s) 2017 17
D.A. Shepherd, H. Patzelt, Trailblazing in Entreprencurship,
DOI10.1007,/978-3-319-48701-4_2



18 D.A. SHEPHERD AND H. PATZELT

2006; Tang, Kacmar, & Busenitz, 2012). Unsurprisingly, given its roots in
cognitive psychology, most of this research has focused on individual-level
characteristics (Baron & Ensley, 2006; Mitchell et al., 2002; Shane, 2000;
Shepherd & DeTienne, 2005) or cognitive processes (Bryant, 2007,
Busenitz & Barney, 1997; Cornelissen & Clarke, 2010; Grégoire et al.,
2010) when explaining how people detect, understand, and/or assess
possible opportunities. Future research can extend this body of research
as well as enhance our understanding of entrepreneurial phenomena by
taking a more interactive view of the entrepreneurial process and inves-
tigating how a community of inquiry influences the refinement of a pos-
sible opportunity and changes in the entrepreneur’s mind, how potential
opportunities alter a community of inquiry, and how an evolving opportu-
nity can lead to the mutual adjustment between the entrepreneur’s mind
and the community of inquiry.

Second, previous research has significantly deepened our knowledge
of the outcomes (Bornstein, 2004; Dean & McMullen, 2007; Foss, Foss,
Klein, & Klein, 2007; Roberts & Woods, 2005) and antecedents of entre-
preneurial action (Krueger, 2007; McMullen & Shepherd, 2006; Meek,
Pacheco, & York, 2010; Mitchell & Shepherd, 2010). Scholars can further
complement this research by exploring the numerous sub-activities associ-
ated with a single entrepreneurial action. More specifically, by focusing on
activity as the key unit of analysis, future research can extend the litera-
ture on nascent entrepreneurship that emphasizes the series of activities
involved in new venture emergence (Delmar & Shane, 2004; Gartner,
1985; Lichtenstein, Carter, Dooley, & Gartner, 2007) rather than the
solitary act of exploiting an opportunity. Such research will help separate
entrepreneurial action into its basic sub-activities and elucidate the inter-
relationships between activities, between an activity (or sequence of activi-
ties) and an individual’s motivation to form an opportunity belief, and
between an activity (or sequence of activities) and the knowledge needed
to form an opportunity belief. With this research, scholars will be able to
begin constructing a theory of the micro-foundations of entrepreneurial
action.

Third, research has already provided strong evidence of the role cogni-
tion plays in individuals’ execution of tasks essential to the entrepreneurial
process, including identifying (e.g., Ardichvili, Cardozo, & Ray, 2003;
Corbett, 2005; Grégoire et al.,2010), assessing (e.g., Haynie, Shepherd, &
McMullen, 2009; Keh et al., 2002), and acting on (e.g., Autio, Dahlander,
& Frederiksen, 2013; Hmieleski & Baron, 2008; McMullen & Shepherd,
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2006) potential opportunities. In addition, research has begun to reveal
how emotion influences entrepreneurs’ cognitive information process-
ing for important tasks (e.g., Baron, 2008; Foo, 2011; Shepherd, 2003;
Welpe, Sporrle, Grichnik, Michl, & Audretsch, 2012). Along these lines,
research could make important contributions by building on the concept
of “hot cognition” (i.e., the notion that emotions affect cognitive process-
ing in the entrepreneurial context [Cardon, Foo, Shepherd, & Wiklund,
2012]) to study the opposite relationship—namely, how entrepreneurial
activity affects the way individuals generate emotions (both positive and
negative) as they engage in challenging entrepreneurial tasks (see Gielnik,
Spitzmuller, Schmitt, Klemann, & Frese, 2015). As this research evolves,
scholars can begin to investigate the reciprocal relationship between cog-
nitions and emotions as individuals engage in entrepreneurial tasks over
time.

Finally, scholars have made recent progress in the field of entrepreneur-
ship by investigating the outcomes of entrepreneurial actions benefitting
others—for instance, research on social entrepreneurship (e.g., Dacin,
Dacin, & Tracey, 2011; Dees, 1998; Mair & Marti, 2006; McMullen,
2011; Peredo & Chrisman, 2006), environmental entrepreneurship (e.g.,
Dean & McMullen, 2007; Meek et al., 2010; Shepherd, Patzelt, & Baron,
2013; York & Venkataraman, 2010), and sustainable development (e.g.,
Hall, Daneke, & Lenox, 2010; Shepherd & Patzelt, 2011). Future schol-
arship that develops and extends the compassion organizing (e.g., Dutton,
2003; Dutton, Worline, Frost, & Lilius, 2006; George, 2013; Kanov
et al., 2004; Lilius et al., 2008) and prosocial motivation (e.g., Batson,
1998; De Dreu, 2006; Grant, 2007, 2008; Grant & Berry, 2011; Grant
& Sumanth, 2009) literatures is likely to contribute significantly to these
previous research lines by exploring the distinct role of entrepreneurial
actions and their underlying sub-activities. More specifically, entrepre-
neurship researchers are particularly well suited to study how individuals
can alleviate others’ suffering by going beyond depending on established
organizations’ normal routines and developing new routines within these
organizations or creating new organizations, how organizational mem-
bers can alleviate non-organizational members’ suffering, and how people
can build new organizations in resource-devastated environments to help
others. Going beyond investigating individuals’ ability to act entrepre-
neurially to help others overcome suffering, future scholarship will likely
progress this line of research by adding to and extending the concept of
prosocial motivation to entrepreneurs’ compassionate venturing.
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Throughout the rest of this chapter, we discuss each of these research
streams in more detail. Of course, these streams are not the only potential
sources of continued vitality in the field of entrepreneurship. However,
we chose to focus on four sources of vitality as the foundation for future
research for four primary reasons. First, the four potential sources of vital-
ity are not inconsistent with the current entrepreneurship literature, thus
enabling us to build on past research while also overcoming current and
future difficulties in existing research streams. Second, irrespective of how
the field is defined, opportunities and individuals’ actions are essential con-
cepts in entrepreneurship research discussions, and the focus of this chap-
ter is in line with these critical components. Third, each source of vitality is
grounded in fruitful scholarship from another field (e.g., with established
theories, methods, techniques, etc.), thus enabling us to extend both the
field of entrepreneurship and outside fields through combination, recom-
bination, and creativity. Finally, research has shown that the nature of a
potential opportunity is related to an individual’s (or a firm’s) prior knowl-
edge. The same notion applies to us as we begin to think about future
research paths and opportunities. While we will likely need to venture
into unknown territory, these themes are still very much in line with the
distinct knowledge of the psychology of entrepreneurship, and there are
doubtless many significant opportunities within and outside these areas.

A MORE INTERACTIVE PERSPECTIVE OF ENTREPRENEURIAL
OPPORTUNITY

The Dominant Cognitive Psychology Pevspective

Although scholars have yet to agree on the exact nature and definition
of opportunities (e.g., Davidsson, 2003, 2015; Dimov, 2011; Gartner,
Carter, & Hills, 2003; McMullen, Plummer, & Acs, 2007; Short, Ketchen,
Shook, & Ireland, 2009), most agree that opportunities are uncertain ex-
ante (Knight, 1921) and can only really be determined post hoc. As a
result, recent research on entrepreneurial opportunities has generally cen-
tered on an individual’s assessment of whether a particular situation sig-
nifies an opportunity for someone (i.c., third-person opportunity) (e.g.,
Cornelissen & Clarke, 2010; Grégoire et al., 2010; Grégoire & Shepherd,
2012; Gruber et al., 2013; Shepherd & DeTienne, 2005) and then
whether it signifies an opportunity for him or her personally (i.e., first-
person opportunity) (e.g., Autio et al., 2013; Fitzsimmons & Douglas,
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2011; Haynie et al., 2009; Keh et al., 2002; Mitchell & Shepherd, 2010;
Tang et al., 2012). Most researchers explain the formation of opportu-
nity beliefs (first- and/or third-person) (McMullen & Shepherd, 2006)
in terms of cognitive attributes, such as prior knowledge (e.g., Shane,
2000; Shepherd & DeTienne, 2005) and expert prototypes (Baron &
Ensley, 2006) and explore this belief formation using cognitive processes,
such as heuristics (Bryant, 2007; Busenitz & Barney, 1997), metaphors
(Cornelissen & Clarke, 2010), and structural alignments (Grégoire et al.,
2010; Grégoire & Shepherd, 2012), as the foundation. It is not surpris-
ing—given this cognitive foundation—that researchers’ focus has recently
centered on how individuals detect and try to decipher indicators of a
potential opportunity (with social resources occasionally supporting this
effort). This line of cognitive research on opportunity beliefs can likely be
supplemented and extended by future research that takes a more interac-
tive view and contributes additional insights into the refinement of poten-
tial opportunities, the transformations of communities through potential
opportunities, and the mutual adjustment of both.

An Interactive Pevspective of the Identification and Refinement
of & Potential Oppovtunity

There are obviously quite a few social perspectives that could contribute
to research on the formation of opportunity beliefs (e.g., collective cogni-
tion [Shalley & Perry-Smith, 2008; West, 2007 ], relational capital [Hite,
2005; Yli-Renko, Autio, & Sapienza, 2001], brokerage [Burt, 2005;
Stinchfield, Nelson, & Wood, 2013], crescive conditions [Dorado &
Ventresca, 20131, and social structure [Sorenson & Audia, 2000]); how-
ever, particularly fruitful research is likely to come from viewing a poten-
tial opportunity as a process of social interaction between an entrepreneur
and a community as opposed to an outcome of thinking on behalf of
the entrepreneur. Nonetheless, if we move away from focusing on knowl-
edge structures (e.g., schema [e.g., Corbett & Hmieleski, 2007; Krueger,
2003], mental models [e.g., Hill & Levenhagen, 1995; Krueger, 20071,
scripts [e.g., Mitchell, Smith, Seawright, & Morse, 2000; Smith, Mitchell,
& Mitchell, 2009], or prototypes [Baron & Ensley, 2006]) and begin to
focus on the embodiment of knowledge between an entrepreneur and a
community, we are likely to gain deeper insights into the mutual adjust-
ment between these two actors as well as the ways potential opportunities
are cultivated and refined.
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While a potential opportunity can arise through an abductive process in
an individual’s mind (Swedberg, 2009), the idea underlying that potential
opportunity is likely to stem from experiences the individual has had in
the world, which must then be tested back in that context. That is, ideas
“must be tested against the phenomena they are intended to unpack”
(Prawat, 1995, p. 17). This testing requires a potential opportunity to be
exposed “to a community whose standards allow us to correct and revise
our ideas” (Pardales & Girod, 2006, p. 302). A community of inquiry
for a potential opportunity could comprise potential stakeholders who
are able to comment on the potential opportunity’s promise and validity
(Autio et al., 2013). For instance, a community made up of other entre-
preneurs, financiers, technologists, consumers, and suppliers is likely to
provide a sound “reality check” for an entrepreneur pursuing a possible
opportunity (Bruner, 1986; Klofsten, 2005; Kloppenberg, 1989; Seixas,
1993; Wilson, 1990). If the entrepreneur faces criticism from such a com-
munity, it is likely to raise some doubt in his or her mind, thus inform-
ing and motivating the entrepreneur to alter the potential opportunity
or discard it altogether. Assuming the entrepreneur decides to continue
to pursue the potential opportunity, he or she must further test it against
socially verifiable facts.

Furthermore, the community of inquiry may also be transformed by
interacting with the potential opportunity. For example, an entrepreneur’s
communication and explanation of an opportunity may alter a community
member’s knowledge (e.g., provide new insights into technological devel-
opments), which can influence how that member judges the opportunity
(and other opportunities in the future). Alternatively, those community
members who discarded the opportunity in the first place might not be
available to the entrepreneur (or approached by him or her) to judge
future developments of the opportunity. In contrast, when members of
a community of inquiry come to the same conclusions about a potential
opportunity’s promise (and those conclusions are positive), there is belief
in the potential opportunity (Autio et al., 2013).

Potential Opportunity of the Mind and of the World

A more interactive perspective of opportunity is in line with pragmatism
and a number of associated key assumptions. First, pragmatism is charac-
terized by a world independent of individuals’ minds about which people
can form beliefs (Peirce, 1955). Second, in this belief system, individuals
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are only able to access the real world through their mental world (Peirce,
1955), thus meaning the two worlds are entwined (Gergen, 1994).
Finally, the pragmatic perspective argues that while people search for
truth, they can never truly find it. Thus, what the community of inquiry
deems is truth is merely the current best opinion and is itself only tempo-
rary (Haskel, 1984; Seixas, 1993). This perspective has implications for
entrepreneurship.

Namely, research on opportunities has often taken the view that oppor-
tunities are discovered or created and that creation dominates discovery
in certain contexts and vice versa in other contexts (Alvarez & Barney,
2007). An interaction perspective of opportunity, however, provides an
alternative path for future studies (consistent with Dewey’s [1939] char-
acterization of mind-world dualism). Under this perspective, potential
opportunities do not belong exclusively to the domain of the mind or of
the world; rather, they involve the inter-relationship (i.e., mutual adjust-
ment) of both. Indeed, as Gergen (1994, p. 129) pointed out, a vexing
problem can arise when there is division and isolation between the mind
and the world: “When a real world is to be reflected by a mental world
and the only means of determining the match is via the mental world, the
real world will always remain opaque and the relationship between the two
inexplicable.” Scholars can make future contributions to our understand-
ing of opportunity by viewing potential opportunities as a conceivable
means to think about and discuss the world that proves useful (through
action) while simultaneously recognizing that opportunities are only ten-
tatively held and are subject to modification as they enter and re-enter the
environment.

Research Opportunities from a Move Intevactive Pevspective
of Entveprenenvial Opportunity

Community contributions to potential opportunity refinement.
Following this line of thinking (i.e., viewing opportunity detection and
refinement in an interactive manner), the notion of a potential opportunity
should not only be considered as part of the initial creator’s mind but also
grounded in a community. For example, a potential opportunity that is
not fully formed is likely to change after being presented to a community
of'inquiry as a result of that community’s social forces, feedback, and criti-
cism. In this context, many questions surrounding the community arise.
What comprises a community member for a specific potential opportunity,
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including who is involved in this community, how and when do members
of the community interact (if they do), how does the community come
about in the first place, and how does it transform (in composition and
in mind) as time passes? It could be that the nature of the community
depends on the nature of the opportunity (and its dynamics), and perhaps
certain communities have more success in “changing” a potential oppor-
tunity than others. It then becomes important to explore what strategies
entrepreneurs use to construct, engage, and learn from communities of
inquiry and why and when certain entrepreneurs are more effective in
conducting these activities than others.

It is clear that a potential opportunity is likely to change after the entre-
preneur has received feedback from the community; however, our under-
standing of the nature of this feedback and the resulting changes is still
opaque. In particular, how much does a potential opportunity change after
interacting with the community of inquiry and why? Perhaps the amount
of change in a potential opportunity depends on the personal relationship
between the entrepreneur and the community member(s) (e.g., feedback
from some community members is incorporated more in the opportunity
change than feedback from others). Further, it could be that the amount
of opportunity change lessens over time (consistent with the notion of
refinement), but perhaps changes to the potential opportunity follow a
different pattern (e.g., a punctuated equilibrium model characterized by
periods of incremental refinement followed by substantial change). It is
interesting to consider whether opportunity changes are ever so extensive
that the eventual opportunity only vaguely resembles its initial form. As
with most change, perhaps there is resistance by the entrepreneur to the
changes community members suggest. If so, it would be interesting to
gain a deeper understanding of what effect (if any) the entrepreneur’s
resistance to change has on the development, refinement, and/or trans-
formation of the potential opportunity.

Potential opportunities transforming communities of inquiry.
Thus far, our discussion implies a uni-directional information flow from
the community to the entrepreneur, with only the entrepreneur’s mind
changing from feedback about the potential opportunity. However, it is
likely that the community of inquiry—and more generally the external
environment—will also change from exposure to the potential opportu-
nity. That is, as a potential opportunity is vetted, not only is there a change
in the creator’s mind about the potential opportunity, but there is also a
change in the environment in which the potential opportunity is posi-
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tioned. Thus, from an interaction-based view, the research challenge in
this context is not determining whether or when a potential opportunity
is in the entrepreneur’s mind versus in the world; rather, the challenge is
considering both sides of the interaction at once—namely, the mind and
the world are inseparably connected as a “functional unit” through a pro-
cess of mutual adjustment (Dewey, 1939).

Future research can further contribute to this discussion by extending,
for example, the notion of user innovation to user entrepreneurship (Shah
& Tripsas, 2007). For instance, the individual who discovered rodeo kaya-
king saw a potential opportunity to adapt his kayak so he could perform
various tricks (e.g., enter waves in the river sideways and backwards).
When others saw him doing these tricks, they asked the rider whether
he could make them special kayaks as well. The potential opportunity for
rodeo kayaks was further refined to include the creation of plastic hulls
and center-buoyant squirt boats, which enabled “flashier tricks on steeper
and more dangerous runs” and “brought media attention to the sport
and a growing number of people [trying] out rodeo kayaking” (Baldwin,
Hienerth, & Von Hippel, 2006, p. 1295). Not only did the idea of rodeo
kayaking change the way others viewed the sport, it also altered where
the sport could take place (e.g., steeper rivers). The potential opportu-
nity behind rodeo kayaking began in one individual’s mind; however, the
idea was further refined by a community of users, which itself changed
because the potential opportunity was developed. This example clearly
demonstrates the concept of mutual adjustment: the continual modifica-
tion of a potential opportunity between the mind of the creator(s) (which
changed over time) and the community of users and spectators (which
also changed over time).

In line with our call for research on the ways a potential opportunity is
altered through interactions with a community of inquiry, future research
can significantly contribute to the field of entrepreneurship by more thor-
oughly investigating how and why a potential opportunity changes a com-
munity. More specifically, we can explore how changes in the nature of
a potential opportunity change the associated community of inquiry in
terms of its composition, collective mind, collective actions, and so on.
What if we contest the implied notion that only one community exists or
that the community is similar in the ways it is altered by a potential oppor-
tunity? The community may morph in one direction, but it could also split
in two (perhaps based on competing opinions about the opportunity),
forcing the entrepreneur to choose which branch to take (which in turn
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alters the community). If there are numerous communities for one poten-
tial opportunity, would each community be transformed differently by the
opportunity, or would the potential opportunity itself become two differ-
ent potential opportunities—one for each community—or both? Before
we begin unpacking these questions and explore different communities
or sub-communities, researchers will need to clearly define and opera-
tionalize what is meant by a community (or communities) for a potential
opportunity.

Mutual adjustment between the entrepreneur’s mind and the com-
munity. Fruitful research is also likely to come from the exploration of
mutual adjustment—the continuous reciprocal relationship between
changes in the individual’s mind and transformations of the community
through the development and refinement of a potential opportunity. Such
research is likely to delve into the mechanisms that begin and continue
the reciprocal relationship underlying the development and refinement
of a potential opportunity. It is also important to explore the point at
which the process of developing a potential opportunity stops such that
the entrepreneur can fully exploit the refined opportunity; alternatively,
perhaps, the potential opportunity continues to be changed during full
exploitation (further transforming the entrepreneur’s mind and the com-
munity). It could be that both alternatives are possible. That is, certain
entrepreneurs and certain communities in certain situations may con-
stantly be “updating,” whereas this may not happen for other entrepre-
neurs, communities, and/or situations. Indeed, one could also imagine
the existence of escalating “adjustment spirals” such that a change in the
opportunity causes a change in the community, which triggers further
changes in the opportunity and so on. Research then needs to explore
how these spirals are started, perpetuated, and stopped. It will take a great
deal of scholarly work to gain a deeper understanding of how this “interac-
tion” process of developing a potential opportunity is initiated, perpetu-
ated, and terminated. Nevertheless, we believe such research could greatly
benefit the entrepreneurship field.

Future Research

Figure 2.1 provides an overview of the more interaction-based perspec-
tive of entrepreneurial opportunities we have described thus far. This
interaction-based view provides countless research opportunities; however,
we argue that important future research avenues worth pursuing include
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the following: (1) how does experiencing the world (through actions) lead
to the creation of an entrepreneurial idea, (2) how does an entrepreneurial
idea cause one to act on a potential opportunity, (3) how does acting on a
potential opportunity inform an individual’s opportunity belief (or reduce
doubt) about the existence of an opportunity, (4) how does a community
of inquiry validate a potential opportunity, (5) how does validation from
a community of inquiry alter a potential opportunity and an individual’s
experience of the world, (6) how do changes in an individual’s beliefs /
doubts refine a potential opportunity and affect the decision to abandon
it, and (7) how does a potential opportunity alter a community of inquiry.

AcCTIVITY-BASED ENTREPRENEURSHIP

Toward a Theory of the Micro-Foundations of Entreprencurial
Action

Researchers continue to have considerable interest in entrepreneurial
action (Autio et al., 2013; Brettel, Mauer, Engelen, & Kupper, 2012;
McKelvie, Haynie, & Gustavsson, 2011; Meek et al., 2010; Mitchell &
Shepherd, 2010)—or “behavior in response to a judgmental decision
under uncertainty about a possible opportunity for profit” (McMullen &
Shepherd, 2006, p. 134). Such actions can lead to a variety of outcomes,
including generating economic gains and/or losses for the entrepreneur
(Foss et al., 2007; Klein, 2008), preserving (Dean & McMullen, 2007)
and/or destroying the natural environment (Dorfman & Dorfman, 1993;
Tietenberg, 2000), upholding (Bornstein, 2004; Roberts & Woods,
2005) and/or ruining community culture (Schuler, Hashemi, & Badal,
1998), and creating (Bornstein, 2004; Dacin et al., 2011) and /or destroy-
ing (Khan, Munir, & Willmott, 2007) value for society.

The examples above demonstrate researchers’ interest in the ultimate
consequences of entrepreneurial action; however, scholars interested in
nascent entrepreneurship tend to focus less on the single act of opportunity
exploitation and more on the series of actions in new venture emergence
(Delmar & Shane, 2004; Gartner, 1985; Kim, Longest, & Lippmann,
2015; Lichtenstein et al., 2007). Indeed, nascent entreprencurs under-
take numerous entrepreneurial activities, including actions that make their
businesses more concrete to themselves and others. For instance, nascent
entrepreneurs often look for and purchase facilities and equipment; seek
and obtain financial backing, form legal entities, organize teams; and
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dedicate all their time and energy to their business (Carter, Gartner, &
Reynolds, 1996, p. 151). However, further research is needed to uncover
why and when entrepreneurs undertake these activities when developing
their ventures (Davidsson & Gordon, 2012) as well as how these activities
are inter-related and mutually dependent on each other.

To begin this research, it may be useful to view entrepreneurial action
as a dynamic, highly iterative process of engaging in activities and experi-
ences that both inform and are informed by a potential opportunity. When
thinking of entrepreneuring as a series of activities in the entrepreneurial
process, activity is the key unit of analysis. Along this line of thinking,
scholars could begin to uncover the micro-foundations of entrepreneurial
action by exploring key activities and their outcomes. The overall picture
of the entrepreneurial process without this more detailed understanding of
the micro-foundations of entrepreneurial action is more linear, granular,
and disconnected from everyday life, shedding little light onto the practice
of entrepreneurship. However, when the emphasis is placed on activities,
the picture of the entrepreneurial process becomes more dynamic, fine
grained, and immersed in everyday occurrences.

As we described in our call for an interaction-based perspective to entre-
preneurship research, when a potential opportunity is refined, it produces
(and reflects) changes in the entrepreneur’s mind and in the community
of inquiry. These changes are caused by a series of inter-related activities.
For instance, if an entrepreneur is left with some level of doubt (i.e., a feel-
ing of not knowing [ Locke, Golden-Biddle, & Feldman, 2008]) about the
veracity of a potential opportunity after interacting with the community of
inquiry, the entrepreneur would be motivated to inquire further. In this
context, inquiry is the “activity of resolving genuine doubt in order to arrive
at stable beliefs” (Locke et al., 2008, p. 908). In other words, doubt inspires
the entrepreneur to undertake activities that inform (through changes in his
or her mind) the refinement of the entrepreneurial idea. Thus, doubt can be
seen as “nothing less than an opportunity to re-enter the present” (Shanley,
2005, p. viii) to help create a more fertile idea (Paavola, 2004).

Future Researvch on the Micvo-Foundations of Entrepreneurial
Action

Breaking down entrepreneurial action into constituent activities.
Substantial contributions to the field of entrepreneurship are likely to come
from research investigating the numerous activities that make up entrepre-
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neurial action because it will provide the foundation for theorizing about
and testing micro-foundation models of entrepreneurial action. For exam-
ple, as Lumpkin and Dess (1996, p. 136) noted, the “essential act of entre-
preneurship is new entry. New entry can be accomplished by entering new
or established markets with new or existing goods or services. New entry
is the act of launching a new venture, either by a start-up firm, through an
existing firm, or via internal corporate venturing.” Future scholarship can
complement this research on new entry by focusing on the series of activi-
ties that lead to new entry—activities that start with a notion of a potential
opportunity (i.e., a conjecture)—and activities that refine and transform
that potential opportunity with the hope of eventual exploitation (includ-
ing, in some contexts, activities associated with new venture creation).
For example, the Panel Study of Entrepreneurial Dynamics (PSED) lists
about 30 different activities entrepreneurs pursue at different stages of the
venture-development process. In addition, future research can explore the
more nuanced activities that make up broader entrepreneurial action and
the connections between these activities. Doing so could have an impor-
tant impact on the field because although some scholars have recognized
that a potential opportunity may change over time (e.g., Dimov, 2007;
McMullen & Dimov, 2013; Sarasvathy, 2001), the activities surrounding
these changes have largely been neglected. Thus far, the scholarly focus
has either been on a rather fully formed entrepreneurial idea (with only
minor changes, if any [ Gruber et al., 2013]) or on a mindset as a precursor
to these activities (e.g., effectual logic [Sarasvathy, 2001]). Shane (2000),
for example, studied eight entrepreneurial individuals and teams who had
discovered different opportunities to exploit three-dimensional print-
ing. The underlying assumption in this particular research context is that
individuals/teams recognize opportunities in a more or less fully formed
state that is ready for exploitation. Specifically, when an entrepreneur talks
about the opportunity to members of a community of inquiry, this sole
explanation not only relates to what the entrepreneur initially recognized
but also to what he or she assessed (Gruber et al., 2013).

Future research can further develop our understanding of the activities
involved once a potential opportunity is identified throughout its con-
tinuous evaluation and refinement up to final exploitation. This approach
acknowledges that a potential opportunity begins as a tentative conjecture
and develops and evolves based on the entrepreneur’s activities. In turn,
these activities alter the nature of the initial potential opportunity. It seems
likely that in many cases, a potential opportunity will change frequently
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and substantially (as opposed to infrequently and /or minimally). One way
we can more fully understand these changes is by focusing on the activities
that together shape the potential opportunity as well as the entrepreneur’s
(and the community’s) belief in it. In addition, the entrepreneur’s (and
the community’s) doubts and beliefs related to the opportunity are likely
to influence these activities (and thus a theory of the micro-foundations of
entrepreneurial action), to which we now turn.

The role of opportunity doubt and belief in entrepreneurial activi-
ties. Both doubt and belief are likely to stimulate entrepreneurial activ-
ities. However, we currently have a limited understanding of the roles
doubt and belief play in this process. What activities are stimulated by
doubt? It is important to understand what is activated to resolve doubt
and how entrepreneurial activities change as doubt is settled and a first-
person opportunity belief forms. It is likely that certain activities are more
likely than others to negate a belief (and possibly additional refinement of
the potential opportunity) by re-introducing uncertainty and that some
individuals or teams are more likely than others to undertake these activi-
ties. It could be that the pursuit of some activities is like a “double-edged
sword” because they relieve doubt about some aspects of the opportunity
(e.g., the market) but enhance doubt about other aspects (e.g., techno-
logical feasibility). Thus, we need to explore how certain combinations
of activities help resolve doubt more effectively than other combinations
or the activities independently. Moreover, a community of inquiry may
impact the relationship between the pursuit of activities and the resolution
of doubt about an opportunity (e.g., the community might communi-
cate to the entrepreneur that some activities are more or less valuable for
opportunity development).

As these conjectures reveal, this interaction-based view of entrepre-
neurship shifts the focus to the numerous activities comprising the entre-
preneurial process, including those associated with probing an uncertain
environment (Brown & Eisenhardt, 1997; McGrath, 1999), combin-
ing and recombining resources to create potential opportunities (Baker,
Miner, & Eesley, 2003; Baker & Nelson, 2005), engaging the commu-
nity and responding to that engagement (Chandra & Coviello, 2010;
Haefliger, Jiger, & Von Krogh, 2010; Shah & Tripsas, 2007), testing
a potential opportunity’s validity and probability of success (Shane &
Eckhardt, 2003; Shepherd, Haynie, & McMullen, 2012), exploiting a
potential opportunity through new venture creation (Carter et al., 1996;
Davidsson & Honig, 2003; Lichtenstein et al., 2007), and so on. As the
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previous citations illustrate, entrepreneurship scholars have already blazed
the initial trail in investigating some of these activities. However, in many
ways, the work has only begun; we still have much to accomplish in this
area.

Future Research

Figure 2.2 builds on the basic model of entrepreneurial action (McMullen
& Shepherd, 2006) to provide a sketch of a more activity-based perspec-
tive of entrepreneurial action, highlighting some of the significant ele-
ments of the discussion above. Future research on the activities underlying
the materialization of opportunity beliefs will likely help scholars build a
theory of the micro-foundations of entrepreneurial action. While many
research paths open up by taking a more activity-based perspective of
entrepreneurship, valuable future research questions worthy of explora-
tion include the following: (1) what activities lead an individual to identify
what he or she believes (or doubts) to be a third- and/or first-person
opportunity, (2) how and why does an individual’s prior knowledge affect
the types of activities he or she engages in to form a third- and/or first-
person opportunity belief, (3) how and why does the nature of an individ-
ual’s motivation impact the types of activities he or she undertakes to form
a third- and/or first-person opportunity belief, (4) how does the inter-
connection between activities affect a third- and/or first-person oppor-
tunity belief, (5) how and why do certain activities shape an individual’s
prior knowledge and motivation (which can then shape ensuing activities),
(6) how and why does altered knowledge in the evaluation stage influence
knowledge in the attention stage for the detection of later potential third-
person opportunities, and (7) how and why does the altered motivation
of the evaluation stage influence motivation in the attention stage for the
detection of later third-person opportunities.

ENTREPRENEURSHIP THAT Is MORrRE COGNITIVELY HOT

Entvepreneurial Cognition and Emotion’s Effect on These
Cognitive Processes

Researchers have long believed that individuals’ cognitive abilities play an
important role in driving entrepreneurial action (for reviews, see Gregoire,
Corbett, & McMullen, 2011; Mitchell et al., 2002). More specifically,
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scholars hold that people are better able to navigate the entrepreneurial
process (i.e., recognize, evaluate, and act on opportunities) when they
have substantial knowledge (Davidsson & Honig, 2003; Shane, 2000),
have access to information (Fiet, 2007; Hoang & Antoncic, 2003), can
quickly make decisions (Eisenhardt, 1989; Forbes, 2005), and are cog-
nitively flexible (Haynie, Shepherd, Mosakowski, & Earley, 2010). More
recently, researchers have also explored the role emotions play in the
entrepreneurial process, finding that positive emotions tend to facilitate
the process (Baron, 2008; Cardon, Wincent, Singh, & Drnovsek, 2009)
whereas negative emotions tend to hinder it (Shepherd, 2003; Shepherd,
Patzelt, & Wolfe, 2011). However, even with this past work, substantial
opportunities remain in the field of entrepreneurship to investigate the
inter-relationship between emotion and cognition.

The Role of Entreprenenvial Activity in Emotions

As a field, entrepreneurship continues to gain a deeper understanding of
emotion’s influence on entrepreneurial cognition. However, so far, we
know little about the reverse situation—namely, entrepreneurial cog-
nition’s influence on emotions—as well as the reciprocal relationship
between cognition and emotions. As a result, there are numerous oppor-
tunities for entrepreneurial scholars to make significant contributions
by developing and empirically testing new theoretical perspectives that
enhance our understanding of cognitive-emotion processes.
Entrepreneurial activities that generate positive emotions. Positive
psychology research has shown that generating positive emotions is vital
for individuals as they adjust and grow throughout their lives (Fredrickson,
1998, 2001; Seligman & Csikszentmihalyi, 2000; Seligman, Steen, Park,
& Peterson, 2005), which has important implications for entreprenecur-
ship research. Thus far, however, extant research in this area has primar-
ily centered on the outcomes of positive emotions (e.g., Baron, 2008;
Brundin, Patzelt, & Shepherd, 2008; Cardon et al., 2009; Grichnik,
Smeja, & Welpe, 2010) while relatively ignoring how and why positive
emotions are generated in the entrepreneurial context. Indeed, the bene-
fits of positive emotions are likely to be especially important in this context
(Baron, 2008; Cardon et al., 2012), so future research will make signifi-
cant contributions to the field by investigating how individuals generate
positive emotions and how these positive emotions impact ensuing cog-
nitions, emotions, and activities throughout the entrepreneurial process.
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For example, how do the (more or less successful) development of an
entrepreneurial opportunity, experiences in the entrepreneurial team, and
interactions with investors and other stakeholders influence entrepreneurs’
positive emotions? It could be that an entrepreneur’s private and family life
impact positive emotions, which in turn spill over to and influence his or
her entrepreneurial activities. Moreover, as entrepreneurial action entails
various different activities (Kim et al., 2015), the experience of positive
emotions may serve as a trigger for the start, execution, and completion
of specific entrepreneurial activities. These are only a few conjectures that
scholars can address when viewing entrepreneurship through the lens of
positive emotions.

Furthermore, researchers have often characterized entrepreneurs
based on their emotions (e.g., highly passionate) (Cardon, Zietsma,
Saparito, Matherne, & Davis, 2005; Cardon ct al., 2009) or cognitive
abilities (Alvarez & Busenitz, 2001; Ardichvili et al., 2003; Corbett,
2005; Ucbasaran, Westhead, & Wright, 2008), and differences among
individuals have been used to explain entrepreneurial action and perfor-
mance. Complementing these setween-individual differences, researchers
can explore within-individual variance—more specifically, the ways emo-
tions and cognitive processing change over time throughout the entrepre-
neurial process (for a good example, see Foo, Uy, & Baron, 2009). For
example, to what extent are positive emotions generated through positive
feedback from stakeholders or the successful execution of a specific entre-
preneurial activity (e.g., passing a milestone in product development, find-
ing an attractive location for the business) sustainable over time? Research
can then explore the circumstances under which entrepreneurs generate
more of these positive emotions and the circumstances under which they
generate fewer positive emotions.

Challenging entrepreneurial tasks and the generation of positive
emotions. Changes in the environment can indicate possible opportu-
nities (Dutton & Duncan, 1987; Grégoire & Shepherd, 2012; Shane,
2000). However, for entrepreneurial action to actually unfold, an indi-
vidual must first respond to these signals (Dutton, 1993; Shepherd,
McMullen, & Jennings, 2007; Tripsas & Gavetti, 2000) and then recog-
nize that they represent a potential opportunity (Ardichvili et al., 2003;
Gaglio & Katz, 2001; Grégoire et al., 2010; Ucbasaran et al., 2008).
Because opportunities are seldom overly obvious (like finding $20 on the
pavement), recognizing a possible opportunity can be quite challenging.
Opportunities require one to connect a new means of supply with an exist-
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ing (yet occasionally latent) market demand, a developing market demand
with a current means of supply, or a new market demand with a new
means of supply (Sarasvathy, Dew, Velamuri, & Venkataraman, 2010).
At the individual level, this requires a willing and able entrepreneur “to
make sense of signals of change (e.g., new information about new con-
ditions) to form beliefs regarding whether or not enacting a course of
action could lead to net benefits (for instance, in terms of profit, growth,
competitive jockeying, and /or other forms of individual or organizational
gains)” (Grégoire et al., 2010, p. 415). For instance, researchers have
found that the cognitive processes of structural alignment have been used
in the formation of opportunity beliefs (Grégoire et al., 2010), and even
though they are cognitively demanding (Blanchette & Dunbar, 2001;
Catrambone & Holyoak, 1989; Holland, Holyoak, Nisbett, & Thagard,
1986; Keane, Ledgeway, & Dutff, 1994), they can result in mental leaps
(Holyoak & Thagard, 1995). Interestingly, when one is able to success-
fully finish a cognitively demanding task, he or she is likely to have positive
emotions (Blood & Zatorre, 2001; Maffei & Fiorentini, 1995; Russell,
2003; Russell & Milne, 1997). This discussion leads to several stimulat-
ing research questions on the role of emotions: when do entrepreneurs
think that identifying potential opportunities is more or less challenging,
to what extent does this opportunity identification generate positive emo-
tions, what types of positive emotions result from identifying a poten-
tial opportunity, and how do these positive emotions (and perhaps some
types of positive emotions more than others) affect ensuing cognitions
and activities?

Research in the positive psychology tradition has also shown that posi-
tive emotions improve an individual’s performance at cognitive tasks as
well as extend individuals’ scope of attention (Derryberry & Tucker,
2006; Fredrickson & Branigan, 2005; Isen & Daubman, 1984); improve
openness to new information (Estrada, Isen, & Young, 1997); facilitate
cognitive processes that are more creative (Isen, Daubman, & Nowicki,
1987) and flexible (Baumann & Kuhl, 2005; Isen & Daubman, 1984);
and produce more physical, intellectual, and social resources (Fredrickson,
2000), including generating new relationships and improving existing
relationships (Fredrickson, Cohn, Coftey, Pek, & Finkel, 2008; Waugh
& Fredrickson, 2006). If positive emotions stemming from completing a
challenging entrepreneurial task improve an individual’s attention, cogni-
tion, and access to resources, it is important to explore how these resulting
benefits influence later activities in the entrepreneurial process. Indeed, it
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could be that certain types of positive emotions influence certain types of
activities.

Further, perhaps early progress in entrepreneurial activities can even
lead to a spiral of positive emotions and subsequent progress through
the underlying mechanisms of increased attention, cognitive flexibility,
and social resources. Under what conditions would such a spiral begin?
Perhaps individuals need to complete a certain number of challenging
entrepreneurial tasks (i.e., meet a specific threshold) or a certain type of
task (e.g., secure funding) before generating positive emotions. If this is
the case, what is that threshold or type, does it differ across individuals
(and if so, how), and does it change for an individual depending on the
entrepreneurial task at hand? Perhaps the threshold needed to generate
positive emotions has to increase with each successive task to perpetuate a
spiral, for example, to overcome habituation effects (Ashforth & Kreiner,
2002; Belschak, Verbeke, & Bagozzi, 2006). On the other hand, gener-
ating positive emotions may come with limitations, such as escalation of
commitment, reluctance to receive community feedback, and so on.

In addition to understanding what begins and perpetuates these spirals
of positive emotions and entrepreneurial progress, it is also important to
explore what stops them (or perhaps even reverses them such that fewer
positive emotions slow down progress, which further lowers positive emo-
tions and so on). Certain factors may hinder progress—for example, a
surprise (e.g., a negative environmental jolt); bad luck; or another task
requiring immediate attention, cognition, and other resources. There
could also be factors that reduce or destroy the generation of positive
emotions. For instance, outside events (work or non-work related) that
cause negative emotions may outweigh positive emotions in cognitive
processing, such as a serious injury, the loss of a loved one, or marital
problems. On the other hand, non-work-related events that generate pos-
itive emotions (e.g., marital bliss, sports team success, positive recreational
experiences, etc.) could negate negative emotions at work, thus improving
progress on entrepreneurial tasks.

A reciprocal relationship between challenging entrepreneurial
tasks and positive emotions. By studying how different positive emo-
tions (e.g., curiosity versus happiness) influence the mechanisms underly-
ing progress (e.g., the ability to structurally align new means of supply
with potential markets), future research can provide a deeper understand-
ing of the reciprocal relationship between progress and positive emotions.
Maybe certain positive emotions (e.g., curiosity) influence individuals’
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attention to a greater degree than the other mechanisms (e.g., creativity
and building social resources), or perhaps there is another set of reciprocal
relationships: as positive emotions generate a greater scope of attention,
this scope of attention in turn positively influences cognitive processes
(e.g., creativity, flexibility, and the generation of diverse alternatives or the
identification of alternative opportunities) and access to social resources.
As these conjectures reveal, there are fruitful research prospects to explore
the inter-relationships between progress in entrepreneurial tasks and posi-
tive emotions as well as between the attentional, cognitive, and resource
mechanisms resulting from positive emotions following progress on entre-
preneurial tasks.

Challenging entrepreneurial tasks and the generation of negative
emotions. As discussed above, making progress on challenging tasks tends
to lead to positive emotions. However, entrepreneurs may not always feel
like they are making progress (Kim et al., 2015; Kuratko, Hornsby, &
Covin, 2014). When this occurs, it is important to explore the emotional
consequences that result from this lack of progress. It could be that the
individual simply does not generate positive emotions, in which case the
advantages of positive emotions (i.e., broadened attention, greater cre-
ativity, and enhanced access to social resources) for effectively engaging
in entrepreneurial tasks do not materialize. Further, perhaps experiencing
high levels of certain positive emotions has negative performance implica-
tions. For example, when entrepreneurs feel high levels of satisfaction about
progress already made, they might become reluctant to invest additional
effort and “lay back” and bask in achieved glory, which can diminish future
progress and performance. Moreover, feelings of hope might result in over-
optimism and biased evaluations of a product or venture’s future potential,
leading to inappropriate investment and resource-allocation decisions.

However, a lack of progress on entrepreneurial tasks can also gener-
ate negative emotions (Shepherd, Patzelt, Williams, & Warnecke, 2014),
which likely has detrimental effects on attention, cognitive flexibility, and
creativity as well as socially isolates the individual (Fredrickson, 2001;
Fredrickson, Mancuso, Branigan, & Tugade, 2000; Shepherd et al.,
2011). This type of situation could trigger a negative spiral such that the
lack of progress leads to negative emotions that in turn hinder progress,
which then generates further negative emotions and so on. While entre-
preneurship scholars are generally interested in exploring success (and
thus tend to concentrate on positive spirals of positive emotions), it is also
important to study individuals’ failure to progress on important entrepre-
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neurial tasks. For instance, scholars could investigate the inter-relationship
between negative emotions and attentional scope, creativity, and social
resources. Perhaps certain negative emotions or levels of specific nega-
tive emotions can facilitate progress on an entrepreneurship task. If so,
what are the mechanisms underlying this relationship, and under what
conditions do they operate? For example, it could be that some negative
emotions (e.g., fear of failure) are needed to make an entrepreneur pay
attention to a focal task and act on it. If this is the case, then we need to
understand how much attention is necessary, and how much is too much.
Also, assuming individuals are heterogeneous, some people are likely more
able to function at a certain level of negative emotion while others become
dysfunctional at the same level. Thus, how does the “maximum?” tolerable
level of certain negative emotions differ across entrepreneurs?

Some argue that positive emotions negate negative emotions
(Fredrickson, 2001; Fredrickson et al., 2000), but research has shown
that people can experience both highly positive and highly negative emo-
tions at the same time. What effect does this ambivalence toward a specific
entrepreneurial task (experiencing both highly negative and highly positive
emotions [Schneider et al.; 2013]) have on the cognitions needed for that
entrepreneurial task and the task’s influence on successive tasks and activi-
ties? For example, entrepreneurs exit their businesses for different reasons,
one of which could be because they successfully achieved their goals (e.g.,
selling their business for a large capital gain). While this successful exit is
likely to lead to positive emotions, negative emotions are also likely to
arise (e.g., having to end relationships with the business and employees).
On the other hand, exiting a failing business is likely to cause feelings of
grief; however, these negative feelings are likely to coincide with feelings
of relief that a troubling situation (giving the business “away”) has come
to an end. These examples lead to several interesting questions: when can
entrepreneurial events lead to highly positive and highly negative emo-
tions at the same time, what combinations of specific positive and negative
emotions are possible, how do these (combinations of) emotions evolve
independently and conjointly as time passes, and how do the levels and
combinations of certain positive and negative emotions depend on the
specific situation (e.g., selling a successful business or ending an entrepre-
neurial project perceived as “creeping death” [cf. Shepherd et al., 2014])?
Entrepreneurship scholars can also explore why some entrepreneurs (more
than others) are able to exploit the benefits of both positive and negative
emotions while reducing their costs.
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Future Research

Figure 2.3 offers an overview of a more cognitively hot perspective of
entrepreneurship. Like the previous research streams we have discussed,
there are many possible opportunities from taking a more cognitively hot
perspective. However, the following are particularly important future
research avenues worth investigating: (1) how does cognitive function-
ing influence progress on a challenging entrepreneurial task; (2) how and
why does progress on a challenging task lead to positive and /or negative
emotions, and how are the levels of those reactions affected; (3) how and
why do emotional reactions to progress on an entrepreneurial task affect
continued cognitive functioning on that task and /or other tasks; (4) how
do emotional reactions to progress on an entrepreneurial task influence
one’s choice to undertake challenging tasks; and (5) beyond progress on
a challenging task, what other factors (work and non-work related) cause
positive and/or negative emotional reactions, and what impact do they
have on the entrepreneurial process?

ENTREPRENEURSHIP RESEARCH THAT Is MORE
COMPASSIONATE AND PROSOCIAL

Heterogeneous Motivations to Investigate Entrepreneurially
Generated Gains

People are motivated to engage in the entrepreneurial process for different
reasons, which is important when determining the suitability of a study’s
outcomes. For example, people more or less want to “do good,” and
entreprencurship scholars are no exception. Using a liberal interpretation
of what “gain” means, entreprencurship scholars have conducted research
that deepens our understanding of how entrepreneurial action can help
individuals and communities (e.g., Dacin et al., 2011; Dees, 1998; Mair &
Marti, 2006; McMullen, 2011; Peredo & Chrisman, 2006). Some schol-
ars are particularly interested in the natural environment and have inves-
tigated why some entrepreneurs create products and technologies that
conserve the natural world (Dean & McMullen, 2007; Meck et al., 2010;
York & Venkataraman, 2010) while others opt to pursue opportunities
that harm nature (Shepherd et al.; 2013). As we continue to explore social
and sustainable entrepreneurship, we will uncover new ways entrepreneur-
ial action helps and also hurts people, communities, and the natural envi-
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ronment. In line with our comments earlier regarding the unique domain
of entrepreneurship, although discussions about the specific definitions
of “social entrepreneurship,” “sustainable entrepreneurship,” and “envi-
ronmental entrepreneurship” are stimulating (as an example, see a review
of multiple definitions of social entrepreneurship by Zahra, Rawhouser,
Bhawe, Neubaum, & Hayton, 2008), these discussions should not
become a perpetual debate that restricts or destroys interesting research
because a study does not correspond to a pre-specified category of “sus-
tainable,” “social,” or “environmental” entrepreneurship. By being more
flexible about the boundaries of topics within the entrepreneurship field,
we provide the space for scholars to explore these themes more freely, thus
opening up the field to contributions that can expand our understand-
ing of entrepreneurial phenomena (which, over time, might also converge
into a commonly accepted definition of the field of interest).

Compassion Organizing

Positive psychology research has improved our understanding of how to
alleviate people’s suffering (e.g., Dutton, 2003; Dutton, Workman, &
Hardin, 2014; Dutton et al., 2006; George, 2013; Kanov et al., 2004;
Lilius et al., 2008). A subset of this research has studied compassion orga-
nizing, “a collective response to a particular incident of human suffering
that entails the coordination of individual compassion” and recognizes
that the structures and routines an organization uses for normal work
can be repurposed to alleviate a member’s suffering (Dutton et al., 2006,
p. 62). Suffering, or “the experience of pain or loss that evokes a form of
anguish that threatens an individual’s sense of meaning about his or her
personal existence” (Dutton et al., 2006, p. 60; see also Sutcliffe & Vogus,
2003), can be caused by a number of factors, such as personal tragedies,
work-related events, and disasters (Armstrong, 2011; Frost, 2003; Rynes,
Bartunek, Dutton, & Margolis, 2012). Organizations are particularly
well positioned to respond compassionately to member suffering. More
specifically, through existing relationships with organizational members,
organizations are able to collectively zdentify a member’s suffering, feel
that member’s pain, and respond by repurposing current routines to lessen
that member’s suffering (Dutton et al., 2006; Kanov et al., 2004; Lilius,
Worline, Dutton, Kanov, & Maitlis, 2011; Rynes et al., 2012).

While much research has already been done on compassion organiz-
ing, scholars can add to and expand positive organizational research to
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deepen our understanding of how entrepreneurial action can ease human
suffering. The majority of research on compassion organizing thus far has
taken a positive organizational perspective. Unsurprisingly, this research
stream has largely assumed the existence of a firm, focusing on the ways
firms use normal routines to respond to members’ pain (e.g., Dutton
et al., 2006). While this research has provided an important foundation,
entrepreneurship scholars can make important contributions to this line
of work by investigating compassion organizing above and beyond the
assumptions of an existing organization and actions limited by existing
routines. Indeed, the contexts in which human suffering occurs are likely
to be profoundly different from an established organization with normal
routines, processes, and procedures. Furthermore, past research on com-
passion organizing has centered on the alleviation of human suffering.
However, entrepreneurship scholars (and perhaps compassion organizing
scholars) are well positioned to broaden their view and explore suffering
in terms of humans, animals, communities, the natural environment, and
so on (e.g., Patzelt & Shepherd, 2011; Shepherd & Patzelt, 2011; see also
Chap. 5). Taking this broader perspective, scholars can contribute to the
current body of knowledge on the alleviation of suffering (broadly defined
for the field but specifically defined in a single study) while simultaneously
extending the boundaries of both entrepreneurship and positive organiza-
tional psychology.

Future Reseavch on Entrvepreneurial Action to Alleviate
the Suffering of Others

Beyond the normal routines of established organizations. Although
there are certain circumstances in which adapting an established organiza-
tion’s normal structures and routines can quite effectively alleviate human
suffering (Dutton et al., 2006; Kanov et al., 2004 ), some events are likely
to disable or obstruct these normal structures and routines (Drabek &
McEntire, 2003; Majchrzak, Jarvenpaa, & Hollingshead, 2007). In this
context, entrepreneurship scholars can shed light on the alleviation of suf-
fering by exploring how, when, and why new ventures are created within
or outside established organizations for the purpose of easing others’
suffering (e.g., Miller, Grimes, McMullen, & Vogus, 2012; Shepherd &
Williams, 2014; Williams & Shepherd, 2017). It is important that we gain
a deeper understanding of the factors that restrict or block an organi-
zation’s normal routines from alleviating human suffering and both the
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motivations and the means some people have to start new ventures to
alleviate human suffering. For example, why do some individuals start
new ventures within established firms to alleviate others’ suffering while
others create new organizations to do so, why do these internal ventures
emerge in some organizations but not in others, and why do some ven-
tures solely focus on alleviating suffering while others focus on multiple
objectives (e.g., earning profit and alleviating suffering) and to what
effect? Ultimately, we are interested in why some entrepreneurial activities
ease suffering more effectively than others and whose suffering is allevi-
ated. This stream of research has the potential to extend the boundaries of
compassion organizing theory and (hopefully) provide practical advice on
how to help those who are suffering.

Alleviating the suffering of non-organizational members. Scholars
have investigated how organizations effectively respond to their own orga-
nizational members’ suffering (Dutton et al., 2006, p. 59; see also Dutton
et al., 2014; Gittell, Cameron, Lim, & Rivas, 2006; Powley, 2009; Rynes
et al., 2012) because members of the same organization are more likely
to detect (Powley, 2009) and empathize with a coworker’s suffering (Lilius
et al., 2011) while being close enough to act to alleviate that suffering
(Dutton et al., 2006). Going beyond exploring suffering inside existing
organizational boundaries, future research can explore how new ven-
tures (within established organizations or entirely new organizations) are
quickly and seemingly spontaneously formed to alleviate the suffering of
individuals outside the responder’s organization. Although we are begin-
ning to gain a deeper understanding of why some individuals, groups,
and/or organizations are capable of detecting and understanding others’
(i.e., non-organizational members) suffering (Shepherd & Williams, 2014)
and why some are more effective at providing a more long-run solution
to suffering (Williams & Shepherd, 2017), we have barely scratched the
surface of this important topic. Initial findings hint at the importance of
the local community (Shepherd & Williams, 2014; Williams & Shepherd,
2017), but more needs to be done in exploring how to define, form, and
lead communities in their compassionate endeavors. Specifically, what is
the role of entrepreneurial action (and its underlying activities) in this
community-creation process, and how does community formation in turn
impact entrepreneurial action (in terms of a co-evolution).

Spontaneous venturing to alleviate others’ suffering. While it gen-
erally takes time for a new organization to emerge (Katz & Gartner, 1988;
Liao, Welsch, & Tan, 2005; Reynolds & Miller, 1992), recent rescarch has
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shown that new ventures can form almost immediately (in only hours or
days) after an event that causes human suffering (Shepherd & Williams,
2014; Williams & Shepherd, 2017). Thus, it is important to understand
how the venture-creation process is accelerated so quickly in this context.
That is, how is the potential opportunity to ease others’ suffering refined,
what activities are involved in rapidly creating a new venture to alleviate
suffering, which (if any) organizational-emergence activities are modified
or simply omitted, and how are interactions between the entrepreneur and
the various communities associated with the suffering (e.g., victims and
suppliers) facilitated in such intense situations? This research is likely to
advance our understanding of the many ways entrepreneurial action can
ease others’ suffering as well as offer a particularly fitting context for inves-
tigating organizational-emergence activities as the time required to follow
and track those activities is considerably reduced in this context. (We also
recognize the challenge of researching ventures formed in the immediate
aftermath of a surprising event—the researcher is likely to find him- or
herself among human suffering to study these activities.) If researchers can
find a viable way to explore these spontaneous ventures, they are likely to
uncover findings from these intense contexts that add to our understand-
ing of organizational emergence in more traditional settings. For example,
perhaps there are “spontaneous acts” in more traditional settings that pre-
cede later activities. If so, what form do these acts take; are such activities
meant to be temporary, or are they probe-like actions used to provide
immediate feedback; what are the motivations behind these actions, and
what are the anticipated results; and what role (if any) does the govern-
ment play in fostering compassion venturing?

Resourcefulness for compassionate responding. While existing con-
ceptions of compassion generally stress that the more fortunate help the
less fortunate (Dutton et al., 2006; Lilius et al., 2011), entrepreneurship
scholars can add to our understanding of resourcefulness, such as brico-
lage (Baker & Nelson, 2005), effectuation (Sarasvathy, 2001), improvisa-
tion (Baker et al., 2003; Hmieleski & Corbett, 2008), identity (Powell
& Baker, 2014), entrepreneurial management (Bradley, Wiklund, &
Shepherd, 2011; Stevenson & Jarillo, 1990), and knowledge corridors
(Fiet, 2007; Fiet & Samuelsson, 2000; Hayek, 1945), by exploring how
resources are obtained, assembled, and recombined to alleviate specific
types of suffering. This involves exploring how the less fortunate (i.e.,
those who are themselves suffering) take entrepreneurial actions to help
the unfortunate (i.e., others who are suffering) and to what effect for the
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actor and the victims helped. How and why are some individuals who
are themselves suffering and facing hardship able to act entrepreneurially
to help others whereas some individuals are unable to do so? Research
has also shown that locals (i.e., those living close to those suffering) are
best positioned to help alleviate others’ suffering as they are familiar with
the region (i.e., Bui & Sebastian, 2011; Quarantelli, 1993; Sebastian &
Bui, 2009) and have direct knowledge about the cause of the suffering as
well as potential ways to ease it due to their strong understanding of the
people involved and the local context (Sebastian & Bui, 2009; Shepherd
& Williams, 2014; Waugh & Streib, 2006; Williams & Shepherd, 2017).
However, it is likely that these locals are suffering themselves. What impact
does helping alleviate others’ suffering have on the entrepreneurial actor
him- or herself? Interestingly, initial evidence suggests that victims of a
natural disaster who act in the aftermath of that natural disaster by creat-
ing a new venture to alleviate others’ suffering have better personal out-
comes than those who do not act and that this gap in personal outcomes
from those who create new ventures and those who do not is even greater
for those with entrepreneurial experience (Williams & Shepherd, 2016).
However, more research is needed. For example, it is important to under-
stand when entrepreneurial action in a disaster context leads to further
personal risks and losses that could be detrimental to personal functioning
(e.g., the failure of the new venture that creates increased feelings of loss;
further shatters the individual’s assumptions about the self, the world,
and others; and drains all remaining resources) and the conditions under
which entrepreneurial action serves as a form of coping for those who suf-
fer (Shepherd, 2003) that leads to recovery (e.g., by distracting from the
own suffering) or as the basis for resilience.

Prosocial motivation to act entrepreneurially to alleviate others’
suffering. Not only do individuals need to be capable of acting to alle-
viate others’ suffering, but they must also be motivated to do so. What
factors motivate people to act entrepreneurially to ease others’ suffering?
Research grounded in the prosocial motivation literature will likely lead
to fruitful explorations that can help answer this question. Prosocial moti-
vation refers to individuals’ desire to expend effort out of concern for
helping or contributing to others (Batson, 1998; De Dreu, 2006; Grant,
2007, 2008; Grant & Berry, 2011; Grant & Sumanth, 2009) and can have
numerous benefits for those being helped (Batson et al., 2008). Grant
(2008, p. 49) explained that prosocial motivation is “a more temporary
psychological state, [and it] involves a momentary focus on the goal of
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protecting and promoting the welfare of other people.” While prosocial
motivation is relatively under-researched, it appears to be a particularly
important precursor to entrepreneurial actions that alleviate others’ suf-
fering (important exceptions include Miller et al., 2012; Renko, 2013).

Future research exploring the role of prosocial motivation compared
to other forms of motivation in the compassionate venturing context is
likely to make important contributions to the entrepreneurship literature.
For example, prosocial motivation could compensate for a lack of intrinsic
motivation in the creation of a new venture to alleviate others’ suffering.
If this is the case, what long-term effects on entrepreneurial activity would
result from this motivational state? Perhaps being successful in alleviat-
ing others’ suffering creates intrinsic motivation for the entrepreneurial
tasks required in compassion venturing, or perhaps an initial lack of intrin-
sic motivation wears the entrepreneurial actor down, thus weakening the
effect of prosocial motivation. If a lack of intrinsic motivation does wear
the actor down, it is important to investigate what impact this reduced
motivation has on the duration or development of compassion-oriented
ventures. It could be that individuals need to develop other motivations
to continue these ventures.

In addition to exploring these conjectures, investigating the possible
shortcomings or boundaries of prosocial motivation in compassionate
venturing is also likely to be important. Because prosocially motivated
individuals are likely to view their work as a way to help others (Grant,
2007, 2008), this “ends justifies the means” approach to the alleviation
of human suffering could have downsides. For example, there could be
negative consequences for taking shortcuts to alleviate a particular group
of individuals’ suffering: maybe this aid comes at the expense of another
group’s suffering, perhaps it obstructs a greater (and perhaps more suc-
cessful) effort to alleviate suffering, and /or perhaps it is a temporary solu-
tion that proves harmful in the long term. Indeed, perhaps the question
is not whether it is good or bad to ignore constraints; rather, the ques-
tion might be which constraints should be tolerated and which constraints
should be overcome. In addition, exploring the ways potential resource
providers come to notice, evaluate, and respond to prosocially motivated
individuals who strive to alleviate others’ suffering is also likely to provide
interesting insights. How (if at all) do prosocially motivated entrepreneur-
ial actors who try to alleviate others’ suffering attract outside resource
providers? What signals (if any) indicate prosocial motivation to outsiders,
and how do outsiders respond to such signals?
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Future Research

Figure 2.4 illustrates some of the important aspects discussed above and
provides a sketch of more compassionate and prosocial entrepreneurship
research. Numerous research opportunities are imaginable from taking a
more compassionate and prosocial perspective. However, we believe that
exploring the following questions will lead to productive research: (1)
how and why does awareness of others’ suffering influence the formation
of third- and /or first-person opportunity beliefs to do good, (2) how and
why does prosocial motivation affect the formation of third- and /or first-
person opportunity beliefs to do good, (3) what characterizes entrepre-
neurial actions that exploit a potential opportunity to do good, (4) how
and why do certain types of entrepreneurial action ease different kinds of
suffering in others, (5) how and why do different entrepreneurial actions
lead to different societal benefits, (6) how does entrepreneurial action to
ease suffering and/or improve sustainability influence the entrepreneur
him- or herself, (7) how and why does progress in the entrepreneurial pro-
cess (in terms of gains for others, the entrepreneur, and/or sustainability)
influence the entrepreneur’s knowledge (particularly knowledge of sufter-
ing) and motivation (particularly prosocial motivation and its interactions
with intrinsic and extrinsic motivation) to form third- and/or first-person
opportunity beliefs, (8) what other entrepreneurial activities influence the
success of compassionate and sustainable venturing, and (9) what other
forms of suffering can compassion venturing help overcome?

Discussion AND CONCLUSION

There are inarguably numerous stimulating research opportunities that
could advance our understanding of entrepreneurial phenomena, and we
will illustrate many of them in the following chapters. In this chapter, we
chose to focus on four avenues, offering a subset of potential conjectures
within each avenue to inspire future work on the generation, refinement,
and exploitation of potential opportunities. In doing so, we purposefully
cast a wide net and went beyond what is considered a typical opportunity
for profit by many scholars. Specifically, we believe future research can
maintain the vitality of the field of entrepreneurship as well as advance
knowledge by exploring (1) potential opportunities as social interactions
between an entrepreneur’s mind and a community of inquiry as well as the
mutual adjustment between the two; (2) the antecedents, outcomes, and
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inter-relationships of activities as a micro-foundation of identifying, eval-
uating, and exploiting entrepreneurial opportunities; (3) the reciprocal
relationships between cognition and emotion that are created, continued,
and ended when an individual is engaged in the entrepreneurial process;
and (4) the motivations and capabilities behind new venture creation (i.e.,
new organizations or new ventures in established organizations) that gen-
erate, evaluate, and exploit potential opportunities to do good.

Through these opportunities for future entrepreneurship research, we
also want to challenge the way scholars engage in research—namely, we
want to encourage scholars to go beyond studying entrepreneurial phe-
nomena to engage in entrepreneurship research. Such research is pos-
sible when scholars (1) think entreprenenvially by keeping an open mind
about new topics, methods, and ways of conducting research rather than
focusing on one “right” or “traditional” approach; (2) think about inter-
actions such that ideas become refined after interactions with communi-
ties of inquiry (e.g., colleagues, reviewers, editors, and so on) rather than
focusing on the sole domain of their individual creativity; (3) think about
the series of activities comprising their research by tending to the activities
involved in developing a paper (i.e., the micro-foundations of research
that we can control) and less on the overall outcomes of single projects
or career milestones; (4) generate cognitive heat by remaining open to
(or otherwise evoking) emotional reactions to interesting research activi-
ties and harnessing these emotions to invigorate and inform subsequent
activities instead of taking a “cold” calculated approach to research,
and (5) act prosocially to organize compassion venturing by selecting and
exploring topics that will deepen our understanding of entrepreneurial
actors who make helpful and /or harmful contributions to society as well
as to help develop scholars who want to make a difference and/or are
not as fortunate.
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CHAPTER 3

Researching Entreprencurial Failures

INTRODUCTION

Due to the highly uncertain nature of pursuing new business opportunities
(Knight, 1992; McMullen & Shepherd, 20006), failure is a rather common
outcome of entrepreneurial endeavors (Briiderl, Preisendorfer, & Ziegler,
1992; Shane, 2009; Wiklund, Baker, & Shepherd, 2010). Take family busi-
nesses as an example. They comprise a significant share of all businesses (up
to 90% in the USA [Dumas, 1992; Heck & Trent, 1999; Kets de Vries,
1993]), but nearly 70% of family businesses fail to make it through the
second generation, and roughly 90% fail to survive through the third gen-
eration (Kets de Vries, 1993). Similarly, established firms often undertake
entrepreneurial projects as part of corporate entrepreneurship initiatives to
create new products, enter new markets, explore new technologies, and/
or build new businesses (Zahra, Jennings, & Kuratko, 1999). Like busi-
nesses, however, entrepreneurial projects are basically experiments with
unknowable outcomes; there is an air of uncertainty (McGrath, 1999).
Thus, sporadic or even repeated entrepreneurial project failure is an inevi-
tability in firms practicing corporate entrepreneurship (Burgelman &
Vilikangas, 2005). In fact, Boulding, Morgan, & Staelin (1997) estimated
that 35-45% of all new products fail (Boulding, Morgan, & Staelin, 1997).

In this chapter, we build on Shepherd, Covin, and Kuratko (2009); Shepherd
(2009); and Ucbasaran, Shepherd, Lockett, and Lyons (2013).
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Further, investigating 95 venturing units in corporations with headquar-
ters in eight countries worldwide, Campbell, Birkinshaw, Morrison, and
van Basten Batenburg (2003) reported no successtul examples among
firms exploring “new leg” ventures or among internal corporate ventures
started with the sole purpose of pursuing growth opportunities in novel
(to the firm) product-market domains.

While being able to successtully exploit entrepreneurial opportunities is
the primary aim of all entrepreneurship initiatives, failure is not necessar-
ily a completely negative outcome as some failures can lay the foundation
for subsequent success. This path from failure to success has been seen in
new product development (Maidique & Zirger, 1985), internal corporate
venturing (McGrath, 1995), and joint venturing (Peng & Shenkar, 2002).
Although some failures lead to positive outcomes, success is by no means
a certain consequence of failure. For success to follow failure, it is essential
for the entrepreneur or the organization to learn from past mistakes. As
such, entrepreneurial failures can actually be potential learning opportuni-
ties (Green, Welsh, & Dehler, 2003). By signaling a problem with one’s
current beliefs or actions (Chuang & Baum, 2003; Sitkin, 1992), failure
can motivate individuals to look for solutions (Ginsberg, 1988; McGrath,
2001; Morrison, 2002; Petroski, 1985). Furthermore, failure often trig-
gers sensemaking efforts, thereby serving as a rich source of information
for learning. Thus, learning from failure refers to “the sense that one
is acquiring, and can apply, knowledge and skills” (Spreitzer, Sutcliffe,
Dutton, Sonenshein, & Grant, 2005, p. 538) as a direct result of a failure
experience. When entrepreneurs take chances, learn from their failures,
and act on the new knowledge they gain from those failures, economies
arc able to progress (Hoetker & Agarwal, 2007; Knott & Posen, 2005;
Mason & Harrison, 2006). Moreover, when entrepreneurs and organi-
zations gain new knowledge from their failures, they are more likely to
become involved in future entrepreneurial initiatives (Hayek, 1945). Such
initiatives can serve as possible foundations for firm growth and renewal
(McGrath, Tsai, Venkataraman, & MacMillan, 1996), thus increasing indi-
viduals” odds of succeeding with a new venture after a failure. In a similar
way, those who failed in a corporate setting can aid their organizations in
improving their innovation “hit rate” by learning from their failures and
emotionally committing to later projects.

Because failure can motivate individuals to gain new knowledge or skills,
researchers argue that people tend to learn more from their failures than
from their successes (Petroski, 1985; Popper, 1959). Sitkin (1992, p. 243)
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suggested that learning from failure is most likely to occur when failure
events “(1) result from thoughtfully planned actions, (2) have uncertain
outcomes, (3) are of modest scale, (4) are executed and responded to
with alacrity, and (5) take place in domains that are familiar enough to
permit effective learning.” However, alacrity—namely, “brisk and cheer-
ful readiness” (Concise Oxford Dictionary)—is difficult to maintain when
the failure means that the entrepreneur loses something that is important
to him or her (i.e., a project or a business). Although most organizations
and their members believe that learning from failure is important, they
generally find doing so to be difficult (Cannon & Edmondson, 2005),
as do entrepreneurs who lose their business (Byrne & Shepherd, 2015;
Shepherd, 2003). More specifically, while failure reveals important infor-
mation, organizations and individuals are frequently unsuccesstul at fully
processing that information (Weick, 1990; Weick & Sutclifte, 2006). We
need to gain a deeper understanding of the costs of failure (project and
business) to the entrepreneur (and by extension the organization) and the
ways these costs of failure can create obstacles to achieving the benefits of
failure—namely, learning from the experience. However, before we delve
into the nuances of advancing knowledge on this important topic, it is
important to start with what we mean by failure (in its various forms).

DEFINING ENTREPRENEURIAL FAILURES

Failure has been conceptualized in a number of ways, including as the
discontinuity of ownership (for a review, see Singh, Corner, & Pavlovich,
2007), bankruptcy (e.g., Shepherd & Haynie, 2011), and discontinu-
ity caused either by insolvency (Coelho & McClure, 2005; Shepherd,
2003) or by performance below the decision makers’ threshold (e.g.,
Ucbasaran, Westhead, Wright, & Flores, 2010). Indeed, Ucbasaran et al.
(2013, p. 175) defined business failure as “the cessation of involvement in
a venture because it has not met a minimum thveshold for economic viabil-
ity as stipulated by the (founding) entreprenenr.” Shepherd and colleagues
defined project failure as the termination of an initintive to create orga-
nizational value that has fallen short of its gonls (Shepherd, Covin, et al.,
2009; Shepherd, Patzelt, & Wolfe, 2011; see also Hoang & Rothaermel,
2005; McGrath, 1999). While there are numerous definitions of failure, we
believe researchers should utilize the definition that best fits their study’s
research question. Nevertheless, it is important that the authors offer a
clear, explicit definition and a justification for its use. We organize the rest



66 D.A. SHEPHERD AND H. PATZELT

of this chapter based on the major implications arising from the failure of
projects or businesses—implications that are financial, social, emotional,
or a combination of these implications—and offer various future research
opportunities.

THE FINANCIAL IMPLICATIONS OF ENTREPRENEURIAL
FAILURE

The literature captures a long history of scholars focusing on the financial
costs of failure. For example, an entrepreneur must often take on personal
debt to fund his or her business, which he or she must then bear after busi-
ness failure (Cope, 2011). However, it appears that the financial costs of
failure (project and/or business) for the individual depend on the culture
and the broader institutions in which the individual is embedded. For
example, bankruptcy laws vary by country, and the “strictness” of these
laws has a bearing on the financial costs borne by the entrepreneur from
a failed business (Lee, Peng, & Barney, 2007; Lee, Yamakawa, Peng, &
Barney, 2011). Although we have gained a substantial understanding of
the financial costs of failure (and, for that matter, the financial costs of per-
sisting despite poor performance [ Gimeno, Folta, Cooper, & Woo, 1997;
Shepherd, Wiklund, & Haynie, 2009]), there is still much to learn.
Recovering from the financial costs of entrepreneurial failure. First,
we believe it is necessary to gain deeper insights into sow and why some
entrepreneurs are able to bounce back from the financial consequences of
failure more quickly than others. What actions do such individuals take
after a bankruptcy, for example, that help them deal with the financial
burden? Moreover, the notion of recovery may be too limiting because it
could imply that individuals merely “overcome” the financial costs of fail-
ure but does not take into account the possible financial benefits of failure
over time. For instance, ultimate financial success after business failure
may require individuals to take on traditional employment for a period
to restore their financial reserves before entering into business ownership
again. Further, those who suffer considerable financial loss after business
failure are likely to learn significant lessons in how to manage their sub-
sequent venture’s financial resources. What lessons are learned in these
difficult contexts, and how do they affect the business model and capital
structure of subsequent ventures? Future research can investigate these
entrepreneurial career paths (i.e., the sequence of entrepreneurs’ career
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decisions) to help elucidate how entrepreneurs recover from the financial
consequences of business failure and capitalize on the benefits of failure to
attain financial success in the long term.

Even less clear are the financial costs of project failure within an organi-
zation. How does project failure impact the career trajectory of a member
of a failed team effort? In some organizations, management may view the
leaders of a failed project as lacking leadership, competence, and persis-
tence, which likely obstructs a productive career path for the corporate
entrepreneur. In response, the entrepreneur is likely to either leave the
organization or stay with the organization but limit entrepreneurial activ-
ity (and other organizational members are likely to learn the same behavior
vicariously). With either response from the (former) corporate entrepre-
neur, the organization loses because it kills (or substantially diminishes)
the entrepreneurial spirit of the firm. In contrast, there are organizations
that are more tolerant of failure and even some that celebrate it. How does
a project failure impact the career trajectory of a corporate entrepreneur
in such an organization (Farson & Keyes, 2006), especially in contrast to
organizations that penalize those associated with a project failure? Perhaps
the impact of failure on career trajectory depends on what type of failure
occurred, whether the individual learned from the failure, and how that
learning can be applied to benefit the organization.

Entrepreneurial failure and opportunity costs. Regardless of the
direct financial cost of failure (independent or corporate entrepreneur),
the failure of a project or a business may lead to the termination of a
(insufficiently profitable) track but may also reveal other more profitable
entrepreneurial opportunities. More can be done to try to explain how the
continued pursuit of one potential opportunity (e.g., persisting with a los-
ing course of action) has an “opportunity” opportunity cost. It could be
that the opportunity costs are financial. For example, because the entre-
preneur is investing resources (e.g., money) into the current venture, he
or she is unable to pursue another potential opportunity. However, the
opportunity costs could also be attentional. When focusing attention on
the exploitation of a focal potential opportunity, for instance, the entre-
preneur may have insufficient attention to notice and/or interpret signals
of an alternate potential opportunity. Although these financial and/or
attentional constraints could help determine the nature of the opportu-
nity cost, it is important to understand how some are able to reduce these
constraints and thus reduce the opportunity costs. This may involve mak-
ing small investments and rapid terminations (Bakker & Shepherd, 2017;
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McGrath, 1999), using a conscious strategy to maintain slack (i.e., cogni-
tive, financial, and time) resources not allocated to the current entrepre-
neurial endeavor (Bradley, Wiklund, & Shepherd, 2011; George, 2005),
and using other means for structuring and/or “freeing up” attentional
resources (Ocasio, 1997; Shepherd, McMullen, & Ocasio, 2017).
Financial costs of entrepreneurial failure at the group level of anal-
ysis. Not only does the entrepreneur take on the financial costs of business
failure, his or her family is also likely to feel the consequences. As such,
future research on entrepreneurs embedded within a family is likely to
provide a more complete picture of the financial costs of business failure
for entrepreneurs. For example, while two entrepreneurs may experience
the same immediate financial costs after business failure, heterogeneity in
each entrepreneur’s family wealth may lead to different long-term finan-
cial implications. Similarly, the costs of a project failure can more easily be
borne by a wealthier organization than a poorer one. How does the wealth
of the actor embedded in his or her family or organization influence the
nature of the financial costs, the decision to start and to terminate the
entrepreneurial endeavor, and the ability and willingness to move on to
the next entrepreneurial endeavor? For example, on the surface, it appears
that the financial costs of failure will be less damaging to entrepreneurs
belonging to wealthier groups (e.g., a corporate entrepreneur embedded
in a wealthier organization or an independent entrepreneur embedded in
a wealthier family); however, those who belong to less wealthy groups may
tend to engage in riskier behavior overall (e.g., believe they are in a loss
situation and thus act in ways in line with prospect theory), thus making
them more likely to engage in subsequent entrepreneurial actions. Future
research can investigate whether those with less family wealth “behind”
their entrepreneurial endeavors are more likely to approach a potential
opportunity with real options reasoning (for real options reasoning, see
McGrath, 1999; McGrath & Nerkar, 2004), have a fundamentally differ-
ent approach to removing doubt about a potential opportunity and/or
exploiting it, or are more willing to “gamble” it all with a “big bet.”
Financial losses from entrepreneurial failure and subsequent entre-
preneurial action. In line with research demonstrating the importance of
financial slack for funding both the experimentation needed for success-
ful entrepreneurship (see George, 2005) and start-up costs/early-stage
growth (Gilbert, McDougall, & Audretsch, 20006), it may seem like the
financial costs of business failure would be a significant barrier to later
entrepreneurial activity, especially in the short term. However, the resulting



RESEARCHING ENTREPRENEURIAL FAILURES 69

resource scarcity after business failure could create an environment that
fosters bricolage (i.e., “making do with whatever is at hand” [Baker &
Nelson, 2005, p. 330]), particularly for entrepreneurs in more resource-
poor contexts and/or corporate entrepreneurs who find it more difficult
to garner resources from management after failure. That is, resource scar-
city can trigger entrepreneurial activity, thereby transforming an initial
financial cost into a different form of resource advantage (i.e., a valuable
resource combination). Are some more able to switch from entrepreneur-
ial activity spurred by slack resources to entrepreneurial activity spurred
by resource scarcity? What mechanisms enable people to switch between
these two different “sources” of entrepreneurial activity? The answers to
these questions likely relate to the mindset triggered (or applied) to the
adversity inherent in a resource-scarce environment.

Although we may be first drawn to prospect theory (Kahneman &
Tversky, 1979) for answers, there are some other interesting possibilities.
For some, this type of adversity likely generates an emphasis on resource
protection—a reactive posture that involves consuming some resources to
stop further resources from being lost. However, for others, this adversity
could lead to an emphasis on resource investment—a proactive posture
to replenish and grow resources (Hobfoll, 2001; Hobfoll & Lilly, 1993).
Williams and Shepherd (2016) showed that those who engage in resource
investment in the form of entrepreneurial action (i.e., the creation of a
venture to alleviate the suffering of others in the aftermath of a natural
disaster) have superior functioning in that adverse environment than those
who do not engage in entrepreneurial action (controlling for a host of fac-
tors). Therefore, it may not be whether one fails or how much adversity
one experiences when he or she fails; the ultimate net costs (or benefits) of
failure may be determined by the mindset one develops regarding whether
to protect remaining resources (through conservative action) or to invest
those resources in entrepreneurial activity. Shepherd and Williams (2017)
also proposed that regulatory focus theory is critical in explaining who
escapes an adverse situation by constructing a new work identity (i.e.,
those with a promotion focus) and who languishes (i.e., those with a pre-
vention focus). As we gain a deeper understanding of how different mind-
sets influence individuals’ reactions, responses, and recovery from failure,
attention needs to turn to the antecedents of these mindsets. For exam-
ple, why do some invest resources under adversity while others protect
their remaining resources, and why do some who hit rock bottom after
entrepreneurial failure approach the situation with a promotion focus and
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others with a prevention focus? We need to gain a deeper understanding
of the mindsets that reflect the different paths and trajectories of recovery
and resilience.

Entrepreneurial failure and careers. Since failure can cause an entre-
preneur personal financial hardship, end his or her source of income, harm
his or her professional reputation, and result in negative financial out-
comes for his or her family and/or firm, it is an extreme context that
enables researchers to investigate career paths so as to survey the limits
of and thus advance theories on careers to reveal the long-term financial
implications of failure. This type of research can contribute to and extend
current theories by heeding calls for more studies on career constraints
(Arnold & Cohen, 2008) and on the ways individuals adapt to new
careers (Savickas, 2002), especially when their prior career path has ended
(Haynie & Shepherd, 2011; Shepherd & Williams, 2017) and they have
financial burdens. As we hinted at earlier, we also suggest that the context
of failure (of a project or a business) is ideal for extending theories of bri-
colage because it involves significant resource scarcity (because of failure’s
financial costs). Both theories may be further advanced if future research
investigates how entrepreneurs who experience failure engage in bricolage
to open up new career opportunities. Perhaps by cobbling together dif-
ferent career paths (or elements within those careers), the individual can
combine and recombine various work-related aspects in ways that create a
new career opportunity.

THE SocIAL IMPLICATIONS OF ENTREPRENEURIAL FAILURE

Although failure can have positive consequences for the individual (e.g.,
learning and personal growth [Cope, 2011; McGrath, 1999; Shepherd,
2003]), others often do not see entrepreneurial failure in such an opti-
mistic light (D’Aveni, 1990; Semadeni, Cannella, Fraser, and Lee, 2008;
Sutton & Callahan, 1987). As noted by March and Shapira (1987,
p. 1413), “society values risk taking, but not gambling, and what is meant
by gambling is risk taking that turns out badly.” Oftentimes, the devasta-
tion of a business failure on others (e.g., former employees, suppliers, and
other stakeholders) is highly salient and immediate, whereas the learning
benefits (for the individual and the economy) are more diffuse and take
time to develop.

Indeed, there are many reports of entrepreneurs of failed businesses
being judged harshly by others. For example, historically, individuals who
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went bankrupt were subject to punishments that included “forfeiture of all
property, relinquishment of spousal consortium, revocation of citizenship,
surrendering children as slaves, prohibition from holding public office,
imprisonment, and death”; they were required to “bang their buttocks on
a rock before a heckling crowd,” “wear distinguishing clothes in public,”
and were subject to other means of degradation and humiliation in public
(Efrat, 2006, p. 366). Modern-day equivalents of others’ responses to
failed (or failing) entrepreneurs include rejection, avoidance, disengage-
ment, and denigration (D’Aveni, 1990; Sutton & Callahan, 1987). These
harsh judgments place considerable &/ame (Semadeni, Cannella, Fraser,
& Lee, 2008; Sutton & Callahan, 1987) for the failure on the individual,
and they suggest that the entreprencur should be punished (Efrat, 2005;
Lee et al., 2007) and feel shame (Probst & Raisch, 2005; Wiesenfeld,
Wurthmann, & Hambrick, 2008). To a greater or lesser extent, these judg-
ments on business failure are reflected in countries’ bankruptcy laws (Lee
etal., 2011; Lee, Peng, & Barney, 2007), and these judgments on project
failure are reflected in an organization’s culture (Cannon & Edmondson,
2001; Tucker & Edmondson, 2003). Such harsh judgments and the stress
they generate can negatively impact the economic (Semadeni et al., 2008;
Sutton & Callahan, 1987), psychological (Byrne & Shepherd, 2015;
Shepherd, 2003), and physical (Cope, 2011; Whyley, 1998) well-being
of the individual who experiences the failure. We believe that the current
literature on this topic has only scratched the surface when it comes to
exploring the social costs of business failure for entrepreneurs.
Relationship ties after entrepreneurial failure. While we have a strong
understanding of relationship ties and the ways they affect entrepreneurial
activity within (Kelley, Peters, & O’Connor, 2009; Stam & Elfring, 2008)
and outside (Hoang & Antoncic, 2003; Jack, 2005) the organization, we
know relatively little about how these ties change (if at all) after failure.
Future research has the chance to add to the body of knowledge on this
topic by investigating how entrepreneurs’ formal (business) relationships
change after inter-organizational relationships cease as a result of busi-
ness failure and when intra-organizational relationships cease due to proj-
ect failure. Does failure damage these relationships beyond repair, or can
they be restored? If these relationship ties are salvageable, what are the
mechanisms for rebuilding a relationship tie (or conserving it through the
failure) as opposed to creating a new tie? Indeed, the question becomes
whether the entrepreneur is better off investing his or her time in rebuild-
ing relationships damaged by failure or creating new relationship ties (i.e.,
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relationships without baggage). How much can entrepreneurs who have
experienced failure rely on past relationships to help in the recovery pro-
cess and/or to provide resources for later entrepreneurial activity? How
do the entrepreneur’s and others’ attributions of the failure impact these
relationship ties?

Perhaps external attributions of failure help reduce the number of lost
ties, but internal attributions of failure strengthen existing ties. Although
the benefits of weak ties are lauded in the literature for their role in the
identification of a potential opportunity (Ardichvili, Cardozo, & Ray,
2003; Hoang & Antoncic, 2003), perhaps strong ties are more important
in helping reduce the social costs of failure. It could be that strong ties
represent surrogates that help repair weak ties damaged by failure or help
in the creation of new weak ties necessitated by the loss of previous weak
ties through failure. Not only are some ties likely to be damaged and lost
as the result of failure, but it could be that some ties change in nature
after failure. For example, a failure may serve to strengthen the entrepre-
neur’s relationship with a weak tie (i.e., a weak tie changes to a strong
tie) and weaken his or her relationship with a previously strong tie (i.e.,
a strong tie becomes a weak tie). There are numerous opportunities for
future research to explore the termination, use, rebuilding, re-activation,
and transformation of relationship ties after a failure.

Entrepreneurial failure and social stigma. While we understand
how entrepreneurs tend to handle stigmatizing situations (Sutton &
Callahan, 1987), we know less about when and why project and business
failure represents a stigmatizing event. Beyond entrepreneurs’ impression-
management strategies, do particular forms of failure and/or types of
entrepreneurs cause greater stigma? For instance, Shepherd and Patzelt
(2015) found that entreprencurs who are homosexual are likely to be stig-
matized more from business failure than those who are heterosexual (in
one region of Germany) and that those who are trying to preserve the
environment are stigmatized less for business failure than those who were
not trying to preserve the environment. Perhaps female entrepreneurs in
supposed “masculine” industries (or masculine organizations or roles)
face more stigmatization from failure compared to women in “feminine”
industries (or organizations or roles) or men in “masculine” industries
(or organizations or roles). That is, when individuals deviate from the
norm and fail, they may face greater social costs compared to more “nor-
mal failures.” If this is the case, however, there is a societal influence that
deters the type of novelty that can be highly transformative. What is the
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impact of stigma for entrepreneurial failures? Perhaps a high stigma for
entrepreneurial failure stops some individuals from engaging in entrepre-
neurial action (as a type of fear of failure), from engaging in certain types
of entrepreneurial projects or businesses (i.e., those for which the stigma
from failure is the greatest), from terminating a poorly performing project
or business (delaying the social costs of failure but increasing the financial
costs of failure when it arrives), and /or jumping ship from a failing busi-
ness in the hope of avoiding stigma. Each alternative represents a host of
considerations and implications.

Entrepreneurial failure role models. While we have some knowl-
edge on how successful entrepreneurs are viewed and serve as role mod-
els (Bosma, Hessels, Schutjens, Van Praag, & Verheul, 2012; Krueger &
Brazeal, 1994), we can still learn more about the social signals sent and
received from entrepreneurs’ business failures. For instance, on the one
hand, parents who have entrepreneurial success often serve as role mod-
els for their children, not only showing them that entrepreneurship is an
achievable and desirable career path but also encouraging their children’s
entrepreneurial goals and actions (Davidsson & Honig, 2003). On the
other hand, how does a parent’s business failure influence the “next gen-
eration” of potential entrepreneurs? Children who observe and experi-
ence (either directly or indirectly) the negative effects of business failure
may decide to forgo entrepreneurial careers because they view business
failure as a highly prominent possible outcome of entrepreneurial action.
However, parents’ ability to “bounce back” after failure and show resil-
ience could decrease their children’s fear of failure, thereby helping them
form more positive beliefs about failure (for initial evidence, see Politis &
Gabrielsson, 2009). Perhaps parents who had a business fail (or a men-
tor who had a project fail) serve as excellent role models for how to face
failure, deal with it, recover, learn, and—ultimately—move forward. That
is, maybe people can learn how to cope with and benefit from failure
vicariously. If this is the case, increases in the saliency of entrepreneurial
failure (perhaps through coping self-efficacy or some other mechanism)
may make entrepreneurial action more—rather than less—likely.

The role of social skills in dealing with entrepreneurial failure. We
believe it is valuable to explore the role social skills play in entrepreneurs’
responses to failure, including social perception, expressiveness, impression
management, and social adaptability. Baron and Tang (2009) highlighted
a number of studies establishing the impact these skills have on impor-
tant outcomes in numerous contexts, including entrepreneurial contexts.
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Individuals with strong social skills are likely to be highly skilled at reduc-
ing the social costs of business failure (e.g., through shrewd storytelling
and sensegiving to others regarding the failure and the role they played
in that failure) as well as the associated psychological costs. Additionally,
individuals with strong social skills often have wider and more diverse
social networks (Diener & Seligman, 2002) with which they can connect
to talk about a failure and receive support. Future research can investigate
the role social skills play in how entrepreneurs manage the social and psy-
chological costs (and, indirectly, the financial costs, as discussed above) of
failure.

There is also an opportunity to gain a deeper understanding of the
impact of failure through a fine-grained understanding of an entrepreneur’s
(corporate or independent) social skills. Which of the social skills—social
perception, expressiveness, impression management, and social adapt-
ability—influence which aspect of the failure-resilience /failure-recovery
process and to what effect? For example, expressiveness may facilitate a
loss orientation, and a loss orientation might help reduce the social costs
of the failure as the individual is able to express his or her negative emo-
tions over the failure. However, it appears that having a loss orientation
for an extended period can exacerbate negative psychological reactions
to the failure (see Shepherd et al., 2011). Therefore, it might not be that
greater social skills necessarily lead to better outcomes—there could be
tradeofts, diminishing returns, and even negative returns at high levels. To
the extent that there are tradeoftfs between different outcomes of a par-
ticular social skill, can the downside of that particular social skill be over-
come or offset by the activation of a different social skill? It is important to
gain a deeper understanding of not only the different social skills and their
differential effects on failure outcomes but also the ways these social skills
can be combined to reduce the overall costs of failure. With this deeper
understanding, we hope that scholars are in a better position to teach stu-
dents and budding entrepreneurs (whether corporate or independent) the
social skills that not only help them succeed with their projects and their
businesses but also deal with the possibility (and even the probability) that
their entrepreneurial endeavors (projects or businesses) will fail.

Entrepreneurial failure and work-life balance. While research has
explored work-life balance among entrepreneurs (Shepherd & Haynie,
2009a, 2009b), we know little about how entrepreneurs continue to
achieve work-life balance when the work aspect of this relationship has
ended in failure. For instance, is an entrepreneur able to compartmentalize
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a failure into his or her work micro-identity, thus making the failure
have minimal effect on other micro-identities (e.g., the “spouse” micro-
identity), or does the failure lead to spillover effects? If some are able to
compartmentalize the identity experiencing the failure, then it is impor-
tant to gain an understanding of how the micro-identity experiencing fail-
ure is “insulated” from the individual’s other micro-identities—that is,
how is the “contagion” stopped from affecting other micro-identities and
important others (e.g., family members). Although insulation may reduce
the extent of failure’s harm, perhaps engaging other micro-identities to
confront the failure experience (rather than hide from it or insulate it) can
provide better outcomes for the entrepreneur (or for some entrepreneurs
some of the time). This line of research can be pursued, for example, by
finding out whether divorce rates rise after major business or project fail-
ures and whether differences in this social cost can be explained by the
ways entrepreneurs manage their micro-identities after experiencing fail-
ure. Future research addressing these topics will provide deeper insights
into failure’s social costs and will hopefully enable entrepreneurs to reduce
such costs while maximizing the social benefits possible after failure.

THE EMOTIONAL IMPLICATIONS OF ENTREPRENEURIAL
FAILURE

When individuals experience the failure of a business or project that was
important to them, they can have a negative emotional reaction—namely,
griet (Shepherd, 2003; Shepherd & Cardon, 2009; Shepherd, Covin,
et al., 2009; Shepherd et al., 2011). While griet can motivate individuals
to seek information about a failure, which is required for learning (Cyert
& March, 1963; Kiesler & Sproull, 1982), it often disrupts the atten-
tion allocation and information processing entreprencurs need to learn
from their failure experiences (consistent with Bower, 1992; Fredrickson,
2001). Based on previous research, we know that negative emotions can
have adverse effects on cognitions. First, negative emotions “narrow indi-
viduals’ momentary thought-action repertoire by calling forth specific
action tendencies (e.g., attack, flee) ... [whereas] many positive emotions
broaden individuals’ momentary thought-action repertoires, prompting
them to pursue a wider range of thoughts and actions than is typical”
(Fredrickson & Branigan, 2005, p. 314). Thus, individuals who want to
generate original innovations that result in future products should avoid
negative emotions (Fredrickson, 1998). Second, research has shown that
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negative emotions have a harmful effect on individuals’ commitment,
including on entrepreneurs’ motivation to start another venture after pre-
vious business failure (Shepherd, 2003) or on team members’ desire to
put forth personal resources to meet organizational objectives after proj-
ect failure (Allen & Meyer, 1990; O’Reilly & Chatman, 1986; Shepherd
et al., 2011). While being committed to an action can improve perfor-
mance, this commitment needs to be balanced with learning from failure
because learning from failure can also improve performance (McGrath,
1999). Finally, research has found that negative emotions “narrow peo-
ple’s attention, making them miss the forest for the trees” (Fredrickson,
2001, p. 222); disrupt creative and integrative thinking (Estrada, Isen, &
Young, 1997; Fredrickson & Branigan, 2005; Isen, Daubman, & Nowicki,
1987); and, ultimately, inhibit learning (Fredrickson & Branigan, 2005;
Masters, Barden, & Ford, 1979). As time passes (i.e., after the failure),
these negative emotions tend to dissipate (Shepherd et al., 2011), thereby
eliminating barriers to learning from failure.

However, it appears that these emotional obstacles to learning from
failure can be reduced more quickly for some individuals (e.g., those
with learned optimism [Cardon & McGrath, 1999] and self-compassion
[Shepherd & Cardon, 2009]) and for those embedded within certain
groups (e.g., the family [Shepherd, 2009]) and/or embedded in certain
organizations (Shepherd, Covin, & Kuratko, 2009; Shepherd etal.,2011).
Previous studies provide a solid foundation for understanding how and
why negative emotional reactions are triggered after failure upon which
we can build to explore a number of important research topics.

The emotions that make up grief from entrepreneurial failure.
Previous studies have used the term grief when referring to any of the
negative emotions caused by the loss of a business (Byrne & Shepherd,
2015; Shepherd, 2003, 2009) or project (Shepherd & Cardon, 2009;
Shepherd, Covin et al., 2009, 2011), and current research has investi-
gated how grief (used as an umbrella term) affects cognitive processes
related to learning. However, research on emotions has shown that dif-
ferent forms of negative emotions have distinct sources as well as vary-
ing impacts on cognition (Bodenhausen, Sheppard, & Kramer, 1994;
Keltner, Ellsworth, & Edwards, 1993). As such, do specific failures result
in different psychological outcomes because they cause different forms of
negative emotions that in turn affect cognitive processes in distinct ways?
Some failures for some people are likely to generate feelings of shame,
while other failures may cause feelings of guilt in other individuals. These



RESEARCHING ENTREPRENEURIAL FAILURES 77

are related but distinct negative emotions, both of which can contribute
to the feeling of grief but can have different effects on cognition. Shame
over a failure involves an evaluation of the self such that one feels that he
or she is a “bad person,” whereas guilt over a failure involves an evalua-
tion of the behavior such that one feels that he or she has done a “bad
thing” (Lewis, 1971; Niedenthal, Tangney, & Gavanski, 1994; Tangney,
1989, 1991, 1993). How do these differences between shame and guilt
(as contributors to grief over the loss generated by failure) influence the
cognitive process of learning from failure and the motivational process of
trying again? Additionally, it is important to understand the processes for
dealing with shame and distinguish them from the processes of dealing
with guilt. Such an understanding of the distinct antecedents, roles, and
effects of the different negative emotions that make up grief over failure
will not only help explain the psychological implications of failure but
will also have some normative implications—namely, we will learn how to
facilitate the grief-recovery process to maximize and accelerate learning
from the experience and to regain motivation and positive functioning.

Moreover, could a combination of particular negative emotions com-
prising the entrepreneur’s grief (contingent and/or configuration) better
explain the psychological costs stemming from failure compared to the
impact of each of these emotions separately (main effects)? There is an
opportunity to explore the different configurations of negative emotions
that make up grief across individuals, failures, and /or situations. What is
perhaps even more interesting is to investigate these configurations over
time. For example, it could be that for a group of entrepreneurs, a particu-
lar negative emotion dominates immediately after the failure (e.g., anger)
but then declines shortly after, whereas another negative emotion may
have low salience early but comes to dominate later (e.g., guilt). It will
be interesting to determine whether entrepreneurs feel a “sequence” of
negative emotions; whether different individuals, failures, and/or situa-
tions have different sequences; and what psychological implications these
different sequences have for the entrepreneurs whose projects or busi-
nesses failed.

Building resources from entrepreneurial failure experiences.
Exploring the psychological costs of the negative emotions associated with
business failure is a worthwhile and interesting endeavor, and there is still
a great deal of work to be done in this area (see previous point). However,
future research should also explore the positive psychological effects of
grief after business failure. Research on grief has shown that for some
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individuals who experience grief after a loved one dies, going through
the grieving process leads to personal growth (Hogan, Greenfield, &
Schmidt, 2001). Researchers have the opportunity to gain a deeper under-
standing of this notion of personal growth over and above merely recover-
ing from the experience (Cope, 2011; Shepherd, 2003; Shepherd et al.,
2011), which in turn leads to several interesting questions. After busi-
ness failure, do entrepreneurs realize they have emotional and cognitive
resources they did not notice before, and/or does experiencing failure
help them build such resources? For instance, handling failure may help
entrepreneurs develop coping self-efficacy, emotional intelligence, and
other sources of resilience. These resilience resources (and self-knowledge
of them) are likely to impact subsequent entrepreneurial thinking in terms
of, for example, the willingness to bear uncertainty, which in turn influ-
ences the formation of opportunity beliefs. That is, resilience resources
can lead to a greater emotional investment in an entrepreneurial course
of action given the belief in one’s ability to effectively deal with negative
emotional reactions if it were to fail. These resources can also result in less
reliance on sunk costs and a decreased need to appear consistent, which
will help reduce persistence with a poorly performing project or business
given the individual’s confidence in being able to deal with the conse-
quence of failure.

Positive emotions in the aftermath of entrepreneurial failure.
Exploring the role of positive emotions and self-regulation is also likely to
lead to a deeper understanding of personal growth from business failure.
Fredrickson (1998, 2003), for example, showed that positive emotions
can counter the influence negative emotions have in limiting attention and
information processing and can help develop resources that aid in coping
with difficulty. Thus, do entrepreneurs with more dispositional optimism
(e.g., see Hmieleski & Baron, 2009) and positive affect (e.g., see Baron,
Tang, & Hmieleski, 2011) realize greater advantages from failure experi-
ences (e.g., recover more rapidly, learn more successfully and experience
more personal growth)? As opposed to depending on trait affect, maybe
entrepreneurs proactively utilize positive emotions to cope with grief
resulting from business failure. If they do, however, how are they able to
generate such positive emotions after such a significant loss? Perhaps this
is where emotional intelligence plays a particularly important role. That
is, emotionally intelligent entrepreneurs are likely to be aware of their
highly negative emotions from project or business failure, realize that the
generation of positive emotions both “undoes” negative emotions and
helps build resources (Fredrickson, 1998), and know how to trigger these
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positive emotions. It is the last of these actions that might be easier said
than done—namely, generating positive emotions when one is “feeling
blue” from a major failure can be a difficult task. How are some people
able to trigger positive emotions after a failure or other form of major loss?

Therefore, understanding the techniques for stimulating positive emo-
tions may be particularly helpful for entrepreneurs who frequently face
failures and other major setbacks. Such techniques could include watching
a comedy or telling oneself a joke. Alternatively, it may be less about the
entrepreneur’s possession of emotional intelligence him- or herself but
more about having emotionally intelligent individuals in his or her net-
work. For example, individuals who are able to generate positive emotions
to remove the obstacles to learning from failure and moving on from the
event might be those with friends who (1) recognize that their entrepre-
neur friend is experiencing negative emotions and has a need for positive
emotions and (2) know how to generate those positive emotions in him or
her. Again, gaining a deeper understanding of the “who” and the “how”
of generating positive emotions in a loss situation is likely to be highly
important in advancing our understanding of both the emotional costs
and benefits of project and business failure. This stream of research may
have an interesting implication for entrepreneurship education—teaching
our students how to stimulate positive emotions even in the most adverse
of situations.

Multiple entrepreneurial failures. While research has begun explor-
ing the “hot cognitions” related to failure for entrepreneurs, there has
been limited research exploring the implications of multiple failures (for
exceptions, see Shepherd, Haynie, & Patzelt, 2012; Ucbasaran, Westhead,
& Wright, 2009; Ucbasaran et al., 2010). For instance, are the psycho-
logical costs of a second failure different than those of a first failure, and
if so, how? The entrepreneur could be more psychologically equipped
to cope with a second failure due to his or her previous failure experi-
ence. Alternatively, the entrepreneur could still be dealing with unresolved
issues from the first failure that make issues associated with the subse-
quent failure even worse—a form of accumulated grief (Shepherd et al.,
2012). The trial-by-fire model (Swaminathan, 1996) may explain differ-
ences between those experiencing their first failure and those experiencing
subsequent failure—at least in part. More specifically, among those who
experience failure, only those who are “psychologically” strong (through
self-selection or learning) will try again and thus suffer fewer psychologi-
cal consequences from a second failure than those experiencing their first
failure.
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Also, consistent with the trial-by-fire model, individuals learn from
their failures about how best to deal with failure (i.e., build resources and
capabilities that promote resilience) and are thus able to more quickly
recover, learn, and try again. However, we also know that continual expo-
sure to difficult events can lead to a form of desensitization such that
adverse stimuli no longer generate negative emotional reactions (Ashforth
& Kreiner, 2002). Do entrepreneurs who have suffered many failures
become desensitized to failure such that a failure no longer generates a
negative emotional reaction? As authors, we have certainly had so many
papers rejected that the “sting” of a rejection is no longer as painful as
it once was. If we consider no emotional reaction to be cold cognition,
how are the decision-making process and reactions as part of the entre-
preneurial process different from a hotter form of cognition? It seems that
too much “hot” is detrimental to cognitive performance (e.g., in terms
of obstructing learning), but are there negative consequences from the
cognition being too cold? May be there is an optimal amount of heat
and/or maybe more heat is necessary for some cognitive tasks but less for
other cognitive tasks. We believe there is ample opportunity to contrib-
ute further insights into the inter-relationship between multiple failure
experiences and hot cognition in understanding the costs and benefits for
entrepreneurs after failure.

MULTIPLE AND INTER-RELATED IMPLICATIONS
OF ENTREPRENEURIAL FAILURE

The inter-relationship between the financial and social implications
of failure. The more we study the social implications of entrepreneurial
failure, the more insights we will gain into its financial implications. For
instance, are there financial implications for entrepreneurs after business
failure as a result of damage to their ventures or informal networks? The
direct financial costs resulting from failure, such as the loss of wealth or
remaining debt, may result in less hardship than the indirect financial costs
stemming from a damaged reputation and loss of status, which may have a
longer-lasting negative impact. If this is the case, initial attempts at recov-
ery are likely to be more successful if they are aimed at maintaining one’s
network (or rapidly repairing it or developing a new one) as opposed to
overcoming direct financial costs. By taking a closer look at the connection
between the social and financial costs of business failure for entrepreneurs,
we will begin to gain a deeper understanding of why some recovery strat-
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egies are more useful than others and perhaps how we can teach entre-
preneurs (and budding entrepreneurs) how to “manage” failure to more
quickly recover from its negative consequences. Alternatively, it could be
the opposite sequence that facilitates recovery—that by recovering finan-
cially, the individual then has an easier time regaining and repairing his or
her formal business network and creating a new network. We suspect that
the process is more iterative and reciprocal—namely, as the entrepreneur
starts to financially recover from the failure, his or her network relation-
ships start to be repaired, which helps the entrepreneur recover financially,
which helps with social recovery, and so on in the form of a virtuous
spiral. The important research questions then become what factors start,
perpetuate, and stop these virtual spirals, and are they the same factors that
stop or slow a vicious spiral.

The inter-relationship between the social and emotional /psycho-
logical implications of entrepreneurial failure. Losing a business is often
a very personal experience; however, some failures are more public. For
instance, in project failure, employees are told the project is terminated,
the team is disbanded, and people are redeployed to others projects. When
it comes to business failure, the physical business is closed, employees
vacate the factory or office, and customers and suppliers eventually find
out about the business failure. The extent of the public nature of the fail-
ure (and its associated social costs) is likely to impact the entrepreneur’s
emotional reaction to the failure and its psychological costs. For example,
when it comes to project failure, organizational culture can have an impor-
tant influence on the “social evaluation” of those who fail (Cannon &
Edmondson, 2001) and, in doing so, likely has a psychological impact on
those who act entrepreneurially, particularly those who experience failure.

Although we expect that the public nature of a failure will increase its
social costs, which will in turn exacerbate the psychological costs, perhaps
a public failure leads to different social costs such that the psychological
costs of a highly public failure are less than the psychological costs of hid-
ing the failure from others (in an attempt to reduce the social costs). It
could be that public failures generate unexpected social and psychologi-
cal benefits, such as support groups being formed to help the entrepre-
neur deal with the failure that might have otherwise not been available if
these others were not aware of the failure. Like for other hidden stigmas
(Pachankis, 2007), anxiety and stress about keeping the failure hidden
from the public is likely to generate negative psychological and perhaps
physical consequences for the entrepreneur. In this way, in terms of failure
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and its public nature, maybe the entrepreneur is better oft disclosing than
hiding. Indeed, by disclosing the failure rather than having others find out
about it on their own, the entrepreneur can use impression-management
strategies to minimize the social (and perhaps also the financial) implica-
tions of the failure event (Sutton & Callahan, 1987).

The inter-relationship between the emotional and cognitive impli-
cations of entrepreneurial failure. Research on bereavement has shown
that some losses are more likely than others to result in complicated grief—
namely, elevated griefand grief over an extended period of time (Neimeyer,
2006). For instance, parents whose children commit suicide often have
complicated grief, and their feelings of grief are frequently made worse by
additional feelings of shame and embarrassment, thereby making it more
challenging to “talk through their grief” with others (Mitchell, Mitchell,
& Smith, 2004). As a result, others may find it more difficult to start dis-
cussions as they worry about saying the “wrong thing” (Nolen-Hoeksema
& Davis, 1999). Shame and embarrassment are psychological costs caused
by the expectation of others’ judgments and lead those experiencing such
feelings to avoid others and, as a consequence, to incur social costs, such
as loneliness. Under what circumstances (i.e., characteristics of the entre-
preneur and/or of the social context) can feelings of embarrassment and
shame over failure be lessened or even eliminated? We know that grief is
lower in environments where failure is normalized (Ashforth & Kreiner,
2002; Shepherd et al., 2011), but perhaps attempts to take emotion out
of the entrepreneurial process undermine the emotional commitment nec-
essary to form a strong team, persist through challenges, and make an
entrepreneurial endeavor a success. Ironically, by avoiding the negative
emotions of failure (by taking emotions out of the process), the entrepre-
neur may be making failure a more likely outcome for the focal project or
business.

The inter-relationship between the financial and psychological
implications of entrepreneurial failure. There is also an opportunity for
future research to further investigate the relationship between the finan-
cial costs and the psychological costs of entrepreneurial failure. Do the
psychological costs stemming from business failure have financial implica-
tions? The psychological costs of business failure may not only be a barrier
to learning from failure but could also obstruct the entrepreneur of a failed
business from moving on to generate a new income source (the delay of
which makes the financial costs of business failure even worse). For exam-
ple, if the entrepreneur ruminates over his or her business failure, it may
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inhibit him or her from interviewing for a new job or seeking out new ven-
ture opportunities. On the other hand, the psychological costs of the fail-
ure could be obvious to potential employers during the interview process
(e.g., the person does not demonstrate adequate enthusiasm or self-belief
to assure the prospective employer that he or she can successfully take on
the new role), ultimately leading to the individual’s failure in securing
the position. Similarly, the psychological costs of failure may represent an
obstacle to the team member of a failed project that prevents him or her
from recommitting to the organization and enjoying the financial rewards
of those efforts (e.g., promotion and bonus). That is, the psychological
costs of project failure mean that the employee is less enthusiastic about
subsequent roles and projects, is less committed to the organization, and
has less positive interactions with management, all of which can have nega-
tive implications for his or her career within the organization.

In terms of individuals’ recovery from the financial and psychological
costs of entrepreneurial failure, does sequence matter? Perhaps an entre-
preneur has to lessen the psychological costs of business failure before
trying to recover from the financial costs (i.e., acquiring employment and
pursuing his or her next entrepreneurial endeavor), or perhaps he or she
needs to reduce the financial costs first, which will diminish one of the
major stressors of business failure and thereby help reduce the psychologi-
cal costs. Likewise, perhaps an employee needs to focus on overcoming
the psychological costs of failure before focusing on the financial implica-
tions in terms of career progression. By extension, the organization may
need to focus on the psychological costs of project failure for its employees
first and then the sequence of roles that advance those employees’ careers.
Alternatively, by fully focusing on the next project as a way to advance
one’s career, the employee can reduce the financial implications of the loss
and thus reduce the failure’s psychological costs (there is some evidence
of this approach by engineers [Shepherd, Patzelt, Williams, & Warnecke,
2014]). Because there are still so many unknowns regarding this topic,
future research on the inter-relationship between the financial and psy-
chological costs (perhaps even the spiral involving a reciprocal relationship
between the two) of business failure can make important contributions to
our understanding of the consequences of such failure.

A multi-disciplinary and multi-level approach to understanding
the implications of entrepreneurial failure. Research investigating the
inter-connections of the different types of business failure costs has sub-
stantial promise, and we believe that such research will likely necessitate
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multi-disciplinary and/or multi-level theorization and empirical testing.
Exploring the inter-relationship between financial and social costs, for
instance, may require researchers to build on (and ultimately contribute
to) theories of both stigmatization and venture capital markets to provide
deeper insights into why some entrepreneurs who have experienced busi-
ness failure in certain regions are able to obtain the funds required to start
a new entrepreneurial venture, whereas other entrepreneurs who have
experienced business failure in other regions are unable to obtain such
funds. Similarly, investigating the inter-relationship between financial and
social costs may require building on (and ultimately making contributions
to) theories of both management decision making and organizational cul-
ture to gain a deeper understanding of why employees who have experi-
enced project failure in some organizations are celebrated and promoted,
whereas employees who have experienced project failure in other orga-
nizations are ostracized and demoted. Due to the drastic change in the
entrepreneur’s social context (for a public failure) and the often extreme
feelings accompanying loss after failure, research exploring both the social
and psychological costs of failure is likely to make important extensions to
current theories of social cognition.

SENSEMAKING OF ENTREPRENEURIAL FAILURE

Making sense of loss has been found to be critical to recovery efforts
(Davis, Nolen-Hoeksema, & Larson, 1998; Park, 2010). A sensemaking
perspective argues that learning from failure requires one to continuously
develop plausible retrospective accounts that in turn shape current behav-
ior (Weick, Sutcliffe, & Obstfeld, 2005). The changed beliefs that result
then alter the actions the individual takes, thereby improving the likeli-
hood of future project/business success. If the individual fails to develop
and use increasingly more plausible accounts for the failure, anxiety may
paralyze decision making and action (Liischer & Lewis, 2008; Smircich &
Morgan, 1982). The resulting lack of action will decrease the experimen-
tation and social interactions required for successful learning (Balogun
& Johnson, 2004; Maitlis, 2005). A few underlying assumptions of the
sensemaking perspective are that constraints (e.g., those causing failure)
are self-imposed and that the environment is not pre-decided nor is it
beyond one’s control, both of which are notions in line with the idea of an
enacted environment (Daft & Weick, 1984; Gioia & Chittipeddi, 1991;
Weick et al., 2005). Future research can add to this body of knowledge by
exploring entrepreneurial failure using a sensemaking perspective.



RESEARCHING ENTREPRENEURIAL FAILURES 85

Sensemaking of entrepreneurial failure involves action. Because
plausibility plays an important role in explaining subsequent action (Weick
etal., 2005), we need to better understand the way entrepreneurs create
and/or generate plausible accounts of failure. These accounts—namely,
the stories we tell ourselves and others—are plausible when the individ-
ual thinks they can be true (Epley & Gilovich, 2006), and they become
increasingly more plausible as the individual’s thoughts and actions to
substantiate the proposed story provide satisfactory proof to alter beliefs
about why the event at hand (e.g., failure) happened. It could be that
entrepreneurs who take more actions are able to create /generate more
plausible stories. Indeed, action is an important mechanism of sensemak-
ing as the individual uses the feedback of his or her actions to enhance
the plausibility of the enacted and emerging story. What are the initial
actions that entrepreneurs take after failure that reflect the initial story of
failure and also provide the greatest feedback to enhance the plausibility
of that story (without necessarily exacerbating the problems and issues
generated by the failure in the first place)? By studying the reciprocal
relationship between activities and the development of a plausible story,
we can begin to develop a behavioral micro-foundation of learning from
failure.

Individual differences in the sensemaking of entrepreneurial
failure. There are likely to be different individual variables that help
explain the extent and /or the speed at which a story for failure becomes
plausible and are used to initiate entrepreneurial action. Individuals
who have the greatest prior knowledge of a particular domain or of
the entrepreneurial process are likely to be those who are best able
to combine an emerging story of failure with a subsequent opportu-
nity belief to guide the next step in the entrepreneurial process. Does
education or specific experience (e.g., industry-specific experience)
play a role here? Perhaps those with greater education and/or expe-
rience are better able to think in the abstract to connect the dots of
the failure to come up with a plausible story and/or are better able to
communicate that story and interpret feedback to improve its plausibil-
ity. Furthermore, self-compassion (Neff, 2009; Shepherd & Cardon,
2009) likely helps entrepreneurs disengage ego-protective mecha-
nisms that would otherwise restrict thinking and creativity that could
obstruct the construction, revision, and further development of a plau-
sible story. Additionally, analogical thinking facilitates creative thinking
and the development of explanations by individuals in novel domains
(Dahl & Moreau, 2002; Gick & Holyoak, 1983), including entre-
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preneurs thinking about potential opportunities (Grégoire, Barr, &
Shepherd, 2010; Grégoire & Shepherd, 2012). Perhaps individu-
als skilled at analogical thinking are better able to connect the dots
revealed through entrepreneurial failure to create a plausible story
of the past to inform future actions. Similarly, mindfulness relates to
a “heightened state of involvement and wakefulness or being in the
present” that can be useful in “actively drawing novel distinctions”
(Langer & Moldoveanu, 2000, p. 2; see also Brown & Ryan, 2003;
Langer, 1989). Mindful individuals have an enhanced quality of atten-
tion, which is likely to facilitate sensemaking efforts (Weick & Sutcliffe,
20006). This form of mindfulness may be an important skill that some
individuals have (and others can learn) to facilitate the process of fail-
ure sensemaking. Finally, it could be that individuals with greater meta-
cognitive awareness—those who think about their thinking (Haynie,
Shepherd, Mosakowski, & Earley, 2010; Haynie, Shepherd, & Patzelt,
2012)—are most likely to reflect on the current situation in light of
their recent failure to develop a plausible story that informs and moti-
vates entrepreneurial action. All of the above variables deserve addi-
tional attention, and we believe that taking a sensemaking perspective
of failure is likely to push the theoretical boundaries of story construc-
tion after a negative event like failure.

Sensemaking of entrepreneurial failure over time. It is important
to remember that plausible stories of a failure are temporary outcomes
of the sensemaking process. Throughout this process, one plausible
story of business failure is exchanged for another “more” plausible story.
However, what remains uncertain is how this process unfolds and when it
terminates. It could be that immediately after business failure, the entre-
preneur creates stories rapidly and then quickly updates those stories as
new information provides feedback to improve their plausibility. On the
other hand, it could be that the story reaches saturation over time such
that additional data provide little useful information. It could also be that
sensemaking transforms from making sense of a failure to making sense of
one’s present situation, which would mean that making sense of the failure
becomes less important. Thus, future research is needed to better explain
the patterns of plausible stories of failure—specifically, researchers should
elucidate the antecedents to and consequences of differences in entrepre-
neurs’ “plausibility updating.” That is, why are some quick to update the
plausibility of a failure story and others slow to do so, and why do some
stop updating when they do?
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Not only is it interesting to think about the possible antecedents to the
different patterns of failure sensemaking but also to investigate its out-
comes. Obviously, one outcome is plausibility, but are there tradeofts to
achieving this plausibility—are financial, emotional, and social costs exac-
erbated by efforts to quickly develop plausibility? Similarly, perhaps some
failure sensemaking patterns magnify the financial, emotional, and social
costs of entrepreneurial failure, while other sensemaking patterns dimin-
ish them. Moreover, as we discussed above, what may diminish one cost
of failure may work in concert with or against other costs of failure. For
example, some efforts to enhance the plausibility of the entrepreneurial
failure story may help reduce the mental anguish the entrepreneur has
over the failure experience but at the same time increase the financial costs
of the failure (e.g., because the reflection necessary for enhancing plau-
sibility may take time away from new income-generating actions). There
are many opportunities to explore the different patterns, contingencies,
and other configurations that involve sensemaking and the implications of
failure over time.

The role of others in the sensemaking of entrepreneurial failure.
After crises, collective sensemaking can enable the development and rede-
velopment social structure—namely, the social roles and relationships in
certain groups of actors (e.g., Weick, 1995). However, what happens
when the organization (i.e., in the case of business failure) or the team
(i.e., in the case of project failure) around which that social structure was
built no longer exists? Do individuals (e.g., entrepreneurs and investors)
merely undertake their own sensemaking and carry on, or is there another
basis or forum for the collective sensemaking process? When entrepre-
neurial team members and /or employees take part in collective sensemak-
ing, which aids in learning and recovery, is the likelihood of attribution
bias (i.e., developing more plausible stories) reduced, or do these kinds
of biases extend to the team? The answers to these questions likely reflect
attributes of the team, such as team members’ emotional capabilities (see
Shepherd, 2009) and /or the cognitive diversity within the group (Kilduff,
Angelmar, & Mehra, 2000).

Although team members of a project may feel isolated from oth-
ers after project failure, which inhibits the opportunity for collective
sensemaking, these feelings of isolation and lack of opportunities for
collective sensemaking may be particularly pronounced for entrepre-
neurs of failed businesses. To what extent do members of the founding
team come together after a business has failed to engage in collective
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sensemaking? What about solo entrepreneurs—with whom do they try
to engage for the purpose of collective sensemaking? Perhaps these
entrepreneurs can try to engage with former stakeholders of the failed
business to facilitate failure sensemaking, but it may be a difficult task
to engage with previous stakeholders (they have to be found, and the
entrepreneur may feel guilty that he or she let them down). On the one
hand, it could be that approaching these former stakeholders, despite
facilitating sensemaking, may exacerbate the emotional costs of fail-
ure—namely, generate additional negative emotions by making others’
painful experiences resulting from the business failure more salient. On
the other hand, overcoming the anticipation of a negative stakeholder
response, the entrepreneur might find it therapeutic to talk with the
stakeholders and perhaps find that their response is not as negative
as anticipated. Such engagement may also help the stakeholders deal
with their negative emotional reaction to the failure. Indeed, help-
ing stakeholders deal with the failure may improve the entrepreneur’s
own emotional state, and the enhanced sensemaking from engaging
these knowledgeable individuals may enhance the plausibility of the
failure story, thus helping to break emotional bonds to the lost object
(Stroebe & Schut, 2001).

In Fig. 3.1, we offer a sketch of a model of the implications of fail-
ure as part of the entrepreneurial process. Entrepreneurial failure (i.e.,
failure of a project or business) has implications financially (personal
and business), socially (e.g., stigma and relationship ties), emotionally
(e.g., grief and positive emotions), and psychologically (in terms of the
needs for competence, relatedness, and autonomy). The impact of entre-
preneurial failure on these implications can be magnified or dampened
depending on the culture in which the individual is embedded as well
as the attributes of the individual (e.g., social skills, positive emotions,
supportive others, and failure role models). The attributes of the indi-
vidual are inter-related, and some are influenced by culture (and vice
versa). The financial, social, emotional, and psychological implications
independently and inter-dependently influence entrepreneurs’ learning
from failure, motivation to try again, and level of resilience resources and
capabilities, which in turn influence subsequent entrepreneurial action.
Learning, motivation, and resilience influence the culture and the attri-
butes of the individual, and entrepreneurial action can influence indi-
viduals’ positive emotions.
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DiscussioN AND CONCLUSION

With the recognition that “opportunity” is central to entrepreneurship
and that opportunities are shrouded in uncertainty, a logical next step is
to embrace the importance of understanding the implications of entrepre-
neurial failure. Entrepreneurial action and failure go hand in hand (given
the high uncertainty), and we have only scratched the surface of this rela-
tionship. Whether exploring the actions of independent entrepreneurs in
their newly founded (or emerging) organizations or those of corporate
entrepreneurs in their innovative projects within established organizations,
the nature of failure and its financial, social, emotional, and psychological
implications likely have a critical impact on subsequent entrepreneurial
action. However, despite its “criticality,” we are just starting to gain an
understanding of the complexity of the many interwoven relationships at
play for these failure events.

Although it is important to continue to explore main-effect uni-
directional causal relationships, it will also be important to progress to
multiple contingent/configurational mutually causal relationships of the
antecedents and consequences of failure as the basis for a more dynamic
micro-foundation theory of entrepreneurial action. That is, scholars need
to overcome their anti-failure bias (McGrath, 1999) to better understand
the decision making, cognitions, emotions, relationships, and behaviors
of those involved in the entrepreneurial process. We believe that such
research will help reconcile a number of paradoxes. A paradox involves
“contradictory yet inter-related elements that exist simultaneously and
persist over time” (Smith & Lewis, 2011, p. 382). Being able to iden-
tify the underlying tension between two sets of relationships that seem to
make sense when they are viewed individually but appear to be contradic-
tory when viewed at the same time can lead to theorizing as an approach
to resolving the paradox (Shepherd & Suddaby, 2017).

Specifically, we can work toward the following;:

1. Reconciling the perspective of “fail often and quickly” (e.g., real
options reasoning [ McGrath, 1999; McGrath & Nerkar, 2004 ] and
design thinking [Brown, 2008; Brown & Wyatt, 2015]) with the
perspective that failure “hurts” for those who directly experience it
(Byrne & Shepherd, 2015; Shepherd, 2003; Shepherd et al., 2011).

2. Reconciling the perspective that failure is a badge of honor (e.g.,
Landier, 2004 ) with the perspective that failure can stigmatize—put
a denigrating stain or mark on—those involved with the failure
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(Semadeni et al., 2008; Shepherd & Patzelt, 2015; Sutton &
Callahan, 1987).

. Reconciling strategies that try to avoid failure (e.g., risk-reduction
strategies [Azadegan, Patel, & Parida, 2013; Shepherd, Douglas, &
Shanley, 2000]) with strategies that make failure more likely and
frequent (Brown, 2008; Brown & Wyatt, 2015; McGrath, 1999;
McGrath & Nerkar, 2004 ).

. Reconciling the financial benefits of terminating a poorly perform-
ing project (Bakker & Shepherd, 2017; McGrath & Keil, 2007) or
firm (Ansic & Pugh, 1999) early with the prevalence of permanently
failing projects (Hisrich & Cahill, 1995) and firms (Meyer & Zucker,
1989; van Witteloostuijn, 1998).

. Reconciling the benefits of a strategy based on a big bet for a big win
(Courtney, Kirkland, & Viguerie, 1997; Ireland & Miller, 2004)
with the benefits of making numerous small probes and sequential
investments with many small failures (Adner & Levinthal, 2004;
Brown & Eisenhardt, 1997).

. Reconciling taking emotions out of project and business failures
(e.g., desensitization and normalization of failure [Ashforth &
Kreiner, 2002]) with emotional investments that enhance project
(Akgtin, Keskin, Byrne, & Gunsel, 2011; Rank & Frese, 2008) and
business performance (for a meta-analysis, see Meyer, Stanley,
Herscovitch, & Topolnytsky, 2002).

. Reconciling the negative emotions of failure that obstruct learning
(Shepherd, 2003; Shepherd et al., 2011) with the negative emotions
that capture attention and stimulate sensemaking (Nolen-Hoeksema,
1998; Schwarz, Bless, & Bohner, 1991).

. Reconciling the opportunity lost as a result of the decision to termi-
nate (Drummond, 2005; Roberts & Weitzman, 1981) with the
opportunity cost of missed opportunities caused by delaying termi-
nation (Gimeno et al., 1997; Shepherd et al., 2014).

. Reconciling the use of predetermined stage gates to rapidly termi-
nate a potential opportunity that does not show promise (Cooper,
2008; Cooper & Kleinschmidt, 1993) with the premature termina-
tion of a potential opportunity that could otherwise have been
changed and refined through learning and adapting the stage-gate
criteria (McGrath & Keil, 2007; see also Chap. 4).

So many paradoxes, so many research opportunities, so exciting!
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CHAPTER 4

Researching at the Intersection
of Innovation, Operations Management,
and Entrepreneurship

INTRODUCTION

Although innovation is a critical component of entrepreneurship (e.g.,
innovation is a dimension of firms’ entrepreneurial orientation [Covin &
Slevin, 19897), it seems that the fields of innovation and entrepreneurship
run in parallel, with little interaction occurring between the two. While
it is unfortunate there has not been more interaction, cross-fertilization,
and the co-production of knowledge, the current situation represents a
research opportunity—a research opportunity that we begin to explore
in this chapter. Innovation refers to the creation of a new product, pro-
cess, or service that an organization has created for the market; it repre-
sents the commercialization of an invention, where invention is an “act
of insight” (Li & Atuahene-Gima, 2001, p. 1124). Innovation has been
found to lead to enhanced performance in new ventures (Capon, Farley, &
Hoenig, 1990; Li & Atuahene-Gima, 2001), superior firm performance
(Hull & Rothenberg, 2008; Thornhill, 2006), and dynamic firm capa-
bilities (Eisenhardt & Martin, 2000; Teece, Pisano, & Shuen, 1997). Not
surprisingly, innovation scholars have been interested in understanding
what makes some firms more innovative than others. Indeed, the innova-
tion literature has produced a long list of antecedents (for a meta-analysis,

The link to operations management in this chapter is largely based on Shepherd
and Patzelt (2013).
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see Damanpour, 1991) including inter-firm cooperation (Shan, Walker,
& Kogut, 1994), network position (Tsai, 2001), market orientation
(Atuahene-Gima, 1996), and industry structure (Teece, 1996). The cor-
porate entrepreneurship literature has also found that innovation outcomes
are associated with growth (Burgelman, 1984), higher profitability (Zahra
& Covin, 1995), and competitive advantage (Covin & Miles, 1999). (We
note this latter point to reinforce our earlier point that while innovation
and corporate entrepreneurship cover much of the same ground, one
makes little reference to the other and vice versa [for an exception, see
Morris, Kuratko, & Covin, 2010].)

To explore the possibilities at the intersection of innovation and entre-
preneurship, we focus on two cornerstones of the innovation literature
and start to blend them with those in the entrepreneurship literature to
advance our understanding of entrepreneurship (and hopefully also begin
to make important contributions to the body of knowledge on innova-
tion). Those cornerstones involve absorptive capacity (ACAP) as a source
of potential innovations and stage gates as a process of evaluating potential
innovations. In this chapter, we also draw on the field of operations to
explain how the entrepreneurial process can be managed more effectively.
Therefore, we hope that this chapter generates contributions in the fol-
lowing ways.

First, ACAP is central to capturing and using external information to
generate innovations (Cohen & Levinthal, 1990; Zahra & George, 2002).
Although ACAP applies to both the individual and organizational levels
of analysis (Cohen & Levinthal, 1990), innovation scholars have focused
almost exclusively at the firm level of analysis. In this chapter, we explore
ACAP at the individual level within the entrepreneurial process to gener-
ate ideas for future contributions to knowledge. Specifically, we are inter-
ested in the role different dimensions of ACAP play in the identification
and exploitation of potential opportunities and the ways the identification
and exploitation of potential opportunities can influence ACAD.

Second, although innovation outcomes are often classified as incremen-
tal or radical (Dewar & Dutton, 1986; Ettlie, Bridges, & O’keefe, 1984)
and perhaps also architectural (Galunic & Eisenhardt, 2001; Henderson
& Clark, 1990), with radical innovations representing risky investments,
entrepreneurship research focuses on the high uncertainty surrounding
potential opportunities (Knight, 1921; McMullen & Shepherd, 2006). In
this chapter, we investigate the stage-gate process for evaluating innova-
tions in terms of potential opportunities characterized by high uncertainty.
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This “bringing together” of an innovation-evaluation process for the pur-
pose of evaluating a potential entrepreneurial opportunity raises a number
of critical issues that, if solved, can make important contributions to both
the innovation and the entrepreneurship literatures.

Finally, there is a substantial literature on operations management,
which has been developed in the context of managing innovation within
established firms (Khazanchi, Lewis, & Boyer, 2007; Sun, Hong, &
Hu, 2014; Tatikonda & Rosenthal, 2000; Vickery, Jayaram, Droge, &
Calantone, 2003). Thinking about operations management in the context
of managing opportunity identification/evaluation within an emerging
organization—entrepreneurial operations—provides ample opportunities
to contribute to the further development of the operations management,
innovation, and entrepreneurship fields.

ACAP AND THE ENTREPRENEURIAL PROCESS

Central to explanations of innovation and entrepreneurship is the con-
struct of ACAP. ACAP refers to the “ability of a firm to recognize the
value of new external information, assimilate it, and apply it to com-
mercial ends” (Cohen & Levinthal, 1990, p. 127); thus, ACAP facili-
tates the innovation process (Mueller, 1962; von Hippel, 1988). This
firm capability is believed to be a function of the firm’s prior and related
knowledge (Cohen & Levinthal, 1990). That is, the firm’s knowledge
helps the firm learn about and from external knowledge sources to create
new knowledge. This internal knowledge (as the source of ACAP) can
be created through research and development (Allen, 1977; Cohen &
Levinthal, 1990; Tilton, 1971) and manufacturing operations (Abernathy
& Utterback, 1978; Rosenberg, 1982). Therefore, the notion of ACAP
rests on the simple generalization that “prior knowledge permits the
assimilation and exploitation of new knowledge” (Cohen & Levinthal,
1990, pp. 135-136). However, not all prior knowledge is equally useful.
It appears that some of the firm’s prior knowledge needs to be related
to the new knowledge to enable assimilation, whereas other parts of the
firm’s prior knowledge need to be different from the new knowledge to
facilitate creative use of the new knowledge (Cohen & Levinthal, 1990).
Zahra and George (2002) proposed that ACAP comprises four dimen-
sions that can be categorized into two groups: ACAP is composed of
potentinl absorptive capacity (PACAP) (Group 1), which includes the
set of organizational routines and processes by which firms (Dimension
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1) acquire and assimilate (Dimension 2) new knowledge, and realized
absorptive capacity (RACAP) (Group 2), which refers to the set of orga-
nizational routines and processes by which firms transform (Dimension
3) and exploit (Dimension 4) new knowledge. While PACAP “makes the
firm receptive to acquiring and assimilating external knowledge,” RACAP
“reflects the firm’s capacity to leverage knowledge that has been absorbed”
(Zahra & George, 2002, p. 190). PACAP provides the basis for adapta-
tion, especially in high-velocity environments, and involves the acquisition
and assimilation of new knowledge. Acquisition refers to a firm’s ability to
identify and obtain external information that is important to its operations
(Zahra & George, 2002). It is believed that the greater the firm’s acquisi-
tion capability, the more quickly it can gather higher-quality information
(Kim, 1997a, 1997b). Assimilation refers to a firm’s ability to analyze,
interpret, and understand the acquired information (Kim, 1997a, 1997b;
Szulanski, 1996; Zahra & George, 2002). The greater this assimilation
capability, the more comprehensible the acquired external information is
and, therefore, the more this external information is internalized—that is,
made available for “use” within the organization.

RACAP refers to the firm’s “capacity to leverage the knowledge that has
been absorbed” (Zahra & George, 2002, p. 190) and involves the trans-
formation and exploitation of external knowledge made available through
PACAP. Transformation involves a firm’s ability to facilitate the combina-
tion (and perhaps recombination) of the firm’s prior knowledge with the
newly acquired knowledge but may also (or instead) involve interpreting
existing knowledge in new ways (Zahra & George, 2002). Exploitation
engages the firm’s ability to apply the new knowledge in its operations,
thereby creating new competences (Zahra & George, 2002).

Research on ACAP has generally focused on external sources of knowl-
edge given a stock of internal knowledge. External knowledge sources
include acquisitions (Chaudhuri & Tabrizi, 1999) and other forms of
international relationships (Vermeulen & Barkema, 2001), such as alli-
ances (Lane & Lubatkin, 1998). However, exposure to external sources
of knowledge is necessary but not sufficient for transfer (Matusik, 2000);
transfer also requires an understanding of the breadth and depth of this
exposure, the new information’s relatedness to prior knowledge, and
the extent to which the new knowledge is different from current inter-
nal knowledge (Cockburn & Henderson, 1998; Lane & Lubatkin, 1998;
Lofstrom, 2000; Matusik & Heeley, 2001; Van Wijk, Van den Bosch, &
Volberda, 2001). Indeed, ACAP captures the firm’s ability to make the
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most of these external sources of potential new knowledge, and the moti-
vation to do so may result from an internal trigger (e.g., an organizational
crisis) or an external trigger (e.g., an environmental jolt) (Bradley, Aldrich,
Shepherd, & Wiklund, 2011).

ACAP and Opportunity Generation and Refinement

The extant research has focused on the external aspects of ACAP as the
source of new information and the focal firm as the recipient. That is,
scholarly attention has focused on the uni-directional flow of information,
albeit with some firms being better able to capitalize on that flow than
others (i.e., those that have higher ACAP). However, there are a number
of interesting possibilities when we consider ACAP from an entrepreneur-
ship perspective.

First, from an entrepreneurship viewpoint (in particular, see Shepherd,
2015, and Chap. 2), we investigate the flow of information from out-
side to inside the firm through the social interactions involved when an
entrepreneur tests and refines a potential entrepreneurial opportunity. For
example, Domurath and Patzelt (2016) showed that entrepreneurs assess
foreign market opportunities based on the nature of their information-
providing network in those markets; however, this effect is contingent
on entrepreneurs’ perceptions of their venture’s ACAP being sufficiently
developed to acquire, assimilate, transform, and exploit the information
received. However, because the concept of ACAP “can best be developed
through an examination of the cognitive structures that underlie learn-
ing” (Cohen & Levinthal, 1990, p. 129), we start with the mind in which
the learning is stored (which can be at the firm or the individual level of
analysis [ Cohen & Levinthal, 1990, pp. 135-136; Walsh, 1995; Walsh &
Ungson, 1991] highlighted that ACAP “applies at both the individual and
organizational levels”).

Based on prior knowledge or another source of information (e.g.,
imagination), the mind can generate a potential opportunity. This
potential opportunity represents internally generated knowledge, which
is often created by experiencing the world. For example, when engaged
in a task, an individual can be fully absorbed and make minor adapta-
tions to small perturbations—absorbed coping (Sandberg & Tsoukas,
2011; Weick, 1999). However, when the tools the individual has are
insufficient for problem solving, the problem stands out as an anomaly
requiring deliberate reasoning to generate a solution. A potential solu-
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tion in the form of a new product, service, or process presents a poten-
tial opportunity. That is, by engaging in activities, the individual comes
across new information; an anomaly reflects the acquisition of new infor-
mation (of a problem), which then triggers efforts to analyze, inter-
pret, and understand the nature of the anomaly (as it does for scholars)
(Shepherd & Sutcliffe, 2011).

After beginning to understand the anomaly, the individual is able to
generate conjectures of a potential opportunity (i.e., potential solutions
to the anomaly) (Shepherd, McMullen, & Ocasio, 2016). The individual
forms these conjectures of potential opportunities in his or her mind by
combining elements of knowledge as a potential solution; undertaking
bisociation, with different perspectives offering new insights; and /or oth-
erwise “tapping into” and challenging existing knowledge. The ability to
do this is consistent with “assimilation” and “transformation” and is in
line with an entrepreneurial mindset (Grégoire, Barr, & Shepherd, 2010;
McGrath & MacMillan, 2000) that informs entrepreneurial action (Baker
& Nelson, 2005; Smith & DeGregorio, 2002). The individual can then
test the opportunity conjecture in the world—that is, communicate the
potential opportunity to a community of inquiry. Although such action is
likely to represent probes into an uncertain future (Brown & Eisenhardt,
1997; McGrath, 1999), it can be considered an application of the new
knowledge (in the form of a potential opportunity) that has been cre-
ated and internalized (Lyles & Schwenk, 1992) and therefore represents a
form of exploitation (Zahra & George, 2002).

Of course, the process does not stop there. When the entrepreneur
releases the potential opportunity from his or her mind into the world,
there is an interaction between the community of inquiry and the poten-
tial opportunity. This interaction provides new information that reflects
how the potential opportunity can be refined, and/or the community of
inquiry acts in a way that changes the nature of the potential opportunity.
Either way, the community of inquiry, through its interaction with the
potential opportunity, generates new information. To the extent that the
entrepreneur (i.e., the mind) is able to absorb this new information—
namely, acquire, assimilate, transform, and exploit it—he or she can make
additional refinements to the potential opportunity. Therefore, there is a
mutual adjustment between the mind and the world through a potential
opportunity (Shepherd, 2015; Chap. 2). The extent of this mutual adjust-
ment is likely to be higher for those who have high ACAP. However, given
the iterative process of generating and refining potential opportunities
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(described above), a number of important research questions and oppor-
tunities remain.

Dimensions of ACAP and the mutual adjustment process of poten-
tial opportunities. Rather than think of ACAP as an aggregation of the
four dimensions (or of two groups—PACAP and RACAP), perhaps it is
more beneficial to think about the extent of mutual adjustment based on
the individual’s lowest capability. In other words, if acquisition feeds into
assimilation, which feeds into transformation, which feeds into exploi-
tation, and this process is recycled based on engaging a community of
inquiry, then it is likely that the process can only proceed as effectively
as its lowest capability—it is not the average strength of the links that
determines the effectiveness of a chain but the strength of its weakest
link. However, perhaps some dimensions are more critical in opportunity
refinement than others. For example, after a community of inquiry has
been engaged, the ability to acquire information may take on less impor-
tance than it did in initial idea generation (perhaps because the source
of the information is more apparent), or perhaps transformation, while
still important, is not as important when the mind is refining a potential
opportunity as opposed to generating one in the first place. How does the
importance of the different dimensions of ACAP change throughout the
entrepreneurial process, especially as it relates to the mutual adjustment
process of opportunity refinement?

Potential opportunity and transforming ACAP. As ACAP enables
the entrepreneur to refine the potential opportunity, the potential oppor-
tunity itself transforms the mind—that is, the idea refined by a community
of inquiry transforms the mind of the idea’s generator. This transformation
is likely to be reflected in the dimensions of ACAP, such as an enhanced
ability to acquire, assimilate, transform, and exploit the new knowledge
generated by the community of inquiry. Therefore, not only does ACAP
facilitate opportunity refinement (and transformation of the community of
inquiry), but it also changes as a result of the process. Capturing how the
mind is transformed in terms of its ability to acquire, assimilate, transform
and exploit knowledge is a critical issue for innovation and entrepreneur-
ship scholars to address. Again, exploring differences in the dimensions
of ACAP adds the potential for scope and depth in understanding how a
refined opportunity (by the community of inquiry) transforms its origina-
tor’s mind.

The dynamism of ACAP as a dynamic capability. To stretch our
own minds, we reflected on Zahra and George’s (2002) notion that
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ACAP is a dynamic capability—it is a capability that facilitates change
in an organization’s routines, systems, and processes. However, at least
in the mutual adjustment process of developing and refining a potential
opportunity, ACAP itself will likely change, making the dynamic capabil-
ity itself dynamic. It is important to think about the mechanisms of this
dynamism. This requires greater theorizing about the form of each capa-
bility “housed” in the firm. Specifically, what are the routines of a new
information-acquisition capability, assimilation capability, transformation
capability, and exploitation capability? Given such an understanding, we
are in a position to explore how these capabilities change as part of the
mutual adjustment process of potential opportunity refinement. These
changes may be reflected in one or many of the capabilities and/or in
the routines that connect these capabilities. The entrepreneurial process
is a particularly appropriate context to explore these ideas because the
potential opportunity is not the sole property of the mind as it changes
through social interaction (Shepherd, 2015; see also Chap. 2). While the
opportunity, as well as the mind, changes as a result of social interaction,
so too does the community of inquiry—it is transformed. This transforma-
tion of the community of inquiry (over and above change to the potential
opportunity) is also information that, if absorbed, can be useful to the
entrepreneurial actor. For example, perhaps two communities arise from
one as the potential opportunity changes. Recognizing this transforma-
tion of the community of inquiry into two could lead to two different
versions of the potential opportunity (different forms of refinement) now
representing two potential opportunities—one for each community (e.g.,
customer target segments). Those with superior ACAP are likely to be in a
better position to notice and act upon the new knowledge stemming from
the bifurcation of the community and of the opportunity.

From the individual to the firm level of analysis. Maintaining a
finer-grained treatment of ACAP—considering each of its four dimensions
independently—will likely provide greater scope for understanding how
a firm generates and refines an opportunity through its interaction with
a community (or communities) of inquiry. When investigating the role
of ACAP in the generation and refinement of a potential opportunity in
the context of an established firm, we need to ask several questions. How
does a firm acquire information that generates an anomaly? How does the
firm assimilate new knowledge with existing knowledge to understand the
problem and then transform prior knowledge of the problem to generate
a potential opportunity that is then exploited through interactions with a
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community of inquiry? To address such questions likely requires an inves-
tigation of how ACAP—and thus a series of opportunity-related capabili-
ties—is distributed throughout the firm and coordinated. In other words,
how are individuals with the ability to acquire, assimilate, transform, and/
or exploit new knowledge positioned within a firm and organized to offer
firm-level ACAP for potential opportunity generation and refinement?
Further investigations of organizing ACAP for the generation and refine-
ment of potential opportunities will likely benefit from building on the
attention-based view of the firm (see Ocasio, 1997; at the individual level
for attention and potential opportunity, see Shepherd et al., 2017).

Potential opportunity as a mechanism for creating firm-level
ACAP. As mentioned above, as the mind (including ACAP) is transformed
throughout the process of potential opportunity refinement, we are able
to focus on the flow of knowledge and therefore changes in ACAP rather
than rely on a relatively static perspective of ACAP as an endowment. As
with most research on firms’ stocks of resources, researchers who take an
entrepreneurial perspective are interested in how these stocks are created
as an organization emerges. Before the emergence of an organization,
the individual (eventual founder), alone or with others, generates and
refines a potential opportunity (as described above), and as this process
proceeds, additional steps are taken toward organizing the exploitation of
this potential opportunity (Katz & Gartner, 1988; Lichtenstein, Dooley,
& Lumpkin, 2006; Tornikoski & Newbert, 2007). As the result of—or
in conjunction with—organizational emergence, the firm itself develops
ACAP that is distinct and separate from that of the founder(s). How does
the pursuit and refinement of a potential opportunity through a de novo
venture help explain the development of firm-level ACAP? Because the
potential opportunity central to new firm creation contributes to firm-
level ACAP, it is likely that a path dependence is created—the potential
opportunity generates prior knowledge, which, through ACAP, generates
and refines subsequent potential opportunities and so forth. Therefore,
the formation of ACAP may be a mechanism by which a new organiza-
tion’s first potential opportunity has an imprinting effect on the identifica-
tion and exploitation of subsequent potential opportunities.

Summary. In Fig. 4.1, we offer a sketch of ACAP’s role in the entrepre-
neurial process. External information can be a source of new knowledge
for the identification of a potential opportunity but more so for those with
higher ACAP. This ACAP is a function of prior knowledge and is made
up of the ability to acquire, assimilate, transform, and exploit information.
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ACAP also facilitates the exploitation of an identified potential opportu-
nity. This exploitation can change the nature of the identified opportunity,
the external information, the content of prior knowledge, the relationship
prior knowledge has with ACAP, and the level of ACAP. Given the inter-
related nature of the dimensions of ACAP, information acquisition likely
influences the assimilation, transformation, and exploitation of informa-
tion; assimilation influences the transformation and exploitation of infor-
mation; and the transformation of information influences the exploitation
of information.

STAGES OF INNOVATION AND ASSESSING ENTREPRENEURIAL
PRrOJECTS

Critical to innovation is the selection process for investing resources—
time, energy, and money—into entreprenecurial projects (Cooper, 2008,
2013; Cooper, Edgett, & Kleinschmidt, 2002). This selection process is
critical because most organizations have more innovation projects than
resources to fund them (Cooper et al., 2002) and because these selection
decisions determine the composition of the organization’s project port-
folio (Behrens & Patzelt, 2017). In turn, portfolio composition has been
found to influence (and reflect) business strategy (Bakker & Shepherd,
2017; Cooper et al., 2002), product innovation performance (Klingebiel
& Rammer, 2014; van de Vrande, 2013), and—ultimately—firm perfor-
mance (Salomo, Talke, & Strecker, 2008; Talke, Salomo, & Rost, 2010).

The innovation process is typically represented by a number of stages
(Urban & Hauser, 1993; Veryzer, 1998), for example, the stages of (1)
idea generation, (2) preliminary assessment, (3) detailed assessment, (4)
development, (5) validation, and (6) launch (Cooper & Kleinschmidt,
1993). In each stage, the project team generates, gathers, and analyzes
new information to determine whether the innovation project should
proceed to the next stage (Cooper, 2008). With each progressive stage,
there is a greater need for resource investment. Each (larger) investment
becomes less reversible but generally involves less uncertainty (Bakker &
Shepherd, 2017; Burgelman, 1983; McGrath, 1999).

To add discipline to the innovation process, many organizations use
stage gates—decision points between each stage that present the choice
to “go” or “kill” the focal entreprencurial project (e.g., Behrens & Ernst,
2014). “Go” means the project moves to the next stage of the innovation
process, whereas “kill” means the entrepreneurial project is terminated.
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The underlying notion is to kill projects that are weak (i.e., those that pro-
vide little evidence of viability) and redeploy its resources to projects that
show promise. Staging investments provides a mechanism for containing
downside losses (Adner & Levinthal, 2004; McGrath, 1999). According
to the innovation and project management literatures, it is important that
these stage gates are pre-defined in terms of “a set of deliverables” that
includes things that must be done and achieved, a list of criteria specify-
ing how the project will be assessed (and how the go/kill decision will
be made) for each stage, and outputs in terms of the path by which the
innovation should progress (Cooper & Kleinschmidt, 1993). Critical to
the stage-gate process is that the gates and their criteria are pre-specified
(Boulding, Morgan, & Staelin, 1997; Cooper & Kleinschmidt, 1993;
Hart & Milstein, 2003; Schmidt, Sarangee, & Montoya, 2009). This
formal planning of the innovation process (Schultz, Salomo, Brentani,
& Kleinschmidt, 2013) provides structure and sequence (Tatikonda &
Montoya-Weiss, 2001), stabilizes the resource-allocation process (Benner
& Tushman, 2003; Christensen & Bower, 1996), provides clarity to those
working on different aspects of the project (Tatikonda & Montoya-Weiss,
2001), and reduces—or otherwise manages—risk (Schmidt et al., 2009).

However, one can question whether these entrepreneurial projects
involve entrepreneurial risk (as assumed in the go/kill stage-gate process)
or uncertainty. Entrepreneurial risk refers to “investments of resources
(including the entrepreneur’s time and energy) in which the decision
maker knows the probability distribution of all possible outcomes from
entrepreneurial action, but does not know which outcome will occur,”
whereas entrepreneurial uncertainty refers to resource investments (again
including the entrepreneur’s time and energy) in which the decision maker
does not know all possible outcomes from entrepreneurial action and does
not know the probability distribution of those outcomes but does know
that this information is not known by others (Shepherd, McMullen, &
Jennings, 2007, p. 77). Learning from one’s actions is critical to operating
in an environment of uncertainty (McGrath, 1999; see also the interactive
perspective in Chap. 2). Indeed, learning is considered to be critical in the
innovation process (Brown & Eisenhardt, 1995; Hurley & Hult, 1998;
Nonaka & Takeuchi, 1995), yet stage-gate controls are believed to restrict
learning (Sethi & Igbal, 2008). It appears that stage gates are inappropri-
ate for novel or radical innovations (Leifer et al., 2000; McDermott &
O’Connor, 2002; Veryzer, 1998). By pre-specifying the criteria to be used
for a go/Kkill decision at each stage, it is assumed that the process planner
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knows the intended users of the innovation, the benefits the innovation
will provide for those users, and ways to competitively position the innova-
tion and the firm (McGrath & Keil, 2007). However, to the extent that
the context is uncertain, these aspects are not known and not knowable
(Knight, 1921) at the time of formulating and setting the stage gates.

When the innovation is acted upon, further project information is gen-
erated and revealed that helps the innovation process by developing and
refining—and possibly redirecting—the potential entrepreneurial oppor-
tunity (see also Chap. 2). That is, information about the nature of the
potential opportunity and thus the appropriate selection criteria emerge as
a result of the innovation process; they are not set prior to its beginning.
Therefore, when these criteria are pre-defined, learning is constrained to
a narrow path, so the value-creation potential of the opportunity could
be lost or substantially curtailed. Therefore, potential opportunities that
create value in ways not originally conceived are killed by the formal stage-
gate process. In this way, decision makers are likely making “premature
choices that may not be easily reversible” (Sethi & Iqgbal, 2008, p. 120).
That is, once a project is killed, it is likely to be difficult to pick up the
project again in the future if the decision makers become aware of the
error of their “no go” decision.

Recently, the innovation literature has acknowledged the constraints
placed on learning (and the deleterious effects on performance) by stage
gates and has proposed that the problem is not so much the stage gates
themselves but the people enforcing them. Researchers have argued that
it is the rigorous use of gates to control the process that likely causes poor
innovation outcomes (Sethi & Igbal, 2008). Rigor in gate control refers
to “how strictly, how objectively, and consistently, and how frequently
criteria are applied (Cooper, 1998, 2001)” (Sethi & Igbal, 2008, p. 120).
The proposed solution is to make the gates more conditional; with more
conditional gates, a project can progress as long as it meets the criteria at
the next gate (Cooper, 1994).

However, we know that decision makers are typically biased toward
persistence, and the more gates are conditional or malleable, the more
decision makers are likely to decide to persist with a poorly performing
project. Indeed, there is a substantial literature providing evidence of indi-
viduals’ (including innovation managers [ Patzelt & Shepherd, 2008]) and
organizations’ persisting with losing courses of action and even escalating
commitment to it (Brockner, 1992; Staw, 1981, 1997; Staw, Barsade, &
Koput, 1997). Biases toward persistence, especially as it relates to stage
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gates, mean that decision makers are likely to lower the hurdle of a par-
ticular gate (i.e., exercise the condition of a conditional gate) in their
mind, for example, to recoup a return on the time, effort, and money
already invested in the entrepreneurial project (i.e., a sunk cost effect)
(e.g., Pierce, Kostova, & Dirks, 2001; Wagner, Parker, & Christiansen,
2003). Alternatively, they justify the previous decision to start the proj-
ect, pass it through previous gates, and invest additional resources in its
development (i.e., norms for consistency) (Staw, 1981). Finally, there is an
expectation that because past projects were successful, the current project
will be as well (Audia, Locke, & Smith, 2000), leading decision makers to
become over-confident in the project, the team, and the organization and
their ability to “turn this thing around” (Forbes, 2005) and /or leading to
a pervasive anti-failure bias (McGrath, 1999).

The above pros and cons of a stage-gate process create a paradox that we,
as scholars, still need to work through. The paradox is that on the one hand,
the tougher the gates of an innovation process, the less likely there will
be persistence with a poorly performing entrepreneurial project, thereby
reducing the costs of failure when it eventually occurs. On the other hand,
the tougher the stage gates, the less learning that takes place and the less
adaptation there is to “new” information generated by the actions within
a particular stage, resulting in the premature termination of some valuable
projects. Strict stage gates reduce type I errors but increase type 11 errors.

Because the opportunity underlying the innovation is likely shrouded
in uncertainty, it would seem that the information generated through the
activities of a stage could be used to choose the criteria for the gate. The
purpose of the gate is to still weed out weaker projects, but to be effec-
tive, the process needs to be less biased toward persistence; otherwise, the
criteria will be chosen and set in a way that ensures the entrepreneurial
project passes the gate and moves on to the next stage. Therefore, there
is a need for two inter-related streams of research based on the following
research questions: (1) How can information (generated by stage activi-
ties) be used to select and set criteria for terminating weak entrepreneurial
projects and progressing strong entrepreneurial projects? (2) How can this
selection process be free of biases toward persistence? Perhaps by address-
ing the second issue (de-biasing the process), we can gain a deeper under-
standing of how to achieve the first issue. Indeed, research has investigated
reducing or eliminating cognitive biases for different decisions in, for
example, health-prevention behaviors (Weinstein & Klein, 1995), audit-
ing (Kennedy, 1993), litigation (Babcock, Loewenstein, & Issacharoff,
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1997), and laboratories (Arkes, 1991). Perhaps with additional theorizing,
these concepts can be applied or blended for the staged decision making
involved in the innovation process and in the development of entrepre-
neurial projects. We offer four examples below.

Stage Gates and Real Options Reasoning

Real options reasoning is an approach to making decisions in a way that
manages uncertainty. Under real options reasoning, the decision maker
invests in a real option that provides him or her the right but not the
obligation to continue investment (McGrath, 1996, 1997; McGrath &
Nerkar, 2004). Such an approach requires a mindset that is less focused
on achieving success and avoiding failure and more focused on how the
two fit together. For example, when one pursues higher-variance entre-
preneurial projects, the failure rate will likely increase, but this could lead
to highly favorable outcomes if the cost of failure is bounded (McGrath,
1999). When entrepreneurial projects are considered to be a real option,
it appears that real options reasoning could be applied to the gate at the
end of the first stage of the innovation process. The value of the option is
what can be learned at that stage. However, how can real options reason-
ing be applied to subsequent stages of the innovation process, especially as
the investment in the project is greater? Is this greater investment worth
it vis-a-vis the project’s option value? It would seem that real options rea-
soning becomes less and less valuable as the entrepreneurial project moves
through the stages of innovation because uncertainty is reduced, and
option value is lower when uncertainty is lower.

Even if a real options reasoning approach is useful only in the first stage,
this first gate is critical to completing the project and reducing the costs of
innovation. The mindset underlying real options reasoning fosters learning
while preventing a strong commitment to the optioned project. Indeed,
this seems to point the way toward a hybrid stage-gate model wherein real
options reasoning helps with the go/kill decision at the early stages of the
innovation process by enabling learning and flexibility when one makes
a decision under high uncertainty. However, for later stages, more focus
is given to choosing and setting stage gates because with reduced uncer-
tainty, decision makers are better able to pre-determine the criteria for
subsequent gates to manage risk. Further research on this option—stage-
gate hybrid will likely make an important contribution to the innovation
and entrepreneurship literatures.
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Individuals, Leavning, and Stage Gates

Some individuals are better at adapting to changing environments than
others. For example, high meta-cognitive awareness—a general level of
awareness one has concerning his or her own cognitions focused on a
specific entrepreneurial task (Haynie, Shepherd, Mosakowski, & Earley,
2010, p. 221)—has been found to facilitate learning and adaptation in
schools (Kamp, Admiraal, Drie, & Rijlaarsdam, 2015; Zohar & Barzilai,
2013) and in the entrepreneurial context (Haynie, Shepherd, & Patzelt,
2012). Indeed, superior learning has been associated with numerous cog-
nitive attributes (e.g., learning style [Dunn, Griggs, Olson, Beasley, &
Gorman, 1995], higher-order thinking skills [ Zohar & Dori, 2003 ], and
age [Cross, 1981]), processes (e.g., approaches to learning [Biggs, 1993],
spatial transfer [Capello, 1999], and collective learning [ Abrahamson &
Fairchild, 1999]), and strategies (e.g., active learning [Meyers & Jones,
1993], self-regulation [Zimmerman & Pons, 1986], and peer assistance
[Fuchs, Fuchs, Mathes, & Simmons, 1997]). However, there has been
little discussion about decision makers’ learning in the stage-gate process.
The more we acknowledge the uncertainty surrounding (some) entrepre-
neurial projects, the more we recognize the importance of learning and
adaptive decision making—in selecting and adjusting the gate criteria. In
doing so, more scholarly attention is likely to turn to the cognitive pro-
cesses underlying gate decisions. Some (or perhaps most) gate decisions
are made by a team, and there is a substantial literature on collective cog-
nition upon which future stage-gate research can draw to better under-
stand how stage-gate decisions about entrepreneurial projects are made,
under what conditions, and to what effect. Such a cognitive explanation of
stage gates can also have normative implications as we link cognitive attri-
butes, processes, strategies, and/or collective cognition to value-creation
outcomes from the innovation process.

Emotions and the Stage-Gate Process

Over and above a cognitive perspective, an emotions perspective provides
additional insight into stage-gate decisions. For example, people often
fear failure (Cacciotti, Hayton, Mitchell, & Giazitzoglu, 2016; Mitchell
& Shepherd, 2010; Tsai, Chang, & Peng, 2016). At times, this fear of
failure likely manifests itself in a reluctance to kill an entrepreneurial proj-
ect despite evidence of its weak viability. On the one hand, it could be
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that fear of failure leads to persistence despite poor performance and/or a
reluctance to start highly uncertain projects in the first place. On the other
hand, a high fear of failure may be more concerned with terminating an
entrepreneurial project for large losses than terminating a project for small
losses, which may equate to the premature termination of projects (even
those that show initial promise). If, as we propose, fear of failure impacts
stage-gate decisions, the research focus needs to turn to understanding the
causes of these fears, the performance implications of these fears for the
firm, and the conditions under which they are magnified or dampened.

There are likely a number of emotions (over and above fear) that influ-
ence stage-gate decisions, especially for innovation processes character-
ized by high uncertainty (e.g., entrepreneurial projects), because in such
contexts, individuals often use emotion as a form of information to make
decisions (i.e., affect as information) (Forgas, 2001; Marroquin, Boyle,
Nolen-Hoeksema, & Stanton, 2016). These emotions could be nega-
tive—such as anxiety (Reiss, 1991; Taylor, 2014), guilt (Block, 2005),
and anticipatory grief (Shepherd, Wiklund, & Haynie, 2009)—and/
or positive—such as passion (Cardon, Wincent, Singh, & Drnovsek,
2009; Cardon, Zietsma, Saparito, Matherne, & Davis, 2005), excite-
ment (Klaukien, Shepherd & Patzelt, 2013), and satisfaction (Breugst &
Shepherd, 2017; Gimeno, Folta, Cooper, & Woo, 1997). As with the
cognitive perspective, scholars can build on emotion research at the indi-
vidual and team level to better understand the role of collective emotion
in the selection and use of stage gates in the termination or progression of
entrepreneurial projects through the innovation process.

Organizational Climate and Stage-Gate Decisions

Organizations and teams can create a climate of psychological safety.
Psychological safety refers to “a shared belief held by members of a team
that the team is safe for inter-personal risk taking” (Edmondson, 1999,
p. 354) and can be promoted in an organization by team leader coach-
ing, the development of high-quality relationships, and commitment-
based human-resources practices (Edmondson, 1999; Edmondson & Lei,
2014). In a psychologically safe environment, people have greater inter-
personal trust and mutual respect (Edmondson, 1999) and are therefore
more willing to act creatively (Edmondson & Lei, 2014), report failures
(Cannon & Edmondson, 2001; Edmondson, 1996), and learn from their
actions (Cannon & Edmondson, 2005; Edmondson, 1999). It is likely



120 D.A. SHEPHERD AND H. PATZELT

that many of the biases that lead to persistence can be reduced or avoided
through the creation of a psychologically safe organizational environment
such that ego-protective mechanisms are no longer needed. For example,
in a psychologically safe environment, there will be less need to justify to
others previous decisions to start and progress an entrepreneurial project,
thus “freeing” the decision maker to terminate a weak project. Similarly,
there will be less need to seem consistent such that the decision maker may
be more willing to change the criteria for an upcoming gate. Moreover,
as others share this psychologically safe environment, they are likely to be
more willing to voice concerns (Edmondson & Lei, 2014) and less likely
to penalize those who do, which can have a positive impact on the specifi-
cations of stage gates and their use.

We believe that these are conjectures worthy of scholarly investigation.
For example, what aspects of a psychologically safe environment reduce the
likelihood of persisting with a weak entrepreneurial project? Perhaps the
creativity generated in a psychologically safe environment (Gong, Cheung,
Wang, & Huang, 2012) enables greater flexibility in generating gate criteria.
It could be that the learning facilitated by psychological safety (Edmondson,
1999) informs the formation or refinement of and/or changes the poten-
tial opportunity to enable it to exceed the gate criteria. However, is there
a downside to a psychologically safe environment for an entrepreneurial
project? Furthermore, while we have highlighted the possibilities of psycho-
logical safety, there are other aspects of organizational climate and culture.
Organizational climate refers to “the meanings people attach to inter-related
bundles of experiences they have at work” (Schneider, Ehrhart, & Macey,
2013, p. 361), such as procedural justice climate (Naumann & Bennett,
2000), voice climate (Morrison, Wheeler-Smith, & Kamdar, 2011), and
climates for initiative (Baer & Frese, 2003). Organizational culture con-
sists of employees’ “basic assumptions about their work and the values that
guide life in organizations” (Schneider et al., 2013, p. 361) and includes
the notions of clan, adhocracy, market, and hierarchy culture (Hartnell &
Walumbwa, 2011 )—culture factors that could facilitate the integration of
learning into staged decisions in the innovation process.

Summary

In Fig. 4.2, we offer a sketch of a stage-gate process for entrepreneurial
projects. At the start, when managers’ uncertainty is high, decision mak-
ers use their initial conception of the potential opportunity to create an
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option that initiates the innovation and evaluation process. As the team
engages in Stage 1 activities, the information generated leads to changes
to the decision makers’ initial conceived potential opportunity and to
the community of inquiry’s (e.g., potential users’) conception of the
potential opportunity. These conceptions (i.e., of the managers and of
the community of inquiry) of the potential opportunity influence the
stage’s activities, and the stage’s activities influence these conceptions.
The managers use what they have learned to set a gate for the first stage
and thus determine whether the entrepreneurial project should proceed
to the next stage (go) or be terminated (kill). Stage 2 requires an addi-
tional investment of resources but proceeds like Stage 1 in that activities
generate information and conceptions of the opportunity change, thus
leading to new or revised activities, all of which further reduce uncer-
tainty. Again, decision makers use their most up-to-date conceptualiza-
tions of the opportunity to set the criteria and thresholds for the gate,
which determines the go/kill decision. Having substantially reduced
uncertainty, the decision makers now set the gates for the remaining
stages based on the current conceptualization of the potential opportu-
nity. Once these are set, there are unlikely to be major changes to the
nature of the potential opportunity.

UsING OPERATIONS TO “MANAGE” THE ENTREPRENEURIAL
PROCESS

Production and operations management generally focuses on the
opportunity-exploitation stage; however, such management could also
directly inform other stages of the entreprencurial process as well as
enable feedback loops. Operations management refers to “the selection
and management of transformation processes that create value for society”
(Lovejoy, 1998, p. 106). With this definition as a foundation, operational
entrepreneurship can be defined as “the selection and management of
transformation processes for recognizing, evaluating, and exploiting oppor-
tunities for potentinl value creation” (Shepherd & Patzelt, 2013, p. 1416).
It is important to note that in line with the definitions of both entre-
preneurship and operations management, value creation goes beyond the
creation of financial value for the entrepreneur and his or her firm and may
also entail financial benefits for others in society or non-financial benefits
for the natural and communal environments (Shepherd & Patzelt, 2011;
see also Chap. 5).
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Research on operations management has developed a strong literature
on efficient opportunity exploitation in terms of the intermediate and
tactical issues related to efficient exploitation. However, we argue that
operations management can also be applied to develop a clearer under-
standing of (1) what knowledge and motivation are needed to identify
a potential opportunity, (2) what assessments entrepreneurs make of an
identified opportunity to decide whether it represents an opportunity for
them specifically, and (3) what influence feedback from the exploitation of
a current potential opportunity has on the identification and assessment of
subsequent potential opportunities. We now turn to future research paths
available at this interface.

Operations Management of Opportunity Identification
and Evaluation

The entrepreneurial process begins when the entrepreneur identifies
an opportunity for someone, also known as a third-person opportu-
nity (McMullen & Shepherd, 2006; e.g., Grégoire & Shepherd, 2012;
Grégoire et al., 2010; Haynie, Shepherd, & McMullen, 2009). This pro-
cess of identifying a third-person opportunity happens in an environment
characterized by high uncertainty (Knight, 1921; McMullen & Shepherd,
2006). For instance, an individual may develop a new technology to
detoxify water that helps conserve the natural environment. While know-
ing this new technology is an opportunity that someone can exploit, the
individual must decide whether he or she has the knowledge and motiva-
tion to exploit the opportunity, which is the next stage of the entrepre-
neurial process. The ability to focus (the individual or the firm) is a key
mechanism underlying why some people are able to identify opportunities
while others are not able to or take longer to do so (Bakker & Shepherd,
2017; Shepherd et al., 2017).

Managing attention to identify opportunities. Previous research has
established that individuals (Kahneman, Treisman, & Gibbs, 1992) and
firms (Ocasio, 1997) have limited attention and that this limited attention
can lead individuals to develop blind spots, shielding them from detect-
ing information signals about the environment and causing them to miss
opportunities (Shepherd et al., 2007, 2016; Tripsas & Gavetti, 2000;
Zahra & Chaples, 1993). While scholars have explored competitive land-
scapes (Felin, Kauffman, Koppl, & Longo, 2014; Levinthal, 1997; Peteraf
& Bergen, 2003) and—to a lesser extent—systematic search for opportu-
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nities (Ardichvili, Cardozo, & Ray, 2003; Fiet, 2007, Patel & Fiet, 2009),
there is an opportunity to not only gain deeper insights into the ways indi-
viduals use attention to detect signals of potential opportunities but also to
develop processes that help individuals manage their attention more effec-
tively. These processes, for instance, could include entrepreneurs’ building
a larger body of prior knowledge that helps them detect environmental
signals more readily and, thus, increases their likelihood of identifying an
opportunity. In other words, systems that gather, store, and utilize prior
market- and technology-related knowledge could improve entrepreneurs’
ability to recognize potential opportunities (Grégoire et al., 2010; Shane,
2000; Shepherd & DeTienne, 2005). A firm’s knowledge, for instance,
is partially embedded in its manufacturing and /or information technolo-
gies (Gaimon, 2008, p. 5). Thus, any innovations related to manufactur-
ing or information technologies signify a “process” opportunity. These
process opportunities could in turn represent a dynamic capability as they
aid the firm in identifying other potential opportunities. Process improve-
ments like these—including potential enhancements in individuals’ abil-
ity to recognize opportunities to develop a new product, enter a new
market, or improve a process—can stem from changes in manufacturing
technology (Boyer & Lewis, 2002; Gaimon & Morton, 2005) as well as
upgrades in supply chain management systems (Dutta, Lee, & Whang,
2007; Elmaghraby, 2007), service business models (Kastalli & Van Looy,
2013), and workforce management techniques (Gaimon, 1997; Vivares,
Sarache Castro, & Naranjo-Valencia, 2016).

Additionally, operational processes could also shed light on why some
firms can dedicate more attention to scanning the environment or to ini-
tiating creative activities than other firms—that is, the types and nature
of their attention structures (Ocasio, 1997). For instance, certain opera-
tional processes may be better at facilitating the collection, filtering, and
presentation of relevant technology- and market-related information such
that decision makers in some firms are given more (or better) opportunity-
related information than their counterparts in other firms. Differences in
firms’ supply chain management (Helmuth, Craighead, Connelly, Collier,
& Hanna, 2015; Seshadri & Subrahmanyam, 2005; Tomlin, 2003) could
explain why some firms are better at detecting certain environmental
signals of potential opportunities; are better at processing information
related to a specific technology, market, and /or process challenge; and /or
are better at handling the uncertainty and risk inherent in the evaluation
and exploitation of potential opportunities. By more deeply exploring the
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processes related to collecting, storing, filtering, and presenting informa-
tion, operational entrepreneurship researchers can provide practical con-
tributions to help enterprising individuals and firms identify and exploit
more opportunities.

Managing motivation for attending to signals of a potential oppor-
tunity. Aside from the likely role operational processes play in managing
knowledge to increase and focus attentional resources, it is also impor-
tant to note that motivation has a strong effect on individuals’ ability
to identify opportunities (Baum & Locke, 2004; Foo, Uy, & Murnieks,
2015; Wood, McKelvie, & Haynie, 2014). Namely, motivation supplies
the criterin one needs when determining whether environmental signals
indicate an opportunity or merely represent noise—a determination that
necessitates judgment (McMullen & Shepherd, 2006). An individual who
is driven by lax criteria will consider more signals to represent potential
opportunities; however, an individual driven by strict criteria will consider
fewer signals to represent potential opportunities. By following processes
prescribed by operational entrepreneurship (including how strict or lax
the criteria), entrepreneurs may be able to identify potential opportunities
more effectively.

Operational entrepreneurship to collect information to distinguish
opportunities from noise. More specifically, to help decide whether a
signal represents an opportunity, firms could use operational processes to
gather and present information about potential markets, required tech-
nologies for the proposed product (e.g., market size, market growth, and
technological specifications), and ways to serve customers. For example,
knowledge-management systems that assist firms in the creation and stor-
age of technological and market knowledge (Chow, Choy, Lee, & Chan,
2005; Gunasckaran & Ngai, 2007) could collect data on past potential
opportunities the firm or other firms in the same industry pursued and the
success of those exploitations. Such data can be collected from internal
sources, external databases, salespeople, industry experts, and so on. In
synthesizing and analyzing the data, the systems could then come up with
minimum threshold criteria—for example, for the size and growth of a
market for the potential opportunity or for the opportunity’s compatibil-
ity with the technology available to the firm. Perhaps some firms require
a high minimum level of technological compatibility (i.e., strict criteria),
whereas others require a low minimum level of technological compat-
ibility (i.e., lax criteria). It could be interesting to explore what types of
data should be collected and analyzed (and how) to effectively determine
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potential criteria for identifying potential opportunities and how they are
used to distinguish signals of opportunity from noise.

Operational entrepreneurship to use motivation to classify what
signifies exploitable opportunities and what signifies noise. There
are substantial differences across firms in terms of how much and how
effectively knowledge-management systems are applied depending on
the firm’s culture, leadership, reward and incentive systems, and values
and norms (Lai & Chu, 2002). These differences suggest that a match
between decision makers’ motivation and the results of a system’s data
analysis is important for decision makers to identify an actionable oppor-
tunity rather than an opportunity that they are less motivated to exploit.
How can such a match be achieved? For example, decision-support
systems based on artificial intelligence, such as those used for location
choices (Kuo, Chi, & Kao, 2002) or strategic planning (Pinson, Loug¢i, &
Moraitis, 1997), can learn decision makers’ preferences over time, which
helps them identify the “right” opportunities that match their motivation
and preferences. Interesting research is likely to come from applying such
systems and exploring the boundaries of their application (e.g., decision
makers’ irrational assessments and biases).

Operational entrepreneurship can help individuals choose and
manage processes that regulate the payoffs for entrepreneurial action.
The payofts for entrepreneurial action include, exploiting a potential
opportunity and being right, exploiting a potential opportunity and being
wrong, not exploiting a potential opportunity and being right, and not
exploiting a potential opportunity and being wrong. For example, opera-
tions management research has drawn on simulation techniques for prof-
itability analysis (Montes, Martin, Bayo, & Garcia, 2011; Song & Kim,
2001) and has analyzed the consequences of supply chain failures (Kull
& Closs, 2008). Perhaps these systems can serve as a basis for develop-
ing simulation processes for the type I and type II errors resulting from
exploiting a potential opportunity. Such simulation tools seem to have the
potential to substantially improve, advance, change, or supplement the
ways individuals and /or organizations assess potential opportunities.

Operational entrepreneurship to determine the sensitivity of pay-
offs by considering (1) the decreased likelihood of errors of commission
and omission due to the added information that could be obtained by
postponing opportunity exploitation for a period, (2) the likelihood that
a window of opportunity will close from a delay in opportunity exploita-
tion, and/or (3) the outcomes that would occur from varying the criteria
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in terms of being more lax or more strict. Again, building on operations
research’s tradition of developing and using simulation methods might
be a valuable approach. A central strength of these methods is that they
allow for experimentation; that is, researchers can systematically vary input
opportunity parameters (Davis, Bingham, & Eisenhardt, 2007), such as
raw material prices, market size, market growth, lead time, technological
developments, prices, and so on. Based on these variations, the simulation
can compute the payoffs of pursuing, not pursuing, or postponing the
pursuit of a potential opportunity. Moreover, fixing certain parameters
to more conservative values (e.g., minimum market size) in a number of
simulations might represent a strict criterion that can be relaxed in addi-
tional simulations.

Challenges for operational entrepreneurship in facilitating oppor-
tunity identification. Despite the benefits it is likely to bring, there are
several challenges associated with operational entrepreneurship stem-
ming from the uncertainty and complexity inherent in information sur-
rounding potential opportunities (Knight, 1921; McMullen & Shepherd,
2006). For example, entrepreneurs who develop radical innovations often
decide not to enter established markets but to instead create new markets
(O’Connor, 1998; Santos & Eisenhardt, 2009). Information for these
markets is generally not readily available (O’Connor & Veryzer, 2001),
thus making it challenging for operational entrepreneurship scholars to
create systems that help entrepreneurs identify potential opportunities for
radically new technologies. Furthermore, the payoffs of entrepreneurial
action vary and include financial costs and benefits as well as non-financial
motivational and emotional payoffs. For instance, many entrepreneurs are
motivated by independence (McMullen, Bagby, & Palich, 2008), passion
(Cardon et al., 2005), and the need for achievement (Shane, Locke, &
Collins, 2003), all of which are challenging to quantitatively evaluate.
In addition, sustainable and social entrepreneurs frequently have strong
environmental and altruistic motivations (Mair & Marti, 2006; Miller,
Grimes, McMullen, & Vogus, 2012; Patzelt & Shepherd, 2010; Peredo
& Chrisman, 2006), which are, again, challenging to operationalize in
quantitative terms.

While such challenges are unlikely to be resolved entirely to the point
that “optimal” decisions can be made, operational entrepreneurship
research can still be beneficial in this context by clarifying the inputs (e.g.,
collecting additional information, understanding complexity, and making
the criteria and their outcomes clear) entrepreneurs use to form judg-
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ments and then communicate those judgments to others. This type of
research would likely further develop and expand current operations man-
agement research on the various forms of uncertainty entrepreneurs and
entrepreneurial firms face in the new product development process (e.g.,
market, creative, and process uncertainty [Anderson & Joglekar, 2005])
and methods to handle these uncertainties, including, for example, flexible
manufacturing capacity (Fine & Freund, 1990), trial-and-error learning or
real options reasoning (Sommer & Loch, 2004 ), supplier selection (Riedl,
Kaufmann, Zimmermann, & Perols, 2013; Simangunsong, Hendry, &
Stevenson, 2016), and maybe even supply chain management (Seshadri &
Subrahmanyam, 2005; Tomlin, 2003).

Operations Management of Opporiunity Exploitation

While an individual’s identification of a potential opportunity is essential
for entrepreneurial action, it is not the only requirement; the entrepre-
neur or entrepreneurial firm also needs to decide whether the third-person
opportunity at hand is a first-person opportunity (i.e., determine that this
opportunity for someone is an opportunity for him or her [or the firm])
(McMullen & Shepherd, 2006). This has some interesting implications
for blending operations management constructs and new entrepreneurial
constructs.

Operations management when the opportunity is the firm. The
operations management literature includes numerous studies exploring
effective and efficient opportunity exploitation in established firms (e.g.,
Kavadias & Loch, 2003). However, investigating effective and efficient
opportunity exploitation becomes more challenging when the particu-
lar opportunity necessitates the creation of a new firm. In this case, the
potential opportunity is the firm, and the firm is the potential opportunity.
Thus, a significant question remains: How is the operations management
of the exploitation of a potential opportunity different in new firms than
in existing firms? Many important differences are likely to exist between
the two types of firms as a new firm is predominately a “blank slate.”
While new firms can develop operational processes that are tailored to the
opportunity at hand, they are unable to take stock of existing operational
processes and alter them as needed to act on the opportunity. Thus, start-
ing a new firm necessitates a holistic approach to operations management
as opposed to a targeted specialized approach. More specifically, instead
of solving an operations management problem, operational entrepreneur-
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ship for new firms entails finding concurrent solutions for numerous oper-
ations challenges. Although operations management scholars are highly
skilled at resolving concurrent issues for a problem within one part of an
existing firm, operational entrepreneurship scholars who are able to over-
come the challenge of simultaneously developing #// operational processes
in a new firm will contribute substantially to the entrepreneurship and
operations management literatures.

Feedback loops arising from the exploitation of a potential oppor-
tunity. Exploiting a specific potential opportunity can reveal information
(some of which is only available after action has been taken) that plays
a part in altering the existing potential opportunity and/or identifying
another potential opportunity. For instance, systems that gather, filter, and
store stakeholders’ (including customers’) feedback on a new product or
service and then present that information to decision makers can impact
those decision makers’ knowledge and desire to direct their attention to
particular aspects of their business and /or the natural and communal envi-
ronments. Feedback from scientific research, for instance, can change an
entrepreneur’s search processes “by leading them more directly to useful
combinations, eliminating fruitless paths of research, and motivating them
to continue even in the face of negative feedback [from other sources]”
(Fleming & Sorenson, 2004, p. 909). Future operational entrepreneur-
ship research can explore what processes and systems need to be devel-
oped to effectively capture and make use of information resulting from the
exploitation of potential opportunities and to improve (i.e., inform and/
or motivate) entrepreneurs’ ability to refine those potential opportunities
and/or act upon subsequent potential opportunities.

Exploiting a potential opportunity has the potential to alter the
viability and appeal of that particular potential opportunity or of later
potential opportunities. More specifically, opportunity exploitation may
modify how entrepreneurs or firms assess third-person opportunities
to decide whether they are (or continue to be) first-person opportu-
nities. Exploiting a particular potential opportunity, for instance, may
help individuals or firms gain experience, skills, and /or capabilities that
must be taken into account when they evaluate the viability of future
potential opportunities (e.g., learning’s influence on make or buy deci-
sions [Anderson & Parker, 2002]). In a similar way, going through the
opportunity-exploitation process and/or having (or not having) success
in doing so may alter how appealing one finds the prospect of exploiting
future potential opportunities. Such effects have clear implications for
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the discussion on opportunity evaluation we outlined above. However,
if changes like these are expected to be large and occur frequently, a
more dynamic system is necessary. Future research in this area can build
on the current research stream exploring learning in and about complex
dynamic systems (see Rahmandad, 2008; Sterman, 2000a, 2000b) as
well as dynamic processes for new product development (Anderson &
Joglekar, 2005; Brown & Eisenhardt, 1997).

Summary. In Fig. 4.3, we offer a sketch on the role of operations
management in the formation of opportunity beliefs. We start with the
base model in which (1) knowledge decreases the amount of uncertainty
to facilitate the formation of opportunity beliefs (both third- and first-
person beliefs) and (2) motivation increases the willingness to bear uncer-
tainty to facilitate the formation of opportunity beliefs (both third- and
first-person beliefs). Operations management likely plays a role in this
process. More specifically, operations management can enhance infor-
mation search (i.e., more effective and efficient collection, storage, and
use of information) to reduce the level of uncertainty that might have
otherwise contributed doubt about a potential opportunity. Decision
aids weight criteria as a reflection of the decision makers’ motivation,
and the decision makers’ motivation can influence their willingness to
bear uncertainty in the formation of opportunity beliefs (both third-
and first-person beliefs). Information systems, decision aids, and other
forms of current operations focus decision makers’ attention, which in
turn impacts the identification and evaluation of potential opportunities.
As operations management focuses on decision makers’ attention, this
will influence their knowledge accumulation and motivation. The iden-
tification of a potential opportunity (third-person opportunity belief)
and its evaluation (first-person opportunity belief) also influence knowl-
edge accumulation and motivation. Therefore, operations management
not only reflects knowledge and motivation but also influences through
both decision makers’ attentional focus and the formation of opportu-
nity beliefs.

Discussion AND CONCLUSION

In this chapter, we elaborated on research opportunities emerging from
literatures that show considerable similarity to and overlap with the entre-
preneurship literature. However, in the past, this overlap has largely been
ignored, and thus, a host of research opportunities have gone unheeded.
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Specifically, we believe that research at the intersections of the literatures
on ACAP, innovation, and operations research represents substantial
potential to advance entrepreneurship theory.

First, our discussion highlights the complementarity between models of
entrepreneurial action and the concept of ACAP in terms of the common
emphasis on knowledge—either at the individual level or at the organiza-
tional level. When potential opportunities are developed and refined based
on interactions with a social environment (e.g., Dimov, 2007; Shepherd,
2015), the information received from that environment is “filtered” based
on the entrepreneur’s or the venture’s ACAP, thus influencing the future
development of the potential opportunity. In turn, ACAP is developed
through knowledge acquired based on feedback on the potential opportu-
nity from the entrepreneurial environment. Given this mutual influence of
an entrepreneurial actor’s ACAP and opportunity development, it seems
surprising that prior research has made little effort to integrate both lit-
eratures. We hope that our discussion on the multi-dimensional nature of
ACAP in the entrepreneurial context provides a starting point for such
efforts.

Second, in the context of innovation, we believe that taking an entre-
preneurship perspective on stage-gate processes used to judge projects
under development can yield significant new insights. Because entrepre-
neurial projects are shrouded in uncertainty with little information avail-
able about potential outcomes or about the likelihood that these outcomes
will be reached, it appears that the stage-gate process as described in the
innovation literature might reach its limits when it comes to managing
entrepreneurial projects. Specifically, it seems crucial for future research to
resolve the paradox of setting tough stage gates to prevent biased decision
making (e.g., escalation of commitment) on the one hand and setting less
strict stage gates to facilitate learning on the other hand. We offer three
potential ways forward: (1) adapting stage gates throughout the innova-
tion process (i.e., more flexible at the beginning and more strict at the
end); (2) taking into account individual characteristics that make deci-
sion makers more or less prone to biases (i.e., cognitions and emotions);
and (3) taking into account organizational characteristics, particularly a
climate of psychological safety. We hope scholars will explore how these
factors—as well as others (e.g., product characteristics)—can contribute to
adapting the stage-gate process so that entrepreneurial (rather than incre-
mentally innovative) projects can be managed effectively for the benefit of
the organization as a whole.
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Third, the literature on operations management might provide
new insights into how to manage the identification and exploitation
of entrepreneurial opportunities. This literature has a long tradition
of exploring the effective and efficient use of knowledge-management
systems (e.g., Chow et al., 2005; Gunasekaran & Ngai, 2007), and
given the importance of knowledge for opportunity identification
and exploitation, it seems reasonable to assume that such systems can
complement the entrepreneurial process. In addition, the more recent
development of systems based on artificial intelligence (e.g., Kuo et al.,
2002; Pinson et al., 1997) and simulation techniques (e.g., Kull &
Closs, 2008; Montes et al., 2011; Song & Kim, 2001) can provide
tools that (corporate) entrepreneurs can use to make better decisions
in terms of both creating optimal outputs for the firm and matching
decision makers’ preferences to potential opportunities. However, few
entrepreneurship scholars have studied the (potential) role of these
computer-based systems in the entrepreneurial process or their com-
plementarities and interactions. Given the increasing digitalization of
business and organizational environments, we believe there are many
ways future research in this area can advance our understanding of
entrepreneurial phenomena.

To conclude, taking a look at neighboring but largely parallel literatures
is an important way to extend the boundaries of entrepreneurship theory.
We offer three literatures that seem to represent exciting future research
opportunities when viewed through an entrepreneurship lens and hope
that scholars from either entrepreneurship or one of these disciplines are
inspired by our discussion.
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CHAPTER 5

Researching Entrepreneurships’ Role
in Sustainable Development

INTRODUCTION

Sustainable development is arguably the most significant issue of today.
Each day, we hear accounts of ozone depletion, climate change, and the
destruction of biodiversity as well as details about the detrimental and
potentially lethal consequences these issues have for living species (e.g.,
IPCC, 2007; United Nations, 2004 ). Scholars have argued, however, that
entreprenecurial action can help this dire situation by preserving ecosys-
tems, neutralizing climate change, decreasing environmental degradation
and deforestation, improving farming practices, providing more access to
fresh water, and maintaining biodiversity (e.g., Cohen & Winn, 2007,
Dean & McMullen, 2007). Furthermore, in developing countries in par-
ticular, such entrepreneurial actions can positively contribute to educa-
tion, productivity, socioeconomic status, physical health, and self-reliance
at both the individual and societal levels (e.g., Wheeler et al., 2005).
Finally, while research has shown that entrepreneurial action creates eco-
nomic gains for investors, entrepreneurs, and economies (e.g., Easterly,
20006), we need more sustainable entrepreneurship research investigating
how entrepreneurial action can serve as a mechanism for preserving nature
and ecosystems while also providing economic and non-economic gains
for investors, entrepreneurs, and societies at large.

This chapter builds on Shepherd and Patzelt (2011).
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When a community of scholars comes together with a shared research
interest characterized by an agreed-upon set of assumptions (e.g., aim,
central focus, research methods, and relevant literature streams) (Busenitz
et al., 2003, pp. 287-288; Ogbor, 2000; Summer et al., 1990), an aca-
demic field emerges. Because the field of entrepreneurship itself is still
emerging, it is unsurprising that scholars have failed to clearly define the
sub-field of sustainable entrepreneurship and outline its core assumptions.
Thus, the purpose of this chapter is to provide some clarity in this area.
The framework we outline in this chapter is not meant to be a fully devel-
oped, conclusive scope of sustainable entrepreneurship, but we hope it
contributes to the stream’s continued development.

By creating a more meta-theoretical (as opposed to a purely theoreti-
cal) framework, we hope to attract scholars from different theoretical per-
spectives to be a part of this scholarly community. While our ultimate
goal is to combine sustainable development and entrepreneurship to
come to some agreement regarding a boundary distinguishing sustainable
entrepreneurship from other fields, we also want to encourage scholarly
diversity within this boundary (Cannella & Paetzold, 1994) as both aims
are crucial for advancing the field. Consensus around a field’s definition/
boundary conditions is the foundation of knowledge generation and accu-
mulation (Kuhn, 1974; Pfeffer, 1993), and diversity within those bounds
enables scholars to make comparisons across theories (Feyerabend, 1980)
that inspire creative visions (Gould, 1981) as well as allow those visions
to be appraised as part of the continual discourse in the marketplace of
ideas (Cannella & Paetzold, 1994). That is, a more transparent and pre-
cise definition of sustainable entrepreneurship will “set the scene” for a
more diverse stream of theory-based research that—even with little (or
no) overlap in dependent variables, independent variables, and theory—
will at least have the chance to lead to knowledge accumulation because
any study can be “located” within sustainable entrepreneurship (or not).
For example, two separate studies may investigate different issues and be
driven by distinct theoretical roots, but they can both contribute to the
emergence of the field.

Our goal is to welcome numerous theoretical viewpoints to the sustain-
able entrepreneurship sub-field and embrace the significant variation in
terminology, data, and methods instead of trying to focus on “the” defini-
tive dependent and independent variables. While some scholars want to
quickly come to agreement on these issues in new fields of study, it is our
opinion that diversity within a broader framework is more beneficial—at
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least for the time being. Next, we lay the foundation for this broader
sustainable entrepreneurship framework and then suggest some potential
research avenues within it.

A DEFINITION OF SUSTAINABLE ENTREPRENEURSHIP

The literature on sustainable development contributes to a broader dis-
cussion of sustainability by describing what is to be sustained—namely,
nature, life-support systems, and community (for a review, see Parris &
Kates, 2003)—and what is to be developed—namely, individuals, the
economy, and society (see Leiserowitz, Kates, & Parris, 2006; National
Research Council, 1999).

What Is to Be Sustained in Sustainable Entreprenenvship?

Sustaining nature. With intrinsic value above and beyond simply being
a life-support system (see Muehlebach, 2001), nature encompasses all
the phenomena of the physical world, including the earth, biodiversity,
and ecosystems (Parris & Kates, 2003). Indeed, if these resources are not
maintained, the survival of many species on the earth, including humans,
is endangered. The destruction of the ozone layer, for example, has led
to increased exposure to ultraviolet irradiation and thus higher rates of
skin cancer (Slaper, Velders, Daniel, de Gruijl, & van der Leun, 1996). In
contrast, research has shown that humans’ health improves significantly
with exposure to natural green places (Pretty, Hine, & Peacock, 2006).
If individuals, organizations, and nations are proactive in preserving the
earth, biodiversity, and ecosystems, nature can be sustained. One pathway
to fulfilling this goal is through sustainable entrepreneurship. However,
more research is needed to investigate entrepreneurial action’s role as a
mechanism for sustaining nature.

Sustaining sources of life support. Referring to the environment as “a
source of resources and services for the utilitarian life support of human-
kind” (Parris & Kates, 2003, p. 560), sustaining life support involves
preserving the environment, natural vesources, and ecosystem services. In
other words, life support for humans can be severely jeopardized if envi-
ronmental systems are not sustained. For example, millions of deaths per
year (particularly in third-world countries) are caused by the pollution
of water with infectious agents, bacteria, and chemicals (Montgomery &
Elimelech, 2007). In addition, the over-exploitation of natural resources
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over the last few decades has had severe consequences on life support for
humans. The over-exploitation of minerals from mining, for instance, has
caused large portions of land to become uninhabitable (Swanson, 1996),
and over-fishing has resulted in reduced fish stocks and less marine biodi-
versity (Sala & Knowlton, 2006). Furthermore, declining ecosystem ser-
vices directly impact human life support. For example, contamination has
reduced the purification capacity of aquatic habitats, ultimately leading to
a shortage of drinking water (Zedler & Kercher, 2005), and soil erosion
has led to diminished soil fertility, which in turn has led to reduced crop
yields (Schroter et al., 2005). More research is needed to gain a deeper
understanding of entrepreneurial action as a mechanism for sustaining life
support.

Sustaining communities. A community is made up of an intricate web
of relationships between a set of people who share similar values, norms,
meanings, histories, and identities (Etzioni, 1996). Communities’ distinc-
tive characteristics (and thus what makes them contribute to members’
identities) are their culture, groups, and places, and when these factors are
threatened, the community at hand may be lost. In terms of culture, it has
been argued that “human beings have a right to culture—not just any cul-
ture, but to their own” (Margalit & Halbertal, 2004, p. 529). Being able
to create and maintain cultures within larger societies enables humans to
secure their personal identities, and the loss of a cultural identity can have
significant negative impacts. For example, research has shown that the
loss of cultural identity has led to increased alcoholism among American
Indians (Spicer, 2001) and reduced physical health and life expectancy in
Australian Aborigines (McDermott, O’Dea, Rowley, Knight, & Burgess,
1998). In addition to culture, families and other groups are also a source
of personal identity and are often argued to be the foundation of well-
developed communities (Miller, 2001). Research has shown that when the
family breaks down, the disruption weakens individual well-being (Forste
& Heaton, 2004). Finally, places are important to communities as they
can represent important public symbols of culture and history (Borer,
2006), thus providing a sense of identity (Padua, 2007). Even though
places are vital to communities, however, efforts to preserve places are not
always effective. For example, tourism often threatens important com-
munity places, such as the Great Wall of China (du Cros, Bauer, Lo, &
Rui, 2005), and air pollution continues to have harmful consequences for
many places, such as cultural heritage sites in Florence (Monforti, Bellasio,
Bianconi, Clai, & Zanini, 2004).
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Research on how entrepreneurial action can contribute to sustain-
ing communities has already begun. For instance, Peredo and Chrisman
(2000) introduced the notion of community-based enterprise, describing
how all individuals in a community can act as entrepreneurs. Because a
community-based enterprise is “typically rooted in community culture,
natural and social capital are integral and inseparable from economic
considerations” (Peredo & Chrisman, 2006, p. 309), suggesting that in
poorer regions of the world, communities” members acting as entrepre-
neurs can lessen poverty while preserving the natural environment. As
another example, (O’Neill, Hershauer, & Golden, 2009) explained how
the Navajo Nation, the largest Native American tribe in the USA, created
an entrepreneurial venture (Navajo FlexCrete) that develops ecofriendly
building supplies by recycling waste material. This venture not only builds
economic, social, environmental, and cultural value for the Navajo Nation,
but it also contributes to maintaining the native Navajo tribe’s heritage.
Future sustainable entrepreneurship research can add to the current body
of knowledge by deepening our understanding of the entrepreneurial
mechanisms for sustaining communities.

What Is to Be Developed in Sustainable Entveprenenrship?

Generating economic gains is a central tenet of entrepreneurship
(Venkataraman, 1997) and is thus also part of sustainable entrepreneur-
ship. However, the literature on sustainable development argues that in
addition to economic gains, non-economic outcomes (i.e., benefits to
people and society) are also essential in development goals (National
Research Council, 1999). Depending on their own characteristics and
goals, individuals and organizations are likely to prioritize economic and
non-economic gains in different ways. Some sustainable entrepreneurs, for
instance, may believe it is sufficient to merely ensure their organization’s
financial viability, whereas others may want to earn economic profit for
themselves.

Developing economic gain. An economics viewpoint focuses on the
generation of economic gains for the actor and/or society, which also
serve as an important development goal. For instance, economic gains
can improve individuals’ socioeconomic status (Oakes & Rossi, 2003)
as well as result in enhanced emotional (Gallo & Matthews, 2003),
psychological (Twenge & Campbell, 2002), and physical health (Hanson
& Chen, 2007). These effects of economic gains go beyond generational
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boundaries because parents’ increased socioeconomic status often leads to
improved childhood well-being and enhanced socioeconomic status for
their children when they become adults (Conger & Donnellan, 2007).
In addition, individuals’ subjective well-being (Diener et al., 1995) and
physical health (Knowles & Owen, 1995) tend to increase with economic
development in the countries in which they live. Individuals are likely to
readily accept the development of these economic gains as an outcome of
entrepreneurship. Therefore, when we combine these gains with a con-
struct of what is to be sustained, the result is likely to be accepted as sus-
tainable entrepreneurship.

Developing non-economic gains for individuals. In addition to the
economic gains that can result from sustainable entrepreneurship, there
are many non-economic gains, including increased child survival, life
expectancy, education, equity, and equal opportunity (Board Sustainable
Development, 1999; Parris & Kates, 2003). For example, in poor coun-
tries, one out of every ten children dies before the age of five (Millennium
goals, United Nations), the primary causes of which are pneumonia, diar-
rhea, malaria, measles, and AIDS (www.childinfo.org). The main question
of stakeholder research, for instance, appears to be “for whose benefit and
at whose expense should the firm be managed?” (Freeman, 1994, p. 67).
Past research has emphasized ways to ensure the gains generated by a busi-
ness are distributed equitably between a firm and its stakeholders. When
resources are not distributed fairly, the firm is exploiting its stakeholders.

Research in the budding field of social entrepreneurship and in the
area of corporate social responsibility has argued that entrepreneurs can
contribute significantly to providing non-economic gains to individuals.
For example, Nobel Laureate Muhammad Yunus learned that impover-
ished people in Bangladesh were being exploited by loan providers who
were charging more than 100% interest. These individuals had no choice
but to accept these rates because they needed money to buy bamboo for
the stools they built and sold to earn their living, and no one else pro-
vided loans. To help these individuals, Yunus founded Grameen Bank, a
social enterprise aimed at offering the poor cheaper loans, which in turn
enabled them to markedly improve their living situations (Yunus, 2005).
Similarly, Victoria Hale, a social entrepreneur and former biopharmaceu-
tical research scientist, founded OneWorld Health to provide people in
low-income countries with medical treatment that would be unaffordable
to them otherwise (Seelos & Mair, 2005). Innovative and entrepreneurial
corporate social responsibility activities can also provide significant ben-
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efits to individuals. For example, McDonald’s Ronald McDonald House
Charities (McWilliams & Siegel, 2001) enables seriously ill children to
stay with their parents when receiving medical treatment far from home.
Future sustainable entrepreneurship research can contribute to our under-
standing of the entrepreneurial mechanisms for developing non-economic
gains for individuals.

Developing non-economic gains for society. Gains to society include
benefits for people living in that society; however, they are different from
individual gains in that the latter may only go to a select few individu-
als whereas societal gains are accessible to all (or the vast majority of)
societal members. For example, societies realize gains by developing
the “well-being and security of national states, regions and institutions
and, more recently, the valued social ties and community organizations”
(Board of Sustainable Development, 1999, p. 25). The well-being of
nations and regions encompasses inhabitants’ satisfaction with life and
happiness (Diener et al., 1995; Vemuri & Costanza, 2006), and security
refers to defense against both outside threats (e.g., by other nations [e.g.,
Steinbruner, 1978]) and inside threats (e.g., through economic [Parkhe,
1992] or environmental [Porter, 1995] decay). Socicties can also realize
gains by developing social ties and inter-personal relationships between
societal members. In poorer regions with decreased human well-being,
weak social norms, low inter-personal trust, corruption, and violence tend
to proliferate (Narayan & Petesch, 2002), representing significant impedi-
ments to societal development (Easterly, 2000).

Social entrepreneurship and corporate social responsibility studies have
emphasized the importance of entrepreneurs in creating non-economic
gains for society. For instance, Ibrahim Abouleish, a social entrepreneur,
founded Sekem, an initiative that began by growing organic herbs for
medicinal use in poor areas of Egypt. Not only did this initiative cre-
ate jobs for locals, but it also improved the area’s social structure and
enhanced inhabitants’ trust in society, thereby enabling people to escape
poverty and regain control in their lives. By applying organic agriculture
techniques, Sekem also helped preserve parts of the region’s natural envi-
ronment (Seelos & Mair, 2005). As Burton and Goldsby (2009) argued,
entrepreneurs and small business owners are often driven less by profit
than shareholders of larger publicly held organizations, thus enabling
them to act in more socially responsible ways. For example, one way
entrepreneurs can contribute to the development of their local society is
by keeping employment locally instead of shifting their operations to less
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expensive production sites. By explaining these issues in more detail, sus-
tainable entrepreneurship research can deepen our understanding of how,
why, and under what circumstances entrepreneurial action can generate
gains for society.

WHAT [s SUSTAINABLE ENTREPRENEURSHIP?

A definition of sustainable entrepreneurship. So far in this chapter,
we have outlined the constructs to be developed and constructs to be
sustained. Now, we explain how the two are linked by entrepreneurial
action, a topic informed by the entrepreneurship literature. According to
Venkataraman (1997, p. 120), 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.” We ofter the following definition for sustainable entrepre-
neurship, which builds on the shared affinity of a community of scholars
interested in this topic and is informed by the sustainable development
and entrepreneurship literatures:

Sustainable entrepreneurship is focused on the preservation of nature, life
support, and community in the pursuit of perceived opportunities to bring
into existence future products, processes, and services for gain, where gain
is broadly construed to include economic and non-economic gains to indi-
viduals, the economy, and society. (Shepherd & Patzelt, 2011, p. 137)

What sustainable entrepreneurship is not. If a definition tries to include
everything, then it will end up representing nothing. Thus, in this section,
we focus on research that—while likely very valuable—does not fit within
the scope of sustainable entrepreneurship that we propose, thus delineat-
ing the boundaries of this sub-field. First, research that solely focuses on
what is to be sustained without concurrently investigating what is to be
developed does not qualify as sustainable entrepreneurship research. For
example, sustainability-focused research, such as a study on climate change
documenting a significant change in global temperatures over the last
decade, is inarguably important; however, because it does not also con-
sider the development of people, the economy, and/or society, it cannot
be classified as sustainable entrepreneurship research. Second, research that
solely focuses on development without concurrently investigating what is
being sustained is not considered sustainable entrepreneurship research.
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For example, research investigating child survival resulting from the cre-
ation of a new antibody for inoculation is very important but is not con-
sidered sustainable entrepreneurship research because it does not take into
account sustainability. Third, research that concurrently addresses what
is being sustained and what is being developed but does not connect the
two with discussions related to the identification, creation, or exploitation
of future goods, processes, or services is not sustainable entrepreneurship
research (but may be considered sustainable development research). For
example, government-funded programs and non-profit organizations may
improve the sustainability of biodiversity while simultaneously develop-
ing people through education; however, this work is often done through
actions that are not necessarily entrepreneurial in nature. Again, while
exploring these topics is valuable research, it is not sustainable entrepre-
neurship. Finally, entrepreneurship research focusing entirely on the eco-
nomic outcomes of entrepreneurial action (i.e., individuals, firms, and /or
society) without simultaneous consideration of sustainability outcomes is
not sustainable entrepreneurship research.

Sustainable entrepreneurship and related concepts. While we just
outlined several research streams that are not a part of sustainable entre-
preneurship, there are several research streams the field overlaps with
and/or includes. First, our characterization of sustainable entrepreneur-
ship encompasses studies on ecoprenenrship (i.e., environmental entre-
preneurship), a field exploring the ways entrepreneurial action can help
preserve the natural environment, including the earth, biodiversity, and
ecosystems (e.g., see Schaper, 2005; Pastakia, 1998). With this goal in
mind, ecopreneurship is part of sustainable entrepreneurship, but the two
are not identical because ecopreneurship does not overtly explore, for
instance, sustaining communities or the creation of non-economic gains
for individuals and societies. Second, our conceptualization of sustain-
able entrepreneurship intersects with the notion of social entreprenenrship,
which “encompasses the activities and processes undertaken to discover,
define, and exploit opportunities in order to enhance social wealth by
creating new ventures or managing existing organizations in an innova-
tive manner” (Zahra, Gedajlovic, Neubaum, & Shulman, 2009). While
social entrepreneurship research explores the generation of (non-eco-
nomic) gains for individuals and societies, it does not include preserving
nature, sources of life support, or community. Finally, our definition of
sustainable entrepreneurship embraces aspects of corporate social respon-
sibility, which refers to firm actions that seem to promote some form of
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social good beyond firm interests and legal requirements (McWilliams &
Siegel, 2001). However, corporate social responsibility does not necessar-
ily involve entrepreneurial action or innovation; rather, it often involves
organizations’ societal engagements (e.g., funding a sports team or donat-
ing to social organizations).

The clearer definition of sustainable entrepreneurship that we developed
serves as a foundation for investigating where and how future research can
contribute to the field’s development. Within the meta-theoretic frame-
work this definition affords, we can start to uncover how entrepreneurial
action can connect sustainability and development at both the individual
and community levels—a topic to which we now turn.

ENTREPRENEURIAL ACTION LINKING SUSTAINABILITY
AND DEVELOPMENT AT THE INDIVIDUAL LEVEL

Individuals’ prior knowledge of the natural and communal environment is
likely to be very important in terms of identifying potential opportunities
that preserve the natural /communal environment and generate gains. For
example, using their prior knowledge of aquatic chemistry and biology,
individuals have uncovered opportunities to apply waste water treatment
that decontaminates sewerage (Sonune & Ghate, 2004 ). Individuals with
little or no knowledge about environmental issues (e.g., about ozone layer
chemistry, pollution, mining techniques, and aquatic chemistry) or about
cultures and places may not even recognize that changes occur in these
areas and that such changes directly influence human life. As a result,
individuals like these are unlikely to recognize opportunities for action to
maintain the natural and communal environment.

Prior entrepreneurial knowledge also plays a role in one’s ability to
identify third-person opportunities. Shane (2000) outlined three types of
entreprencurial knowledge that influence individuals’ ability to recognize
opportunities: prior knowledge of markets, prior knowledge of ways to
serve markets, and prior knowledge of customer problems. First, prior
knowledge of markets impacts the entrepreneur’s decision of which mar-
ket to enter. For example, when an individual has prior knowledge of
customers and suppliers in a particular market, he or she is better able to
evaluate whether a new technology will be successtul in that market and
what potential gains may result (Roberts, 1991). Based on this evaluation,
the individual is able to determine whether an opportunity for market
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entry exists. Second, prior knowledge of how to serve markets helps in the
identification of opportunities because it enables entrepreneurs to evaluate
(and perhaps attain) the skills needed for market entry (von Hippel, 1988).
Finally, prior knowledge about customer problems with existing products
or services can help individuals recognize opportunities to introduce new
offerings that address customers’ pain points and are thus accepted by the
market (von Hippel, 1988).

Together with previous knowledge, motivation plays a significant role
in individuals’ ability to identify potential sustainable development oppor-
tunities (McMullen & Shepherd, 2006). Motivation likely points people
and organizations toward signals of potential opportunities to preserve
the natural and communal environment when they sense that their physi-
cal and psychological well-being is being threatened. These feelings trig-
ger emotions, which in turn capture and direct attention to the problem at
hand and instill the need to act. We explore some of these triggers.

First, individuals are often motivated to act on sustainable opportu-
nities that enhance or uphold their own physical health. The decline of
natural environment through pollution, for example, endangers many
people’s lives (Montgomery & Elimelech, 2007), and the over-exploita-
tion of natural resources reduces humans’ life support by decreasing food
availability (Sala & Knowlton, 2006). In turn, these perceptions of threat
and loss can lead to negative emotional reactions (Meijnders, Midden, &
Wilke, 2001), which likely motivate individuals to act on opportunities
that decrease pollution, improve natural resource—exploitation practices,
decrease oppression of ethnic/cultural groups, and so on.

Second, it appears that when the natural and communal environment
declines, individuals’ psychological well-being can be negatively affected
as well. As one example, research has shown that declining natural and
communal environments can diminish individuals’ needs for relatedness—
namely, their desire to connect with other people (Ryan & Deci, 2000).
For instance, declining communal environments can destroy important
social relationships, such as ties between parents and children when families
are dissolved. The dissatisfaction that results from psychological needs like
these not being met or their fulfillment being thwarted can lead to intense
negative emotions, such as fear, anger, frustration, loneliness, depression,
and shame (Ryan & Deci, 2000; Wei, Shaffer, Young, & Zakalik, 2005),
which then serve as an irritant that motivates action to remove its source
(Foo, Uy, & Baron, 2009).
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Therefore, the more individuals’ physical and psychological health are
endangered, the stronger their motivation will be to act on potential sus-
tainable development opportunities to overcome these threats. That is,
these types of threats (and potential opportunities) are more likely to lead
to negative emotions that prompt the search for a solution (Mathews &
MacLeod, 1994). After recognizing the threat and overcoming their pri-
mary fear response, motivated individuals methodically pursue opportu-
nities to escape or overcome this threat (Beck & Clark, 1997). During
this “elaborative strategic processing of [the] threat,” individuals man-
age information slowly in an effortful and schema-driven way, but then a
“secondary appraisal process occurs in which anxious individuals evaluate
the availability and effectiveness of their coping resources to deal with
the perceived threat” (Beck & Clark, 1997, p. 53). This discussion leads
to several interesting questions: How do individuals whose physical and
psychological health is threatened by the decline of the natural or com-
munal environment evaluate opportunities to escape that threat? To what
extent do these threatened individuals use information (i.e., knowledge)
about the natural/communal environment and their entrepreneurial
knowledge to create or recognize potential sustainable entrepreneurship
opportunities?

In addition to the negative emotions arising from feelings of personal
threat, altruism can also result in emotions that direct attention to poten-
tial sustainable development opportunities. This altruistic motivation
occurs when people empathize with or sympathize for underprivileged
others (Batson, 1991; Davis, 1996). Empathetic individuals are able to
take the perspective of disadvantaged others and personally experience
similar emotions to those in need (Eisenberg, 2000). For example, people
who empathize with individuals in poverty-stricken societies are able to
experience (at least partially) their disadvantaged counterparts’ burdens in
providing for their children. The higher individuals’ empathy is for oth-
ers, the more motivated they become to identify and act upon potential
opportunities that counter these others’ negative emotional experiences
and sorrows because these feelings are partly their own. That is, highly
empathetic individuals are driven to pursue sustainable development
opportunities that transform disadvantaged people’s situation because by
doing so, they can also improve their own emotional state.

In contrast to those who are more empathetic, sympathetic individuals
are able to think and feel themselves into disadvantaged others’ position,
but they have different emotions than those actually going through the
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experience at hand (Eisenberg, 2000). Individuals who sympathize with
very impoverished people, for example, are able to understand these indi-
viduals’ distress regarding their children’s nutrition and health, yet they
will not personally experience these sorrows; instead, they will pity them
on account of the burdens they face. As an altruistic emotion, pity moti-
vates individuals to ease others’ suffering even when giving aid may lead
to substantial personal costs (Dijker, 2001). That is, individuals who are
sympathetic to the poor will be driven to assist them and act upon entre-
preneurial opportunities that improve their situation.

Empathy and sympathy lead to different levels of motivation to act
upon potential opportunities that help people and society depending
on the amount of personal distress the individual feels. Empathetic or
sympathetic over-arousal can lead to more severe forms of personal dis-
tress (Hoffman, 1982) that cause highly negative emotional states that
compromise individuals” psychological well-being (Eisenberg, 2000). To
avoid these feelings of distress, individuals may become less altruistic and
focus more on themselves (e.g., Wood, Saltzberg, & Goldsamt, 1990),
thus becoming less motivated to identify and act upon entrepreneurial
opportunities that help others. However, individuals who are better at
regulating their emotions and dealing with personal distress are more
likely to avoid becoming overly distressed when empathizing with /sym-
pathizing for disadvantaged others (Eisenberg, 1994; Eisenberg et al.,
1998). Because these individuals’ psychological and emotional well-being
is threatened less from experiencing empathy and sympathy, they are likely
to be more motivated to identify and act upon potential opportunities to
develop society and help others with their problems.

Future Research

In Fig. 5.1, we offer a sketch of the role of entreprencurial action link-
ing sustainable and development outcomes as a basis for guiding future
research. Entrepreneurial action provides a link between sustainable out-
comes—those that preserve nature, sources of life support, and/or com-
munities—and development outcomes—those that provide (financial or
non-financial) gain to the entrepreneur and/or others. Entrepreneurial
action arises from the formation of (third- and first-person) opportunity
beliefs, which are influenced by knowledge, motivation, and perceptions
of threat. Both knowledge (of the natural and communal environment)
and prosocial motivation can influence individuals” ability to notice threats
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to sustainability, and in turn, this ability to notice threats can generate
new knowledge and influence motivation. Prime motivators include physi-
cal health concerns, diminished psychological well-being, and altruism or
prosocial motivations. Entrepreneurial action can subsequently influence
both knowledge and management, which in turn influence the appraisal of
threat. Similarly, development and sustainability outcomes can influence
motivation.

ENTREPRENEURIAL ACTION LINKING SUSTAINABILITY
AND DEVELOPMENT AT THE COMMUNITY LEVEL

Facilitating the transfer of research-based knowledge is one of the key
steps toward sustainable development. The report of the World Summit
for Sustainable Development held in Johannesburg in 2002 described
“knowledge transfer to developing countries’ as a key component of
poverty eradication and frequently cites the importance of technology
transfer for sustainable development” (Van Kerkhoof & Lebel, 2006,
p. 451). Several approaches have already been attempted to foster this
transfer process. For example, transfer may be aided by efforts to trans-
late knowledge in the form of jargon-laden science into terms that can
be understood by the laypeople (Rogers, 1995). Moreover, providing
incentives for universities can enhance their patenting rate in certain sci-
entific fields, which is a pre-requisite to making tacit knowledge explicit
and legally transferring it to users of the private sector (Shane, 2004).
The literature also describes measures specific to facilitating knowledge
transfer in sustainable development. For example, effective coordination
between private companies and public institutions, including universities
and research institutes, contributed to the successful commercialization
of wind turbine technology (Lewis & Wiser, 2007), and public-private
partnerships between universities and firms have been described as an
effective means to commercialize basic knowledge in the solar-energy sec-
tor (Mallett, 2007).

Although the above examples demonstrate that the transfer of research-
based knowledge from the scientific community to the user community
can be actively promoted, the effectiveness of this process in generating
sustainable development—namely, sustainable development actions by
users—appears to be limited. For example, Roux, Rogers, Biggs, Ashton,
and Sergeant (2006) stated that there is misunderstanding and friction
between researchers and practitioners; that is, there are fundamentally dit-
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ferent operational working philosophies and operational cultures between
the community that generates the knowledge and the community that
uses it (Havens & Aumen, 2000). Van Kerkhoof and Lebel (2006, p. 451)
concluded, “It is somewhat ironic that despite widespread evidence of the
failure of transfer and translation models to achieve sustainability-oriented
outcomes in agriculture, health, and other sectors, they still hold appeal in
the imaginations of researchers and policy makers.”

Although science has the potential of offering solutions to sustain-
able development issues, if its research-based knowledge remains uncon-
nected to the “real world,” then it remains a purely academic endeavor
with little social relevance (Welp, de la Vega-Leinert, Stoll-Kleemann, &
Jaeger, 2006, p. 170). A mechanism is required to make this connection
(Ribot, 20006), and it must do so in a context characterized as “messy”
(Kasperson, 2006). Entrepreneurial action represents a mechanism that
operates in contexts of high uncertainty (Knight, 1921) and may serve
to connect scientific and user communities. In this way, research-based
knowledge may reveal potential entrepreneurial opportunities for sustain-
able development. In this section, we focus on entrepreneurial action as a
mechanism that facilitates the transfer of research-based knowledge into
users’ sustainability behaviors and as a mechanism that facilitates feed-
back from users to scientists in the generation of further research that can
impact the sustainability of development.

Although there may be a “race” to commercialize a sustainable devel-
opment technology, research-based knowledge is unlikely to detail a fully
formed version of such a technology. It is better thought of as a technology
stimulus that triggers entrepreneurs to develop products, services, and /or
processes that are eventually offered to the market. Given that research-
based knowledge of sustainable development often represents a technol-
ogy stimulus rather than a fully developed and packaged opportunity, it is
not surprising that the success of technology-transfer efforts to end users
is mixed (at best). Indeed, an implicit assumption of “trickle down” expla-
nations of research-based knowledge is that this explanation assumes an
objective truth that scientists pass on to users, who in turn either adopt
or reject the technology (Thompson & Scoones, 1994). Information
is assumed to “flow” one way—from scientist to users. However, users
may be the originators of either technical knowledge or improved prac-
tice (Thompson & Scoones, 1994) that could inform scientific research
on sustainable development (Lemos & Morehouse, 2005). For example,
the formation of communities including both scientists and users facili-
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tates their mutual communication and understanding and can facilitate
the development of a sustainable natural resource—-management strategy
(Ewing, Grayson, & Argent, 2000), and feedback from users to scientists
has been found to enhance the credibility, legitimacy, and relevance of sci-
entific knowledge on air pollution (Tuinstra, Hordijk, & Kroeze, 2000).
With respect to renewable energy technologies, close user involvement in
the design and planning process of solar collectors and biomass heating
systems has been found to yield improved and widely disseminated tech-
nologies (Ornetzeder & Rohracher, 2000).

Although the above examples illustrate that feedback from users to the
scientific community may indeed be a critical component of the sustain-
able development process, it appears that effective feedback is difficult to
achieve because fundamental differences exist in working philosophies and
operational cultures between scientific and user communities. For exam-
ple, Roux et al. (2006) reported that users view scientists as having an
inward-looking and self-serving culture, having little regard for application
contexts, and being incapable of contributing to the value-based debate
that usually governs problem solving in the real world. On the other hand,
scientists consider practitioners as being more interested in pursuing their
own rather than the ecosystem’s interests, having a poor understanding of
scientific processes, and not being able to articulate their needs effectively.
In line with these arguments, various studies have illustrated the obstacles
of efficient communication between user and scientific communities in the
context of sustainable development (Havens & Aumen, 2000).

Perhaps entrepreneurial actions can serve as an important link between
scientific and user communities to facilitate these feedforward and feed-
back processes and thus impact the generation and adoption of sustainable
development products and/or services.

Scientists Who Become Entreprenenrs

Particularly in technology-based industries, entrepreneurs are often sci-
entists who have left academia in order to exploit technological oppor-
tunities developed at university or public research institutes (Zucker,
Darby, & Brewer, 1998). These entrepreneurs are able to “speak the
language” of both the academic researchers from whom they acquire new
technologies and the users of these technologies who are their custom-
ers. Entrepreneurs can receive direct verbal feedback from users about
potential improvements and future development paths for their sustain-
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able technologies (Ornetzeder & Rohracher, 2006), or they can receive
indirect feedback by the market indicating which technologies users desire
and which they do not. Both types of feedback can be passed on to the
scientific community to suggest and motivate areas of research that reflect
users’ needs. These arguments are consistent with research indicating that
the inclusion of individuals external to the scientific and user communities
can facilitate the communication and transfer of knowledge on sustainable
development (Bruckmeier, 2005). Entreprencurs are likely very able and
motivated to perform this role, but there is likely considerable heteroge-
neity in this motivation. We need to gain a deeper understanding of how
entrepreneurs effectively link scientific and user communities to develop
and refine sustainable development opportunities as well as gain insights
into why some entrepreneurs are more motivated to provide this link and
communicate with both communities, whereas others are reluctant to do
so at all or prefer to communicate with only one community.

Entrepreneurial Action Genevates Feedback

In addition to serving as an information pathway, entrepreneurial action
may also represent a signaling mechanism for the scientific community by
indicating which research-based knowledge users accept and which they
do not. Specifically, there is high variance in the performance of entrepre-
neurial firms, particularly in technology-based industries, for which the
failure rates of new ventures are high (Bruno, McQuarrie, & Torgrimson,
1992). The success and failure of entrepreneurial ventures may indicate
to the scientific community which type of research-based knowledge the
user community values most and which type of research-based knowl-
edge users are less likely to accept and adopt. For example, Jacobsson
and Bergek (2004) found that successful firm entries in the wind- and
solar-energy sectors have spurred the creation of new knowledge for these
technologies.

Besides influencing the types of research-based knowledge created by
scientists, entrepreneurs’ pursuit of potential sustainable opportunities may
also influence the amount of knowledge scientists create. Specifically, the
results of sustainable entrepreneurial action can provide data and stimulus
for the generation of new knowledge. For example, perhaps a technol-
ogy developed by an entrepreneurial venture works but does so for an
unexpected scientific reason. In attempting to understand why the tech-
nology works, scientific research may generate new research-based knowl-
edge of sustainable development. To what extent does entrepreneurs’
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success in exploiting sustainable opportunities have on scientists’ social,
cultural, and /or organizational environments that motivates them to fur-
ther advance research in that area of sustainable development? Perhaps, as
Jobert, Laborgne, and Mimler (2007) reported, the success of entrepre-
neurial firms in the wind-energy sector and the population’s participation
in this success (e.g., by offering partial ownership of the technologies)
changed social attitudes toward the technology in a favorable way, which
motivated scientists to intensify their research in this area.

Entrepreneurs as Translators

Entrepreneurship scholars have the chance to complement existing stud-
ies on science-based stakeholder dialogues. This literature has identified
that there is insufficient interaction between scientists and users and that
this is caused by differences between the two communities in terms of
the way each frames environmental problems and perceives risk. To over-
come these obstacles and induce action by users, studies on science-based
stakeholder dialogue have highlighted the importance of communication-
based methods, such as interviews, written reviews, workshops, interdis-
ciplinary team work, and surveys (e.g., Lemos & Morehouse, 2005; Welp
et al., 2006). Although these studies are important for understanding
how communication between scientific and user communities can facili-
tate sustainability, there is an implicit assumption that better understand-
ing of research-based knowledge by users will enhance the likelihood of
user action. While this may be true in some cases, it appears that when
finding solutions to sustainability problems via the market mechanism,
both scientists and users often do not have the necessary motivation and
knowledge for action. Specifically, they likely do not possess sufficient
knowledge about market structures, economic environments, and the dis-
covery and exploitation of opportunities and may not be motivated to act
in the highly uncertain context associated with exploiting sustainability
opportunities. The entrepreneurial community does possess knowledge of
market specificities, the best ways to serve markets, and customer (user)
problems (Shane, 2000). Moreover, entrepreneurs have the motivation
to act based on this knowledge even if the outcomes of these actions are
highly uncertain (Knight, 1921; McMullen & Shepherd, 2006). Thus,
both communication and entrepreneurial action appear to be complemen-
tary mechanisms connecting scientific and user communities in order to
achieve sustainability. Future research can explore how these mechanisms
might be used together to enhance sustainable development.
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In sum, achieving sustainable development is highly dependent upon
the effective transfer of research-based knowledge to the user community.
This process is difficult, and a variety of measures have been suggested
to make it more effective; however, these efforts have often been met
with limited success (Van Kerkhoof & Lebel, 2006). Perhaps entrepre-
neurial action can help bridge the scientific and user communities and
facilitate knowledge transfer. What are the factors that enable entrepre-
neurial action to better transfer research-based knowledge to users and
to communicate feedback from users to the scientific community? This
entrepreneurial action—based feedback loop may become self-sustaining or
self-enhancing—that is, the more positive feedback the scientific commu-
nity receives from users, the better the created research-based knowledge
will fit the needs of the user community. In turn, this will trigger users’
feedback and so on.

Future Research

In Fig. 5.2, we ofter a sketch of the role of entreprencurial action in link-
ing scientific and user communities as a basis for guiding future sustainable
entrepreneurship research at the community level. The scientific com-
munity and the user community face obstacles to effective communica-
tion. The scientific community—based on its members’ knowledge and
motivation—generates research-based knowledge of sustainability, which
the community of entrepreneurs can translate (based on their scientific
and entrepreneurial knowledge) into a potential sustainable development
opportunity. This potential opportunity is tested with potential users who
provide feedback, and the potential opportunity is refined, which pro-
vides feedback to the scientific community, thereby influencing the form,
amount, and motivation of specific types of sustainability research. The
new research-based knowledge further influences the community of entre-
preneurs and their conception of the potential sustainable development
opportunity.

Discussion AND CONCLUSION

In this chapter, our purpose was to offer a greater understanding of what
constitutes the academic field of sustainable entrepreneurship and to offer
some suggestions for moving it forward. We offered the following defini-
tion: sustainable entrepreneurship is focused on the preservation of nature,
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life support, and community in the pursuit of perceived opportunities to bring
into existence future products, processes, and services for gain, where gain is
broadly construed to include economic and non-economic gains to individu-
als, the economy, and society. We believe that by defining sustainable entre-
preneurship, this chapter provides a basis for exploring where and how
future research can make a contribution to the development of the field.
Indeed, our approach to defining the field of sustainable entrepreneurship
is more meta-theoretical than theoretical because we propose that scholars
from different theoretical perspectives can form part of this scholarly com-
munity and that such diversity is important for sustainable entrepreneur-
ship’s further development.

At the individual level of analysis, there appears to be ample room for
theorizing from a psychological perspective capturing both individuals’
cognitions and emotions. For example, theories on structural alignment
(Grégoire, Barr, & Shepherd, 2010; Grégoire & Shepherd, 2012) and
prototypes (Baron & Ensley, 20006) have been used to describe the cog-
nitive processes underlying the recognition of entrepreneurial oppor-
tunity based on entrepreneurs’ prior entrepreneurial knowledge, and
they might also be helpful in explaining the identification of sustainable
opportunities based on knowledge of a threat to the natural or com-
munal environment as a starting point for (sustainable) entrepreneurial
action. For example, basic needs theory as a theory of intrinsic motiva-
tion (Ryan & Deci, 2000) or the theory on prosocial behavior (Penner,
Dovidio, Piliavin, & Schroeder, 2005) might help explain why some
individuals engage in sustainable entrepreneurship and others do not.
Recent work has also advocated an identity perspective to understand
individuals’ engagement in social (Wry & York, 2015) and environ-
mental (York, Hargrave, & Pacheco, 2016) entrepreneurship. Further,
Shepherd, Kuskova, and Patzelt (2009) published a psychometric scale
that measures individuals’ sustainability values; the “pro-environmental
value” sub-scale has recently been used to explore why some entrepre-
neurs are more likely to exploit environmentally harmful opportunities
than others (Shepherd, Patzelt, & Baron, 2013). Importantly, our dis-
cussion also offers a “reverse perspective” putting the outcome of sus-
tainable entrepreneurial action first—to what extent do advancements
toward sustainability (e.g., success in environmental-protection proj-
ects) impact individuals’ subsequent motivation and/or knowledge to
(continue to) act as sustainable entrepreneurs. There is more research
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required on the reverse perspective of entrepreneurship and sustainable
development. With the individual as the level of analysis, we believe
future research can make important contributions for both scholarship
and the practice of sustainable development.

Second, we focused on the role of entrepreneurial actions in linking
different communities in co-creating and refining a potential sustain-
able development opportunity. Such a community-level perspective
involves—but ultimately goes beyond—the individual, suggesting that
theories from, for example, sociology and economics can be infor-
mative. For instance, sociologists have a long tradition of studying
the evolution of scientific communities (e.g., Collins, 1983; Shapin,
1995), and they have also studied entrepreneurial communities (e.g.,
Portes, 1995) and the sociological implications of new technologies
(e.g., Pinch & Bijker, 1984). Similarly, scientific communities (e.g.,
Dasgupta & David, 1987; Partha & David, 1994), entrepreneurial
communities (e.g., Lenzi, 1996; MacKenzie, 1992), and user com-
munities (e.g., Lakhani & Von Hippel, 2003; Mazzoleni & Nelson,
2007) have been the focus of studies by economists. Further, recent
studies (Pacheco, York, & Hargrave, 2014; York et al., 2016) have
illustrated how the complex interactions between different communi-
ties (“fields”) over time led to the emergence of an environmentally
friendly sector (wind energy), suggesting that reciprocal interactions
between different communities shape the development of sustain-
able entrepreneurship and its impact on economic and environmental
development. Scholars can build on this work to study the concepts
and relationships offered in our earlier discussion.

In conclusion, sustainability and sustainable development are among
the most important topics of our time. Sustainable entrepreneurship can
make important contributions to help preserve the natural and communal
environment in which we live. However, research on sustainable entre-
preneurship is still in its infancy. There are many interesting and impor-
tant research questions both within and outside the topics we outlined in
this chapter, including research using different theoretical lenses, levels
of analysis, and/or research methods. Therefore, we hope that readers
find our research suggestions interesting, but we also expect that readers,
based on their different backgrounds and interests, will come up with
different research questions and approaches that will advance the field of
sustainable development.
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CHAPTER 6

Researching at the Intersection of Family
Business and Entrepreneurship

INTRODUCTION

The family business and entreprencurship literatures have had some
exchange in the past; however, this exchange has been largely limited in
scope (e.g., the addition of a variable from one field into the other), bor-
rowing in nature (e.g., the transferred variable maintains its initial mean-
ing, form, and measurement), and uni-directional (i.e., contributing
minimally back to the source literature). Nevertheless, studies combining
these two literatures have made important contributions to both fields.
For example, researchers have contributed to our understanding of family
firms’ performance by exploring firms’ entrepreneurial orientation (e.g.,
Casillas, Moreno, & Barbero, 2009; Cruz & Nordqvist, 2012; Lumpkin,
Brigham, & Moss, 2010; Naldi, Nordqvist, Sjoberg, & Wiklund, 2007;
Short, Payne, Brigham, Lumpkin, & Broberg, 2009). Even with these
important contributions, however, research could go further, investigat-
ing the possibility of a different level and form of exchange, one that has
a broad scope and involves blending (Oswick, Fleming, & Hanlon, 2011)
and bricolage (Boxenbaum & Rouleau, 2011). Importantly, this new
exchange should provide the opportunity to contribute to both the family
business and entrepreneurship literatures.

This chapter builds on Shepherd (2016)
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The goal of this chapter is to start to build such a framework. Specifically,
we begin with issues of vitality in entrepreneurship, compare them to top-
ics in family business, and then begin to blend and recombine constructs
and relationships to create research opportunities that will contribute to
both the family business and entrepreneurship fields. We focus on three
specific sources of vitality at the intersection of family business and entre-
preneurship for several reasons. First, each source of vitality aligns with a
recent framework describing sources of vitality for entrepreneurship (i.e.,
Shepherd, 2015; sec also Chap. 2). Additionally, each source moves past
the strategic-management perspective that is often used in family business
research (Sharma, De Massis, & Gagne, 2014; for reviews, see De Massis,
Frattini, & Lichtenthaler, 2012; James, Jennings, & Breitkreuz, 2012),
instead taking a psychological perspective, which has become increas-
ingly popular in entrepreneurship research (e.g., Baron, 1998; Cardon,
Foo, Shepherd, & Wiklund, 2012; Shepherd, 2015) and has substantial
potential in family business research (Gagné, Sharma, & De Massis, 2014;
Miller & Le Breton-Miller, 2014; Sharma et al., 2014). Next, by focus-
ing on these sources of vitality, we are able shift the level of analysis from
the firm to the individual in order to further move beyond the strategic-
management perspective. Finally, this approach has solid theoretical
grounding in established literatures, thus providing the foundation for
research to significantly contribute to these “source” literatures by push-
ing theories” boundaries given the extreme context of family business and
entrepreneurial action these theories need to accommodate. By focusing
the discussion in this way, we hope this chapter (and, ultimately, the dis-
course and actions that follow) makes several important contributions.

First, family business research has a strong tradition of exploring
social interactions (Kellermanns & Eddleston, 2004; Morris, Williams,
Allen, & Avila, 1997) largely focused on the relationship between prin-
cipals and agents of family businesses (Chrisman, Chua, & Litz, 2004;
Gomez-Mejia, Nunez-Nickel, & Gutierrez, 2001; Schulze, Lubatkin, &
Dino, 2003; Siebels & zu Knyphausen-Aufsef}, 2012; Vilaseca, 2002).
Although this research has made important contributions to our under-
standing of management and governance, we lack a sufficient under-
standing of other commercial relationships involving the family firm
(Gagné et al., 2014). In this chapter, we begin to address the call in
Chap. 2 (sce also Shepherd, 2015) for more research on the inter-rela-
tionship between the actor and a community of inquiry in developing
and refining a potential opportunity in order to explore how the fam-
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ily business context can help challenge and extend the boundaries of
an emerging social interaction theory of opportunity generation and
refinement. Specifically, by considering the role of the family, theorizing
needs to consider the nature of a “collective mind” forming opportu-
nity beliefs; consider at least two communities of inquiry internal to the
firm refining an opportunity and, in doing so, being transformed them-
selves; and consider how the family, through a potential opportunity, can
transform the business (as a community of inquiry) and communities of
inquiry external to the firm.

Second, family business research has put great effort into exploring
the impact emotion has on decision making and action (e.g., Astrachan
& Jaskiewicz, 2008; Berrone, Cruz, Gomez-Mejia, & Larraza-Kintana,
2010; Harrell, 1997; Kellermanns, Eddleston, & Zellweger, 2012;
Zellweger & Dehlen, 2011), focusing a considerable subset of that research
on socio-emotional wealth (Berrone, Cruz, & Gomez-Mejia, 2012;
Berrone et al., 2010; Gémez-Mejia, Haynes, Nunez-Nickel, Jacobson, &
Moyano-Fuentes, 2007; Kellermanns et al., 2012). Along these lines, it
is highly likely that contributions to both the entrepreneurship and fam-
ily business literatures will result from exploring (1) opportunities to gain
socio-emotional wealth rather than threats to this wealth, (2) the flow of
socio-emotional wealth rather than a sole focus on its stock; and, consis-
tent with these principles, and (3) the development of a micro-foundation
process model of socio-emotional wealth.

Lastly, family business researchers have often been trailblazers in explor-
ing and acknowledging firm-management practices to reap benefits that go
beyond purely economic gains, such as benefits associated with support-
ing family members’ psychological and social well-being (Lubatkin, 2007;
Schulze, Lubatkin, Dino, & Buchholtz, 2001; Schulze et al., 2003), ofter-
ing valuable career paths (Dyer & Handler, 1994), and protecting socio-
emotional wealth (Cruz, Gomez-Mejia, & Becerra, 2010; Gomez-Mejia,
Cruz, Berrone, & De Castro, 2011; Gomez-Mejia, Makri, & Kintana,
2010; Gomez-Mejia et al., 2007; Jones, Makri, & Gomez-Mejia, 2008).
Extending these concepts to prosocial behavior, in this chapter, we begin
to investigate how family firms could use their unique position to identify,
organize, and develop opportunities to alleviate suffering in- or outside
the family or the business.

The chapter proceeds by highlighting each of the areas of vitality and
the ways research in those areas can make important contributions to both
the family business and entrepreneurship fields.
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AN INTERACTIONS PERSPECTIVE OF ENTREPRENEURIAL
OPPORTUNITIES AND FAMILY BUSINESSES

Family business research has a strong tradition of exploring social inter-
actions (e.g., Kellermanns & Eddleston, 2004; Morris et al., 1997).
Specifically, because family firms often have both family and non-family
owners, considerable attention has been paid to the interaction between
principals and agents for issues related to conflicts of interest and asym-
metric information (Chrisman et al., 2004; Gomez-Mejia et al., 2001,
Schulze et al., 2003; Siebels & zu Knyphausen-Aufse3, 2012; Vilaseca,
2002). For example, Schulze (2001) highlighted the agency costs of altru-
ism—parents acting generously toward their children when running the
business (Kets de Vries, 1993; Schulze et al., 2003b)—and management
entrenchment—family members having secure positions in management
through neutralized internal control mechanisms (Gomez-Mejia et al.,
2001; Siebels & zu Knyphausen-Aufsefl, 2012; Villalonga & Amit, 20006).
Whereas research based on stewardship theory explains how agents act in
the best interest of the principles (Davis, Schoorman, & Donaldson, 1997;
Donaldson & Davis, 1991; Siebels & zu Knyphausen-Aufse8, 2012), fam-
ily members tend to place the well-being of the firm over their own well-
being (Cabrera-Sudrez, De Sad-Pérez, & Garcia-Almeida, 2001; Corbetta
& Salvato, 2004; Zahra, 2003). For example, the managers (i.e., stewards)
engage in pro-organizational behaviors that enhance family firm perfor-
mance (Corbetta & Salvato, 2004; Kellermanns & Eddleston, 2004) and
create a sense of community (Arregle, Hitt, Sirmon, & Very, 2007; Guzzo
& Abbott, 1990; Miller & Le Breton-Miller, 2000).

Despite knowledge about the economic and social exchange from the
family to others, there is little understanding of other commercial rela-
tionships in family firms (Gagné et al., 2014). Indeed, research on the
inter-relationships between the community and the actor over potential
opportunities provides a basis for an important contribution to entrepre-
neurship (Chap. 2; see also Shepherd, 2015), and, as we explore below,
this contribution can be achieved through family business research.

A potential opportunity represents both a vehicle and an outcome of
interaction, the exploration of which in the family business context can
provide the basis for important contributions to both fields. Individuals
can form a belief that a situation represents an opportunity for some-
one (Cornelissen & Clarke, 2010; Grégoire & Shepherd, 2012) and an
opportunity for them specifically (Autio, Dahlander, & Frederiksen, 2013;


http://dx.doi.org/10.1007/978-3-319-48701-4_2

RESEARCHING AT THE INTERSECTION OF FAMILY BUSINESS... 185

Haynie, Shepherd, & McMullen, 2009; Mitchell & Shepherd, 2010)—
that is, third- and first-person opportunity beliefs (McMullen & Shepherd,
20006), respectively. By acting on this potential opportunity, the individual
engages with a community to test (e.g., talk, probe, and exploit) the verac-
ity of the potential opportunity; in turn, a community of inquiry (e.g.,
customers, suppliers, and financers) provides feedback about the potential
opportunity (Autio et al., 2013; Shepherd, 2015; sce also Chap. 2). This
feedback can transform the mind of the individual, which can then trans-
form the nature of the potential opportunity and, through interactions
with the manifestations of the potential opportunity, transform the com-
munity of inquiry. This notion of mutual adjustment between the mind
and the world (Dewey, 1939) through testing and refining a potential
opportunity can inform (and be informed by) family business research.

From the social interactive perspective of the identification and refine-
ment of a potential opportunity, the “mind” refers to an individual
(implicitly independent of the firm context), and the “world” is external
to the individual (implicitly independent of the individual). The family
firm context requires us to begin to question these implicit assumptions
and thereby raise opportunities for future research to make important
contributions.

The Mutual Adjustment of the Family and the Potential
Opportunity

Although we have an understanding of how individuals identify (Fiet,
2007; Grégoire, Barr, & Shepherd, 2010; Shane, 2000) and form beliefs
about opportunities (McMullen & Shepherd, 2006), we do not have a
good idea of how groups come to form opportunity beliefs. Because fam-
ily members are (to varying degrees) in tune with each other’s emotional
and cognitive states (Morris, Silk, Steinberg, Myers, & Robinson, 2007),
have similar values (Aronoff, 2004 ), and have established communication
patterns (Fitzpatrick & Ritchie, 1994), the family business context is ideal
to begin to explore the role of the “collective mind” as an input and an
outcome of the refinement of potential opportunities. For example, to
what extent does the community of inquiry, through refining a poten-
tial opportunity, transform the family of a family business? At first, this
seems like a stretch because we often think of the family as relatively stable
and enduring. However, despite the initial assumption that the identity
of individuals and organizations are relatively stable and enduring (Albert
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& Whetten, 1985), recent research has acknowledged that identity is
mutable (Gioia, Patvardhan, Hamilton, & Corley, 2013; Gioia, Schultz,
& Corley, 2000). Although we are not going to resolve the debate about
the endurance of identity here, we can begin to think about when, how,
and in what way the family can be transformed by a community of inquiry
through interactions over a potential opportunity. In many ways, this
can add new insights into our understanding of mutual adjustment. It
is not just conflict over business issues that influences the family (Carr &
Hmieleski, 2015; Shepherd & Haynie, 2009) or conflict within the fam-
ily that influences the business (Dyer, 1994; Kellermanns & Eddleston,
2004; Lee & Rogoft, 1996; Schulze et al., 2003; Sorenson, 1999), but
interactions with a community of inquiry over a potential opportunity
have the potential to transform the family.

Moreover, the transformed family refines the potential opportunity,
which in turn influences the community. It is interesting to follow the
logic of this theorizing further. This process of mutual adjustment poten-
tially drives the family firm and the community of inquiry closer together,
and while this might be a profitable outcome for the business, it may
fundamentally transform the family “mind” in a way that perhaps none of
its individual members would prefer. Can family firms resist or cease the
interactive effect of a particular potential opportunity that is transforming
the family in an undesirable way? What are the processes of recognizing a
family transformation as undesirable, and what are the processes for ter-
minating (and even reversing) this mutual adjustment of family and com-
munity of inquiry via opportunity refinement or opportunity termination
(despite its high-profit potential)? It could be that the transformation of
the family from the pursuit of an emerging potential opportunity creates
a slippery slope (or path dependence) that is difficult to redirect or stop.

Communities of Inquivy Within the Family Business

While research has typically considered the community of inquiry to be
external and somewhat independent of the individual identifying and
refining the opportunity (Shepherd, 2015), a shift to the family business
context offers a different perspective on the community of inquiry. For
example, a community of inquiry could be considered more internal when
it involves other members of the business and /or other members of the
family. Given that a potential opportunity can be refined through interac-
tion with a community of inquiry, what happens when there are multiple
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communities of inquiry and each provides different feedback? The dif-
ferent feedback provides a basis for refining the opportunity in different
ways—a fork in the road. Which path is chosen, why, and with what con-
sequence? Perhaps it is less about consciously choosing a path but choos-
ing the community of inquiry with which to remain engaged. Indeed,
by pursuing one of the directions for refining the potential opportunity,
both communities of inquiry may be transformed but in different ways.
Therefore, the process of refining a potential opportunity may lead to the
transformation of the business (as a community of inquiry) and the family
(as a community of inquiry) in ways that create divergence between the
family and the business where there once was convergence. This notion
has implications for future research on the generation, evaluation, and
refinement of potential opportunities in the family business context.

If a potential opportunity is a source of transformation that creates
divergence between the family and the business in some family businesses,
then perhaps it can also be a source of convergence in other family busi-
nesses. That is, for family firms with little congruence between the family
and business sub-systems, the identification and refinement of a potential
opportunity may be a vehicle for transforming the communities such that
there is more overlap between the two, thereby resolving the “discon-
nect”—namely, putting them both on the same page. Rather than creating
two immovable yet opposing “mindsets,” a potential opportunity can rep-
resent a vehicle for interaction through which the potential opportunity
is refined. In so doing, the communities of inquiry are transformed, thus
closing the “mindset” gap. Future research can determine whether this
process of convergence leads to a compromise of tradeoffs or a win-win
situation.

Family Members’ Choices of Internal Communities of Inquiry

Over and above the interaction with the external community of inquiry
and between the family and the business communities of inquiry, the pro-
cess of refining a potential opportunity will likely have an impact at the
inter-personal level within both of the family firm’s sub-systems. Here, we
can focus on the unique aspect of the family business context—the family.
When a member of the family forms an opportunity belief, how does he or
she “test” it with other family members, change his or her conceptualiza-
tion of the potential opportunity (in line with feedback), and reflect that
changed conceptualization in refinements to the nature of the potential
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opportunity? How do these refinements then transform the group of fam-
ily members acting as a community of inquiry? Perhaps the individual with
the initial idea of a potential opportunity can choose or create this first
community of inquiry. Perhaps the family is used first as a community of
inquiry because they are proximal and vested. Alternatively, the first com-
munity of inquiry could be a smaller sub-group within the family, a smaller
sub-group of non-family business members, or an external (i.e., outside
the family business) community of inquiry before the family is approached
as a whole. As alluded to in the previous paragraph, the differential trans-
formation of communities through a potential opportunity’s refinement
may complicate a sequential process of advancing from one community to
the next. Indeed, although the generation of a potential opportunity likely
starts with one community or the other, this opportunity process likely
continues in a highly iterative process by which opportunity refinement
occurs through interactions within and between these different communi-
ties, which are themselves being transformed by the process.

In sum, we can learn a great deal about the process of opportunity
identification and refinement by exploring social interactions in the fam-
ily business context and thereby make important contributions to theory.
We can also learn a great deal about transformations of the family and the
business by exploring the identification and refinement of opportunities.

SUMMARY

In Fig. 6.1, we offer a sketch of an example of a more opportunity-based
perspective of family business interactions as a basis for guiding future
research. Although there are likely many potential future research con-
tributions arising from studies of the interactions occurring in the family
business context, we propose that important avenues for future research
include addressing the following questions: (1) How does testing the
veracity of a family business’s potential opportunity in a community of
inquiry transform the family, business, and/or external community? (2)
How does the transformation of the family community of inquiry and/
or the business community of inquiry refine the nature of the potential
opportunity? (3) How does the transformation of the business community
of inquiry (through the refinement of a potential opportunity) transform
the family community of inquiry and vice versa? (4) How and when does
the refinement of a potential opportunity lead to convergence of the fam-
ily and business (or convergence within cither sub-system)? (5) How and
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when does the refinement of a potential opportunity lead to divergence
of the family and the business (or divergence within either sub-system)?
(6) Finally, how does the sequence of engaging different communities of
inquiry impact the evolution of the potential opportunity and the mind of
the originator of the idea?

EMOTIONS, ENTREPRENEURSHIP, AND FAMILY BUSINESSES!

Our initial arguments are grounded in socio-emotional wealth (as repre-
sented in the family business literature) but also reflect a broader think-
ing in regard to the more general role emotion plays at the intersection
of family business and entrepreneurship. In this context, emotion refers
to subjective feeling states with a clear cause or object, a short duration,
and a focus on a specific target (adapted from Frijda, 1994). We believe
future research can make substantial contributions to the family business
and entrepreneurship fields (and beyond) by exploring the different roles
emotion plays. To begin this process, in the remainder of this chapter, we
briefly introduce potential contributions

Building of a Fivm’s Stock of Emotion Resouvces

Because most family business research takes a strategic-management per-
spective (Sharma, Chrisman, & Chua, 1997), it is unsurprising that stud-
ies of socio-emotional wealth usually start by focusing on an established
firm and its endowment of socio-emotional wealth (Chua, Chrisman, &
De Massis, 2015; Gémez-Mejia et al., 2007; Kellermanns et al., 2012).
Given the nature of entrepreneurship research, however, an important
topic of study is new venture creation and organizational emergence
(Delmar & Davidsson, 2000; Katz & Gartner, 1988). Through a more
in-depth investigation of organizational emergence, we can start to under-
stand how this endowment of socio-emotional wealth is created and, per-
haps, what “imprinting effect” it has. How do emerging organizations
develop an emotion-related endowment, why do some new organizations
have stronger emotion-related endowments than others, and how does
this endowment (or lack thereof) influence the other nascent activities in
the organizational-emergence process?

Research exploring the connections between activities of building
emotion stocks and those of building an organization is likely to shed
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new light on our understanding of not only the entrepreneurial process
as a whole but also the beginning phases of family firms. For example,
through such research, we could gain a deeper understanding of how
an emerging organization’s current emotion-related endowment affects
the type, timing, and/or sequence of the nascent activities associated
with organizational emergence (for nascent activities, see Lichtenstein,
Dooley, & Lumpkin, 2006). Perhaps there is a different pattern of orga-
nizational emergence for firms starting with a greater emotion-related
endowment than for organizations with a weaker emotion-related
endowment and/or for firms trying to grow their emotional endow-
ment (although, this likely depends greatly on the type of emotional
endowment under investigation). For instance, as firms engage in orga-
nizational-emergence activities, such as member selection for family
businesses or activities that build stronger connections between found-
ing team members, they are likely to uncover or begin to build a socio-
emotional endowment. Thus, firms may be able to influence and actively
manage the creation of an emotional endowment around the family or
some other kinship group.

Micro-Foundations of a Fivm’s Stock of Emotion Resources

Unsurprisingly, many family business scholars of socio-emotional wealth
have focused on the firm level of analysis primarily due to their inter-
est in the performance of family firms (Cruz et al., 2010; Goémez-Mejia
et al., 2007). However, by shifting the level of analysis to individuals,
dyads, and sub-groups within the firm (including within the family), many
new research opportunities arise to investigate the micro-foundations of
firms’ stocks of emotions (see Miller & Le Breton-Miller, 2014; Schulze
& Kellermanns, 2015). In particular, by disaggregating firm-level socio-
emotional wealth, research has the potential to reveal how and why the
stocks and flows of emotions (specifically those related to kinship ties)
influence entrepreneurial activities. Further, this approach will allow us to
explain the degree and characteristics of firms’ entrepreneurial actions as
well as the outcomes of those actions for not only family and /or business
members but also firm performance.> A promising first step may be to
study the emotion stocks (type and level) of sub-groups within the firm as
well as within the family. More specifically, it is probable that sub-groups
within the family (e.g., husband and wife, siblings, in-laws, grandchil-
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dren) form different perceptions regarding various aspects of the busi-
ness (e.g., the value of current family control of the business), thereby
resulting in different levels of socio-emotional wealth. By exploring sub-
groups’ emotion stocks in general and their emotion-related values more
specifically (and emotions flows), future research can clarify how and why
families with different sub-groups make different decisions and/or have
different performance outcomes.?

Indeed, to the extent that these differences in emotion stocks across
sub-groups affect entrepreneurial activities and thus entrepreneurial
action, the importance of this research will be heightened. It could be that
differences in emotion-related values among sub-groups create tension
among firm members over which opportunities the firm should pursue.
If this is the case, how do firm members overcome conflicts? It could be
that tension among sub-groups could be functional (i.e., task conflict) if
the different sub-groups serve as a “check” for other groups’ opportu-
nity proposals, thus maintaining some form of “emotional” balance in the
firm. It is also likely that differences in sub-group emotional stocks help
firms identify and /or generate more opportunities from which to choose
(for more on the advantages of a larger opportunity set, see Gruber,
MacMillan, & Thompson, 2008) or from which to create a portfolio of
ventures (see Bakker & Shepherd, 2017).

Stocks and Flows of Emotion Resouvces

Researchers can improve theory on the stock of emotion-related values
(e.g., socio-emotional wealth) by studying the flow of such stock (Chua
et al., 2015) as well as variations in flow across family members (Miller
& Le Breton-Miller, 2014). Such research will enable the creation of
a more dynamic, finer-grained process model (e.g., the stock and flow
of knowledge [Dierickx & Cool, 1989]) detailing how collective emo-
tions affect decision making within family and /or entrepreneurial busi-
nesses. More specifically, as the firm, family, family members, and/or
founders move through the entrepreneurial process, the firm’s stock
of socio-emotional wealth and other forms of emotion-related values
will likely change (and perhaps ebb and flow). For example, for some
parts of the entrepreneurial process (e.g., developing the business), the
perceived value of family control and influence (Berrone et al., 2010;
Gomez-Mejia et al., 2007) may be more desirable than for other parts
(e.g., inventing). Similarly, given their different interests, skills, and pref-
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erences, family members are likely to identify with and be attracted to
(Dyer & Whetten, 2006) different parts and activities of the firm (e.g.,
identifying more with the marketing department than with the manufac-
turing department). By pursuing opportunities with which they identify,
family members are likely to generate positive emotions, whereas they
are likely to generate negative emotions by pursuing opportunities with
which they do not identify.

Kinship ties also play an interesting role in family businesses, with
some ties likely being stronger among some sub-groups than others
(e.g., Discua-Cruz, Howorth, & Hamilton, 2013). Additionally, kinship
ties may “switch” for different tasks associated with the entrepreneurial
process: ties with one’s sister, for example, may be stronger for creative
endeavors, whereas ties with one’s brother are stronger for opportunity
exploitation. Furthermore, because most individuals are emotionally
attached to at least some parts of their work (Eddleston & Kellermanns,
2007), entrepreneurial project failure may negatively impact emotional
attachments (Shepherd, Patzelt, & Wolfe, 2011) between kin but may
also open up the possibility for other attachments to develop (e.g., a new
project or an addition to the family). However, while kinship ties are gen-
erally discussed in the context of family firms, researchers can also consider
investigating the development of stocks of emotions in non-family kinship
groups. Socio-emotional wealth theory may no longer apply when the
focal group is not the family, but socio-emotional wealth scholars do seem
to be open to the possibility: “non-family principles and managers might
experience some of this [socio-emotional wealth]” (Berrone et al., 2012,
pp- 259-260).

Acknowledging that stocks of emotions can be affected by firm mem-
bers’ entrepreneurial activities, researchers can begin to explore the recip-
rocal relationship between stocks of emotions and entrepreneurial action.
There could be an emotion stock—entrepreneurial action spiral, for exam-
ple, if a stock of emotions (e.g., collective emotion—related values) affects
a firm’s decision to undertake entrepreneurial action and then the entre-
preneurial process impacts that stock of emotions. This spiral could be
positive, with a higher stock of emotions leading to more entrepreneurial
action and the increased entrepreneurial action contributing to the emo-
tion stock. The spiral could also be negative, with a drop in the emotion
stock (or a threat of a loss in stock) resulting in decreased entrepreneur-
ial action and this reduced entrepreneurial action leading to a further
decrease in the emotion stock.



194 D.A. SHEPHERD AND H. PATZELT

Emotional Reactions to Failure

Family business researchers have spent considerable time investigating the
negative effects of the loss (or threatened loss) of socio-emotional wealth
on decision making (Cruz et al., 2010; Goémez-Mejia et al., 2007), and
entrepreneurship researchers have studied the negative effects of the loss
of an entrepreneurial endeavor (i.e., a project [Shepherd et al., 2011] or
a business [Shepherd, 2003]) on decision making; however, surprisingly,
there has been little overlap between the two fields. Given their similar
interests, cross-fertilization will likely benefit both fields. In particular,
higher stocks of emotions could lead firm members to persist in busi-
ness endeavors despite poor performance. However, such persistence may
make failure more costly if it does occur, which is likely to have an adverse
effect on the family’s (and its members’) well-being. Moreover, as the
family invests greater emotion stocks in the business, the firm is likely to
grow in importance among family members, thus generating more grief
if failure does occur. This resulting grief could cause family members to
suffer longer, learn less, and be less motivated to try again after failure. On
the other hand, some of the emotion stocks that led to persistence could
also serve as a means to cope with grief. Namely, when faced with grief
over entrepreneurial failure, firms with higher emotion stocks may be able
to help family members more quickly reduce grief, learn from the failure,
and try again. However, firm failure could also ruin or dramatically alter
the family’s (and family members’) set of emotion-related values. These
conjectures are all speculations at this point. Further research is needed
on the emotion stocks of the family (and/or the individuals and groups
within the family) and on the failing and/or failure of entrepreneurial
endeavors (i.e., projects or firms).

SUMMARY

In Fig. 6.2, we offer a sketch of an emotion-based entrepreneurial process
in a family business as a basis for guiding future research. The creation of
a family business begins with the family and some level of organizing (a
nascent organization) and includes an emotional endowment that influ-
ences the extent of entrepreneurial action. Entrepreneurial action, at the
project level, can lead to success or failure, and these project outcomes
influence the overall performance of the family business. The family busi-
ness’s emotional endowment is made up of the emotional endowment of
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its various sub-groups. Differences in emotional endowments can lead to
conflict, which can in turn influence entrepreneurial action and the sub-
groups’ emotional endowment from which the conflict originally arose.
Indeed, the emotional endowment of the family’s sub-groups is influ-
enced by the family business’s entrepreneurial action, project outcomes,
and performance. Similarly, the nature of the family business itself can be
influenced by the family business’s entrepreneurial action, project out-
comes, and performance.

EMoTIONAL RESPONSES TO OTHERS’ SUFFERING,
ENTREPRENEURSHIP, AND FAMILY BUSINESSES*

Researchers have found that when the family has influence in managing the
business, resulting business decisions are generally more socially respon-
sible and reflect stronger notions of community citizenship (Berrone
et al., 2010; Dyer & Whetten, 2006). The driving force of such “socially
responsible” behavior is likely prosocial motivation—an individual’s desire
to expend effort to assist (i.e., protect or promote the welfare of) other
people (Batson, 1998; Grant, 2007). In addition, firms can engage in
prosocial behavior through compassion organizing: “a collective response
to a particular incident of human suffering that entails the coordination of
individual compassion” (Dutton, Worline, Frost, & Lilius, 20006, p. 62).
Compassion organizing refers to organizations’ repurposing and redirect-
ing routines used for normal work to quickly respond to employees in
need to help alleviate their suffering, such as the University of Michigan’s
response to the suffering caused to students by a fire on campus (Dutton
et al., 20006).

However, there are times when the firm’s current routines and pro-
cesses do not align with the needs associated with a member’s suftering. In
such cases, the family within (and perhaps reaching beyond) the bound-
aries of the firm may be able to offer the routines and processes neces-
sary to ease the organizational member’s suffering. That is, the family can
serve as the foundation for organizing the identification and exploitation
of a potential opportunity to alleviate the member’s suffering. As with
any business task, it is likely that some families are better at compassion
organizing than others. For instance, families that faced suffering in the
past could have stronger compassion-organizing capabilities in the family
business context than families without such experience.
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As opposed to the “normal” routines of an established firm being used
to alleviate suffering, Shepherd and Williams found that new ventures
were spontaneously created (within hours and days) to ease people’s
suffering in the aftermath of the Black Saturday bushfires (Shepherd &
Williams, 2014; Williams & Shepherd, 2016) and the Haiti earthquake
(Williams & Shepherd, 2017), both of which were natural disasters that
caused extensive damage. It usually takes months and even years for
an organization to emerge, so it is remarkable how rapidly these ven-
tures were created and acted to ease suffering (within days and weeks).
Interestingly, many of these ventures involved family. In this context,
families may have been uniquely positioned to provide the routines and
processes necessary to speed up the venture-creation process in order
to quickly deliver customized solutions for the alleviation of suffering.
While the Black Saturday bushfire and Haiti earthquake are extreme
examples of compassion organizing, it is through extreme cases like
these that we can extend and build theory (Eisenhardt, 1989). Shepherd
and Williams’s work highlights that our understanding of the role of
family in the venture-creation process is incomplete (over and above the
“family” from “fools, family, and friends” as sources of capital [Aldrich
& Cliff, 2003]), especially in regard to alleviating suffering through ven-
ture creation. It could be that responding compassionately to others’
suffering strengthens prosocial motivation, enables the development of
new routines (within the family and /or firm) to alleviate subsequent suf-
fering (by family and /or organizational members), and builds individu-
als’ capacity to rapidly create new ventures.

Contingencies—rather than global predictions about family firms’
(or even one specific family firm’s) entrepreneurial actions—are likely to
be important in fully understanding behavior. The nature of a potential
opportunity is one such contingency. This particular contingency is impor-
tant because a potential opportunity’s non-economic value can vary signif-
icantly across family businesses for a host of family and non-family reasons.
For instance, the concept of family values often underpins the notion of
community (Arregle et al., 2007; Miller & Le Breton-Miller, 2006). As
such, it could be that family-run businesses act more prosocially toward
the communities in which they are located (e.g., local neighborhood and /
or family-oriented groups), which may or may not lead them to act less
prosocially toward “outside” groups. In an entrepreneurial context, this
prosocial behavior is significant as prosocial motivation could help explain
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why some family firms identify and exploit specific opportunities to “do
good” for some individuals/groups while foregoing opportunities to
help others. That is, we can learn more about the fundamental elements
of social and sustainable entrepreneurship research by gaining a deeper
understanding of the family’s role in firm decision making. For instance,
investigating differences among families and the influence such differences
have on firm decision making is likely to lead to a richer understanding of
firm actions that enable (or hinder) specific social and/or environmental
outcomes.

While research has shown that family firm managers take action to
promote and/or protect other family members’ welfare (Kellermanns &
Eddleston, 2004; Schulze et al., 2001), it is unclear whether these same
managers are driven to promote and/or protect the natural environ-
ment. For instance, entrepreneurs have been found to disengage their
pro-environmental values to pursue opportunities that harm the natural
environment when they have high entrepreneurial self-efficacy and face
conditions of low munificence (Shepherd, Patzelt, & Baron, 2013). As
this example shows, even people who have strong pro-environmental
values (and who are thus expected to be good stewards of the envi-
ronment) are occasionally confronted with situations that cause them
to disengage their values, leading them to serve as poor environmental
stewards. While many studies in the family business field have focused
on the notion of stewardship, it remains uncertain what stewardship
theory would predict when family business members are confronted
with conflicting stewardship scenarios. On the one hand, maintaining
a positive external image of the family would require family stewards
to make ethical decisions (e.g., not exploiting opportunities that harm
the environment). On the other hand, however, if stewardship of the
firm comes into direct conflict with stewardship of the environment,
the entrepreneur may decide to disengage his or her pro-environmental
values to pursue an opportunity that protects the family’s interests but
harms nature. Alternatively, when presented with this type of steward-
ship conflict, the entrepreneur (or other key decision maker) may decide
to disengage his or her family values to avoid damaging the natural envi-
ronment. Future research is needed to fully understand the role family
plays in firm members’ disengagement of values to exploit potentially
harmful opportunities as well as the conditions under which family val-
ues are disengaged to exploit certain opportunities.
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SUMMARY

In Fig. 6.3, we offer a sketch of a prosocially based entrepreneurial pro-
cess in a family business as a basis for guiding future research. The family
business is at the intersection of the family and the business and, through
its prosocial motivation, can form a belief about a potential opportu-
nity to alleviate suffering. This compassionate response can be organized
through its normal routines or through compassion venturing—the cre-
ation of either a de novo or de alio new venture. The suffering alleviated
can be inside the family business (i.e., family employees and /or non-family
employees) or outside the family business (i.e., non-employee members
of the family or others unrelated to the business or the family). In turn,
the alleviation of suffering can influence the family business and/or its
prosocial motivation.

DiscussioN AND CONCLUSION

Although there are many research opportunities at the intersection of
the entrepreneurship and family business fields (see Goel & Jones, 2016;
Kellermanns & Eddleston, 2006; Zellweger, Kellermanns, Chrisman, &
Chua, 2012), in this chapter, we offered three potential future areas that
we believe can considerably advance both fields by combining and blend-
ing constructs and relationships specific to one field with those of the
other field.

First, we proposed that an entrepreneurial-opportunities perspective
can be a fruitful avenue to study interactions within family businesses as
well as interactions between these families and associated communities
of inquiry. In addition, this perspective can shed light on how both the
family business and the communities of inquiry are shaped by and shape
the potential opportunities being developed. An important aspect of this
research stream is that it needs to be dynamic. It seems that longitudinal
data would offer great benefits for addressing the research questions out-
lined earlier. For example, inductive case studies may be able to provide
in-depth insight into the co-evolution of families, opportunities, and com-
munities of inquiry as well as mutual adjustments (e.g., see Gioia and col-
leagues’ work on identity as potential exemplars [ Gioia, Price, Hamilton,
& Thomas, 2010; Patvardhan, Gioia, & Hamilton, 2015]). Furthermore,
since the formation of opportunity beliefs is a cognitive process that takes
place in family members’ minds, experimental approaches like conjoint
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studies and verbal protocol analysis, which have been used previously to
study opportunity evaluations (Grégoire et al., 2010; Shepherd et al.,
2013, respectively), might provide new insights into family members’
decisions to adjust potential opportunities based on the characteristics and
feedback of the community of inquiry.

In addition, we believe that future research opportunities on the topic
of emotion could offer important contributions to knowledge. While
both fields acknowledge the importance of emotion and have explored
it in a variety of ways, blending the two fields’ diverse knowledge on the
topic is likely to provide the foundation for new insights. In particular, the
speculations we made regarding future research on emotional responding
and on decisions to do good and/or cause harm are the most uncertain.
In many ways, however, this uncertainty makes these topics so exciting.
Through this future research, we have the opportunity to venture into the
unknown to explore an area that could have positive implications not only
for individuals, families, and organizations but also for societies at large.
We hope this chapter leads to fruitful thought, discussion, and action and
are eager about the possible contributions for research in the family busi-
ness and entrepreneurship fields as well as at the intersection of the two.

NOTES

1. The content of this section relies largely on Shepherd (2016).

2. We are in no way criticizing previous work on socio-emotional
wealth when we suggest that nuances are lost when individuals” and
groups’ emotions are aggregated to the firm level; this occurs with
most (if not all) psychological variables at the firm level, and we do
not deny that there are benefits of investigating phenomena at the
firm level. Shifting levels of analysis, however, is likely to enable new
theoretical insights (Hedstrom & Swedberg, 1998).

3. As this research unfolds, new labels for emotion stocks at different
levels of analysis may be needed. For example, if research reveals that
socio-emotional wealth exists only at the firm level, we may need
different labels for socio-emotional wealth at the individual, dyad,
and within-firm group levels. Of course, we need more theorizing
for this construct at different levels. For instance, does the socio-
economic wealth of a sub-group within the family (e.g., a husband
and wife) indicate that sub-group’s overall perceptions of, for exam-
ple, the value of current family control or the value of their (i.e., the
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husband and wife’s) control of the family firm? Unanswered ques-
tions like these represent important research opportunities. To fully
understand the micro-foundations of socio-emotional wealth,
research will likely have to reveal how differences in perceived value
by family sub-units aggregate to become a firm-level construct.

4. The content of this section relies largely on Shepherd (2016).
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CHAPTER 7

Researching the Inter-Relationship
of Health and Entrepreneurship

INTRODUCTION

Health is inarguably a significant topic in people’s everyday lives, and
unsurprisingly, scholars have taken great interest in exploring this issue.
For example, marketing scholars have explored the health implications of
“supersizing” food purchases (Haws & Winterich, 2013), the impact of
health claims on product preference (Aschemann-Witzel & Hamm, 2010),
and price sensitivity to healthy versus unhealthy food (Talukdar & Lindsey,
2013); operations scholars have explored capacity expansion in outpatient
clinics (LaGanga, 2011), quality management practices and processes in
hospitals (Goldstein & lossifova, 2012), and the performance of health
information technology (Queenan, Angst, & Devaraj, 2011); manage-
ment scholars have explored the relationship between employee stress and
health (Bono et al., 2013), the effects of sleep deprivation on workplace
deviance (Christian & Ellis, 2011), and learning by surgical teams (Vashdi,
Bamberger, & Erez, 2012); and strategy scholars have explored multi-
national firms’ responses to disasters (Oh & Oetzel, 2011), the effects of
diversification in the medical-device industry (Wu, 2013), and the effect of
board characteristics on firms’ strategic change in the healthcare industry
(Goodstein, Gautam, & Boeker, 1994).

This chapter is based on Shepherd and Patzelt (2015).
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Although there is some entrepreneurship research exploring the topic
of health (e.g., work on how an entrepreneurial career impacts individu-
als’ psychological [e.g., Kets de Vries, 1980; Tetrick, Slack, Da Silva, &
Sinclair, 2000] and physical [Boyd & Gumpert, 1983; Buttner, 1992]
well-being or work on biotechnology ventures developing new thera-
peutic treatments [e.g., Deeds, DeCarolis, & Coombs, 1999; Evans &
Varaiya, 2003; Patzelt, Shepherd, Deeds, & Bradley, 2008]), there are still
numerous opportunities for scholars to expand this body of knowledge
and, by doing so, not only make significant contributions to people’s lives
but also deepen our understanding of entrepreneurial phenomena. When
we refer to health, we mean both physical health—*“the physiological and
physical status of the body”—and mental health—*“the state of the mind,
including basic intellectual functions” (Shepherd & Patzelt, 2015, p. 22;
Ware, Brook, Davies, & Lohr, 1981). To limit the scope of this chap-
ter and make the topic a bit more manageable, we restrict our focus to
an individual’s health as these specific aspects of health have an obvious
boundary—namely, they “end at the skin” (Shepherd & Patzelt, 2015,
p. 22; Ware et al., 1981). Drawing on multiple health-related streams of
research from different disciplines, we identify potential linkages between
entrepreneurship and both the health of the entrepreneur and the health
of others. From these linkages, we develop sets of research questions and
suggest potential points of departure and trajectories for future research
projects. We believe this chapter makes an important contribution and can
stimulate fruitful future research for a number of reasons.

First, our proposed research agenda reflects our belief that the commu-
nity of entrepreneurship scholars has the research capabilities to generate
new insights that enhance our understanding of health, which in turn may
lead to knowledge on how to better protect and improve people’s health
(World Health Organization, 2000). By better understanding the health
of those who select an entrepreneurial career (and why) and the health
consequences of pursuing entrepreneurship, we are a step closer to the
lofty goal of helping protect and improve entrepreneurs’ health.

Second, the continuously increasing number of research projects on
environmental, social, developmental, and sustainable entrepreneurship
(sce also Chap. 5) provides evidence of many entreprencurship scholars’
desire to “do good” by providing a deeper understanding of the processes
by which entrepreneurship can help alleviate social problems. Scholars
can continue this focus on doing good by exploring the antecedents of
entrepreneurial actions that improve others’ health. Thus, we expect that
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many members of the entrepreneurship scholarly community show a
strong motivation to expand their research into studying the relationship
between entrepreneurship and health.

Third, entrepreneurship research will hopefully contribute to knowl-
edge that enhances the health of individuals (entrepreneurs and others).
Although we take a psycho-social perspective as a basis for making con-
jectures on the relationship between entrepreneurship and an individual’s
health, we hope that we pique the interest of a broad range of scholars to
further explore this topic beyond the individual level of analysis. Since one
of the strengths of the entrepreneurship research community is its inter-
disciplinary composition, we hope that this chapter can inspire scholars
focusing on other levels of analysis (e.g., teams, organizations, institu-
tions, and regions) and draw on other theoretical perspectives (e.g., insti-
tutional entrepreneurship).

To develop our research agenda, we first explore how entrepreneurship
might impact the entrepreneur’s health. Specifically, we speculate on how
entrepreneurship generates stress and both positive and negative emo-
tions, which impact the entrepreneur’s health, and we speculate on how
entrepreneurship can improve the entrepreneur’s health through enhanc-
ing socioeconomic status. Second, we explore how entrepreneurial action
might impact the health of others. We explore the ways particular personal
experiences, professional knowledge, and prosocial motivation can result
in entrepreneurial action that improves the health outcomes of people
aside from the entrepreneur him- or herself.

ENTREPRENEURSHIP AND THE HEALTH
OF THE ENTREPRENEUR

An entrepreneurial career differs from a career as an employee in an estab-
lished organization in multiple ways. For example, while entrepreneurs usu-
ally enjoy more decision autonomy (Shane, Locke, & Collins, 2003) and
freedom in arranging their work environment (Forbes, Borchert, Zellmer-
Bruhn, & Sapienza, 2006), their job demands are typically more complex
(Lazear, 2005) and uncertain (Teoh & Foo, 1997) than those of employ-
ees. Further, research indicates that entrepreneurs are often subject to
more occupational stress than non-entrepreneurs (Buttner, 1992; Stoner,
Hartman, & Arora, 1990; Teoh & Foo, 1997; Williams, 1984) but that
they nevertheless tend to experience fewer negative (Patzelt & Shepherd,
2011) and more positive (Baum & Locke, 2004; Cardon, Wincent, Shigh,
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& Drnovsek, 2009; Cardon, Zictsma, Saparito, Matherne, & Davis, 2005;
Smilor, 1997) emotions from work than employees. Finally, there is evi-
dence that entrepreneurship can help achieve better financial income than
other careers (Carter, 2011; Lazear, 2005; Nanda, 2008; Quadrini, 2000;
for an exception, see Blanchflower & Shadforth, 2007). Based on these
findings and specific characteristics of an entrepreneurial career, we now
explore (1) the role of an individual’s health status in his or her decision to
pursue entrepreneurship as a career option and the ways the pursuit of an
entrepreneurial career impacts the individual’s health by influencing his or
her (2) stress levels, (3) emotions, and (4) socioeconomic status.

Health and the Puvsuit of an Entreprenenrial Career

There is evidence that people with health-related restrictions select into
an entrepreneurial career. For example, groups who perceive obstacles to
advancement in traditional employment roles are likely drawn to an entre-
preneurial career (Callahan, Shumpert, & Mast, 2002; Kendall, Buys,
Charker, & MacMillan, 2006). Specifically, people with disabilities are fre-
quently drawn to an entrepreneurial career because it can provide greater
accommodations for aspects of their work (Arnold and Seekins, Arnold
& Seekins, 2002; Hagner & Davies, 2002), such as flexibility to manage
work around visits to doctors and hospitals and days when poor health
could negatively impact performance. Although accommodations related
to physical access are generally made in the workplace for employees
(Batavia & Schriner, 2001), people with disabilities desire other accom-
modations; they desire (and often require) flexibility to arrange work time
around health problems and treatment, and they highly value autonomy
(Arnold & Seeckins, 2002; Hagner & Davies, 2002). Indeed, statistics
demonstrate that people with disabilities are more than twice as likely
to become self-employed than people without disabilities (US Census
Bureau, 2002). Therefore, limitations caused by health-related problems
appear to motivate such people to pursue an entreprencurial career. In
turn, an entrepreneurial career provides the flexibility to allow these indi-
viduals to accommodate their health needs and treatment, which likely has
a positive impact on their health. These aspects and findings represent a
number of research opportunities.

Flexibility and health. While entrepreneurial careers generally provide
more flexibility than traditional employment, each entrepreneurial career
path is different in terms of the amount and type of flexibility it offers.
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For example, founders who seek and obtain external capital to grow their
business often realize they must give up more decision-making author-
ity and control in running their business compared to those who restrict
business growth to activities that can be funded by internal sources, such
as additional owner equity or funding acquired through bootstrapping
(Wasserman, 2008). Furthermore, long-time and dominant alliance part-
ners can limit founders’ strategic flexibility in developing their venture’s
network in new directions (Maurer & Ebers, 2006). Indeed, different
health problems may require different work-related flexibility. What are
the different flexibility requirements stemming from major health prob-
lems, and how do they motivate an entrepreneurial career? How do these
entrepreneurs use flexibility to enhance health or reduce health problems?
Perhaps for entrepreneurs with specific health problems, there is a level
of flexibility offered by an entrepreneurial career beyond which further
increases are actually detrimental to health. For instance, some psycholog-
ical disorders, such as attention deficit/hyperactivity disorder, are associ-
ated with high levels of impulsivity, and entrepreneurs suffering from these
disorders might not be able to control themselves and function well under
highly flexible conditions. That is, it is important to understand the activi-
ties, processes, and other mechanisms that entrepreneurs use to attain the
types of flexibility that accommodates their health requirements and/or
enhances their state of health because as we gain a deeper understand-
ing of the “how,” we can also begin to gain a deeper understanding of
which mechanisms are most effective at managing health. Understanding
the effectiveness of specific “flexibility mechanisms” in enhancing health
through an entrepreneurial career would represent an important step
toward providing advice to those considering such a career move. Perhaps
training and education programs, especially for those with health-related
problems, can one day provide concrete steps outlining how such people
can pursue a rewarding entrepreneurial career that offers the appropriate
types and levels of flexibility needed to also benefit their health.

The above discussion focuses on individuals drawn to the flexibility of
an entrepreneurial career to cope with health problems, but perhaps other
entrepreneurs (motivated by other reasons) can also use the flexibility of
this career to pursue personal bealth opportunities. Perhaps the flexibility
of'an entrepreneurial career enables individuals to pursue their sporting or
recreational activities. For example, Goldsby, Kuratko, and Bishop (2005)
showed how small business owners’ engagement in physical activities
(e.g., running and weight-lifting) is positively associated with the intrinsic
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and extrinsic rewards from entrepreneurship as well as increased firm sales.
How do entrepreneurs use flexibility to enhance personal health? Again,
we are interested in the activities, processes, and other mechanisms that
entrepreneurs use to pursue these health opportunities as well as which
are more effective in doing so. However, as we explore below, this is not
a one-way street—the flexibility of an entrepreneurial career facilitates
health, but health can also generate flexibility in an entrepreneurial career.
For example, as an individual begins to overcome health-related problems,
there are fewer constraints on entrepreneurial action. Similarly, the health
opportunities, such as recreational activities, the entrepreneur pursues
may help entrepreneurial action. Indeed, physical activity (associated with
sporting, recreational, and leisure activities) is associated with enhanced
cognitive functioning in terms of, for example, selective attention, working
memory, and cognitive flexibility (in their review of the literature, Prakash,
Voss, Ericvkson, and Kramer [2015] noted that while the results are quite
strong for children, there are few studies of adults and that the results for
adults are somewhat mixed); psychological functioning, such as higher
self-esteem (Sonstroem & Morgan, 1989), reduced anxiety (Anderson
& Shivakumar, 2015), decreased likelihood of depression (Camacho,
Roberts, Lazarus, Kaplan, & Cohen, 1991), and reduced likelihood of
mortality (Kampert, Blair, Barlow, & Kohl, 1996; Katzmarzyk, Janssen, &
Ardern, 2003). Future research can explore the nature of this reciprocal
relationship between time used for enhancing health and performance in
an entrepreneurial career (perhaps even vis-a-vis a career as an employee).
Obviously, there are likely limits to time spent enhancing health in terms
of its positive impact on entrepreneurial performance—if an individual
dedicates most of his or her time to surfing, then his or her personal health
is likely enhanced but not necessarily the firm’s financial health.
Autonomy and health. Self-determination theory (Deci & Ryan,
1985; Ryan & Deci, 2000) proposes that individuals have a basic need
for autonomy, and people often pursue an entrepreneurial career because
it provides more autonomy than working as an employee. However,
different entrepreneurial ventures are likely to provide varying levels of
autonomy, and entrepreneurs themselves are likely to desire more or less
autonomy depending on their personal characteristics. Future research has
an opportunity to more deeply explore the relationship between health-
related problems and the desire for autonomy. Why are some health-
related problems associated with a greater desire for autonomy than other
health-related problems, and how do these manifest in the entrepreneurial



RESEARCHING THE INTER-RELATIONSHIP OF HEALTH... 215

ventures formed? It could be that the desire for autonomy is associated
with obtaining the flexibility to deal with health-related issues or oppor-
tunities (described above), but autonomy may provide additional psycho-
logical benefits. Haynie and Shepherd’s (2011) research offered some
initial insight; they found that people who were injured after obeying
orders on the battlefield wanted more autonomy as did individuals who
required a long period of hospitalization due to their health problems,
during which they had to follow others’ (e.g., nurses, doctors, therapists)
instructions. These findings indicate that the more a health-related prob-
lem is associated with a loss of personal control (either directly causing
the health problem or being caused by the health problem), the more the
individual desires autonomy in an entrepreneurial career. Therefore, while
the need for autonomy is considered a basic psychological need (Ryan
& Deci, 2000), the weight and the nature of this need for autonomy
likely vary across (potential) entrepreneurs and the amount offered by
the careers they pursue. The key then becomes obtaining a fit between
the level of autonomy needed and the entrepreneurial career (created or
chosen). How do individuals achieve such a fit? Future research looking
to address this question about fit may want to begin with the career litera-
ture, particularly the research on identity work discussing how individu-
als can modity themselves to achieve fit, modify the nature of the task to
achieve fit, or both (e.g., Ibarra & Barbulescu, 2010; Nicholson, 1984;
Pratt, Rockmann, & Kaufmann, 2006). This career literature has typi-
cally been developed such that changes to the task are relatively modest
given a focus on employment; more research is needed exploring substan-
tial changes to the task (e.g., an entrepreneurial career) (see Shepherd &
Williams, 2017). To what extent have individuals created and changed the
nature of their entrepreneurial role to satisty their health-related needs for
autonomy? It is likely that such accommodations have implications for the
nature of the opportunities identified and pursued.

Competence and health. Over and above physical accommodations,
flexibility, and autonomy, what other requirements do people with health
problems seek when deciding whether to pursue an entrepreneurial
career or deciding between different entrepreneurial career alternatives?
According to self-determination theory, people also need to satisty the
psychological needs for competence and belonging (Deci & Ryan, 1985;
Ryan & Deci, 2000). It appears that when poor health prevents one from
doing tasks, there is an even greater desire to pursue an entrepreneurial
career in which the individual can build and use his or her competen-
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cies (Haynie & Shepherd, 2011). To the extent that an entrepreneurial
career enables people who have lost confidence in their ability to rebuild
that confidence, then there are likely health benefits (especially benefits
arising from improved psychological well-being). How does poor health
impact the need for competence, and how does this need for competence
impact the choice and pursuit of an entrepreneurial career? It would seem
that an entrepreneurial career provides the opportunity for an individual
to best utilize his or her competences (Sarasvathy, 2001) and therefore
satisfy the psychological need for competence caused by health-related
problems. However, an entrepreneurial career also provides feedback on
that competence. Even negative feedback can help satisfy the need for
competence if that feedback allows the individual to further enhance his
or her competences. However, receivers do not always interpret negative
feedback as an unambiguous blessing (i.e., as a way to improve their com-
petences); rather, they may interpret it as a signal of incompetence that
cannot be overcome. Future research can investigate why some people
who receive negative feedback interpret it in a way that satisfies their need
for competence while others interpret in a way that thwarts their need for
competence. Of particular interest to this chapter is how the health prob-
lem underlying the need for competence impacts (if at all) how individuals
interpret negative feedback from an entrepreneurial career. Perhaps health
problems caused by a traumatic injury—an injury that shatters the indi-
vidual’s assumptions about him- or herself, others, and the nature of the
world—may result in a more negative interpretation of negative feedback
from entrepreneurial action than non-traumatic health problems. On the
flip side, perhaps positive feedback from entrepreneurial action is inter-
preted as more positive by those who experienced traumatic injuries than
those with non-traumatic health problems. There is much to explore in
terms of the psychological need for competence, the nature of individuals’
health, and the continued pursuit of an entrepreneurial career.
Belongingness and health. In addition to needs for autonomy and
competence, people also strive to fulfill a need for belongingness to a social
group (Deci & Ryan, 1985; Ryan & Deci, 2000). However, poor health
can lead to loneliness (Molloy, McGee, O’Neill, & Conroy, 2010), includ-
ing active avoidance of people who are healthy (Hazer & Boylu, 2010).
Loneliness is an emotional state caused by feeling alienated and /or misun-
derstood by others, thereby leading individuals to feel a lack of social inte-
gration and/or emotional intimacy (Donaldson & Watson, 1996; Rook,
1984). Loneliness is not the same as being alone, which individuals occa-



RESEARCHING THE INTER-RELATIONSHIP OF HEALTH... 217

sionally seek out for their own enjoyment. Due to its characteristics, lone-
liness can sometimes make health problems worse (Hawkley & Cacioppo,
2010, Sugisawa, Liang, & Liu, 1994; Thurston & Kubzansky, 2009). For
example, Holt-Lunstad, Smith, and Layton (2010) found that the mor-
tality rate among lonely individuals is 45% higher than among individu-
als who are not lonely. What influence does pursuing an entrepreneurial
career have on health-related loneliness? On the one hand, entrepreneurs
are often seen as “lone wolves,” and “being the boss” separates them from
their employees, which can result in feelings of loneliness and isolation
(Akande, 1994; Gumpert & Boyd, 1984; Hannafey, 2003). However, on
the other hand, entrepreneurs are often able to choose with whom they
want to work (Forbes et al., 2006), and many ventures are created by
founding teams instead of one individual (Ucbasaran, Lockett, Wright, &
Westhead, 2003), thus leading to strong friendships that can ease feelings
of loneliness (Deborah & William, 2000). Future research can further
contribute by investigating the extent to which health-related problems
caused by loneliness are exacerbated or minimized by the pursuit of an
entrepreneurial career. More than likely, the answer is going to be “it
depends,” and it will likely be more productive to explore the following
questions: why are some individuals able to avoid loneliness when hav-
ing an entrepreneurial career (and the subsequent negative health conse-
quences) and others are not, and why are some entrepreneurs with health
problems able to use their entrepreneurial career to avoid or overcome
loneliness while others are unable to do so?

Some possible answers to these questions may come from exploring the
entrepreneurial venture (e.g., number of employees, industry, and loca-
tion); the venture’s human-resource management approach (e.g., selecting
people who “fit” in the venture, developing a supportive organizational
culture, having a participative management style, sharing venture equity);
and/or the venture’s network with suppliers, customers, investors, and
other stakeholders. While some entrepreneurs may structure (deliberately
or not) their business to avoid loneliness, others may satisty their need for
belongingness (and thus reduce loneliness and its negative health conse-
quences) through their non-work-related identity. An entrepreneur may
feel completely comfortable with the isolation of his or her entrepreneurial
career and not feel lonely because his or her non-work life involves active
engagement in a sporting team, a large family, an online gaming commu-
nity, or membership in any other form of community. Therefore, future
research can explore not only how an entrepreneurial career impacts lone-
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liness and /or how entrepreneurs’ non-work lives are structured to avoid
loneliness but also why some entrepreneurs focus on internal structures
(i.e., social contacts within the venture) whereas others focus on structur-
ing social aspects external to their entrepreneurial venture.

Finances and health. Although for the reasons stated above, indi-
viduals with health-related problems may find an entrepreneurial career
more desirable, the costs associated with their health-related problems
may make an entrepreneurial career less viable. For example, poor health
is often expensive, leading to out-of-pocket costs, lost earnings, and a
reduction in household assets (Poterba, Venti, & Wise, 2010). In turn,
such expenses may decrease the personal financial resources one has free
to start an entrepreneurial venture. However, when entrepreneurship is
viewed as the pursuit of opportunity beyond the resources one currently
controls (Baker & Nelson, 2005; Brown, Davidsson, & Wiklund, 2001;
Stevenson, 1983) and considering the recent work on effectual reasoning
that stresses the means an entrepreneur currently has as a starting point
(Sarasvathy, 2001), entrepreneurial action is still conceivable even with
limited available resources. Indeed, some health-related problems might
not only restrict the financial resources available to the entrepreneur but
also impact his or her potential to capitalize on the few resources available,
for example, by diminishing the creativity needed to identify opportunities
or ways to exploit them with few resources at hand. Thus, the question
remains: how do health-related financial costs influence individuals’ deci-
sion to start an entrepreneurial venture?

It might be that financial resources constrain the search for potential
opportunities to those based on the combination and recombination of
local resources (i.e., the resources at hand). However, we do not yet have
a good understanding of how the “resource situation” impacts the nature
of potential opportunities identified or, for that matter, the nature of this
opportunity pursuit itself. For example, perhaps the resource slack neces-
sary for distant search provides a basis for opportunities to generate radi-
cal or discontinuous innovations (Benner & Tushman, 2007), whereas
a resource-constrained local search (e.g., bricolage and effectuation)
may lead to potential opportunities that are more incremental in nature
(Rosenkopt & Nerkar, 2001). Therefore, those with health problems that
cause financial constraints may generate and pursue potential opportunities
of a fundamentally different nature than those with health problems that
do not cause financial constraints (or do so to a lesser extent). However,
it could be that health problems lead to financial constraints related to
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search depth—*“how frequently the firm re-uses its existing knowledge”—
and search scope—“how widely the firm explores new knowledge” (Katila
& Ahuja, 2002, p. 1183)—but also provide a source of knowledge that
facilitates search depth and scope. Future research can explore the multi-
dimensional implications of health problems on the nature of search and
the resulting potential opportunities.

Over and above differences in the nature of the opportunity, the financial
costs of health-related issues may impact the scale of the venture founded
to exploit the potential opportunity. The greater the financial burden
from health problems, the more likely the entrepreneur will begin with a
smaller-scale venture unless he or she is able to raise additional equity from
a business angel or venture capital firm. How do potential investors assess
entrepreneurs with health-related problems? When engaging with potential
investors (and even potential stakeholders for that matter), entrepreneurs
may use impression-management strategies (Bird & Jelinek, 1988; Zott &
Huy, 2007) to compensate for their health-related problems, which could
include keeping them hidden or minimizing their effects.

Time and health. Not only can health-related problems drain
resources, they can also be costly in terms of lost time (Stewart, Ricci,
Chee, Morganstein, & Lipton, 2003; Weiss, Sullivan, & Lyttle, 2000) and
energy from work-related tasks. How do entrepreneurs with health-related
problems manage their time differently from others (if at all), and why
are some better at time management than others? However, research has
shown that time-management behaviors (e.g., goal and priority setting)
can be associated with higher employee stress (Macan, 1994). As such,
can entrepreneurs’ time-management practices to overcome the time costs
associated with poor health lead to additional health issues? Alternatively,
the additional stress created by time management may be more than oft-
set by the time dedicated to addressing (and hopefully solving) the health
problem. Indeed, when engaging in health-entrepreneurship research, we
need to be careful not to assume that the nature of people’s health prob-
lems is static; rather, such problems could be highly dynamic and fluctuate
with changes in the entrepreneurial process. Although a static perspective
might suggest that poor health will suck energy out of an entrepreneurial
venture, a more dynamic perspective allows us to consider whether and
how the individual’s investment of energy into the entrepreneurial ven-
ture transforms the health issue. Thus, future research should investigate
the generation, reduction, and flow of energy in the relationship between
health and entrepreneurial actions.
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While we previously proposed that poor health might motivate some
to pursue an entrepreneurial career in the first place, there is also some
evidence that an entrepreneurial career path can impact the health of the
entrepreneur over time. Specifically, the existing literature has emphasized
that entrepreneurship is often stressful (Buttner, 1992; Stoner et al., 1990;
Teoh & Foo, 1997; Williams, 1984) and highly emotional (Baron, 2008;
Shepherd, 2003), both of which can lead to health-related problems, to
which we now turn.

Pursuit of an Entveprenenvial Career, Stvess, and Health

Stress occurs in the relationship between a person and his or her envi-
ronment (Lazarus & Folkman, 1984, 1987) when the requirements
of a particular situation require more resources than the person has on
hand and the person appraises the situation as involving harm, threats
of harm, or (more positively) a challenge (Lazarus, 1990). While some
stress can provide positive motivation for individuals to engage in some
sort of action and some stress can enhance health, the health literature has
established a clear link between high levels of stress over extended periods
and poor health outcomes (DeLongis, Folkman, & Lazarus, 1988; for
a review, see Schneiderman, Ironson, & Siegel, 2005), such as depres-
sion (sce Hammen, 2005; Kendler, Karkowski, & Prescott, 1999), anxiety
disorders (Faravelli & Pallanti, 1989; Finlay-Jones & Brown, 1981), and
cardiovascular disease (Brownley, Hurwitz, & Schneiderman, 2000; for a
review, see Hemingway & Marmot, 1999).

There is some research connecting entrepreneurs to high levels of stress
(Buttner, 1992; Stoner et al., 1990; Teoh & Foo, 1997; Williams, 1984).
For example, researchers have shown that compared to employees, entre-
prencurs tend to have heavier workloads (Eden, 1975; Harris, Saltstone,
& Fraboni, 1999; Lewin-Epstein & Yuchtman-Yaar, 1991), face greater
business risk, and ultimately experience greater job stress (Harris et al.,
1999; Jamal & Badawi, 1995). However, the direct link between an entre-
preneurial career and stress may not be so clear. A number of studies have
found no significant difference between entrepreneurs and employees in
terms of strain (Rahim, 1996), life stress (Parasuraman & Simmers, 2001),
and depression/anxiety (Grzywacz & Bass, 2003), and some have even
found that entreprencurs experience less stress (Eden, 1975; Tetrick et al.,
2000) than employees. Although these mixed findings on the relationship
between entrepreneurship and stress muddy the waters somewhat, they
also represent a number of research opportunities.
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Individual differences and stress. Perhaps the differences in findings
in research on entrepreneurial stress are due to heterogeneity in individual
differences in the appraisal of and reaction to events as potential stress-
ors. These individual differences could be due to differences in resilience.
When confronted with difficulty, loss, and /or trauma, resilient individuals
are able to maintain relatively normal psychological and physical func-
tioning, and their capacity for positive emotions and personal growth
remains intact (Bonanno, 2004; Bonanno, Papa, & O’Neill, 2001; see
also Sutcliffe & Vogus, 2003; Williams & Shepherd, 2016). Are resilient
people more likely to select into an entrepreneurial career (and/or non-
resilient individuals select out)? Alternatively, it could be that people who
pursue an entrepreneurial career develop psychological and emotional
capabilities that are the foundations for resilience. This notion of build-
ing the resources and capabilities for resilience is particularly important in
entrepreneurship as entrepreneurs generally face uncertain environments
and often some form of adversity. Why do some entrepreneurs develop
resilience while others do not or are slow in doing so? Positive psychol-
ogy resecarch (Seligman, Steen, Park, & Peterson, 2005), including that
on positive emotions (Fredrickson, 2001), hardiness (Florian, Mikulincer,
& Taubman, 1995), and optimism (Seligman, 2011), may provide
some insights into why some individuals are more resilient than others.
However, to understand why some are able to become more resilient may
involve a different set of factors. For example, perhaps those who have
experienced a negative health event and have learned to deal with (i.e., live
with or reduce) a health problem have built up the resources and capabili-
ties of resilience that are useful in the pursuit of an entrepreneurial career.
It could also be that in pursuing an entrepreneurial career, the individual
builds resources and capabilities of resilience that are useful in function-
ing in the face of a health problem. It is important that we gain a deeper
understanding of resilience in the health-entrepreneurship context.

Differences in tasks and the level of stress. Perhaps the mixed
findings on the relationship between entrepreneurship and stress reflect
substantial variation in entrepreneurial tasks and roles and /or in the entre-
preneur’s fit with those tasks and roles. The entrepreneurial process often
involves the identity roles of inventor, founder, and developer, and just
as entrepreneurs likely differ in their passion across these different roles
(Cardon et al., 2009), they also likely differ in the stress they experience
from these different roles. For example, an individual who is passionate
about the inventor role may feel more stress from the founder and/or
developer roles. Underlying this passion-based conjecture of stress is an
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implicit assumption that people are less stressed in domains about which
they are passionate—an assumption worthy of further theorizing and
empirical testing. Indeed, Brigham, De Castro, and Shepherd (2007)
showed that entrepreneurs tend to be more satisfied when their primary
decision-making style complements their firm’s formalization and struc-
ture. Therefore, because entrepreneurs and ventures are heterogeneous,
it is likely that the fit between the two will help clarify an entrepreneur’s
level of stress. While we are starting to gain a firmer grasp on the many
tasks an entrepreneurial role requires (Chen, Greene, & Crick, 1998) and
the ways these tasks change as a venture matures (Fichman & Levinthal,
1991; Shepherd, Douglas, & Shanley, 2000) and grows (Wasserman,
2008; Zimmerman & Zeitz, 2002) and as the entrepreneur prepares for
exit (DeTienne, 2010; Wennberg, Wiklund, DeTienne, & Cardon, 2010),
numerous opportunities still exist to learn more about how stress links to
these entrepreneurial micro-tasks and multiple and changing roles.

Third, although time may reveal a pattern for how entrepreneurial
tasks and roles change over time, sometimes the change is less predict-
able. For example, in dynamic environments—for instance, markets that
are unstable as a result of continuing changes (Keats & Hitt, 1988)—the
nature of tasks can transform and involves considerable role ambiguity.
Role ambiguity has been shown to be a source of stress (Caplan & Jones,
1975; Rizzo, House, & Lirtzman, 1970), and these possible stressors are
likely to be exacerbated in highly complex environments. Eisenhardt and
Brown (1998) referred to managing entrepreneurial ventures in dynamic
and complex environments (i.e., high-velocity environments) as manag-
ing on the edge of chaos. Entrepreneurs can face other environmental
events, such as severe economic downturns (Bradley, Aldrich, Shepherd,
& Wiklund, 2011), disruptive technologies (Carayannopoulos, 2009;
Christensen, 1997), and emerging markets (George & Prabhu, 2000;
Venkataraman, 2004 ). Future research can further explore the effect that
competitive and natural environments have on entrepreneurs’ stress, the
mechanisms they use to effectively manage this stress, and the impact this
stress has on the nature of entrepreneurial action (and the interesting feed-
back loops).

Level of stress and its health consequences. The above discussions
are relevant to the extent that entrepreneurial stress causes health out-
comes. Although this link is well established at high levels of stress, future
research can deepen our understanding of this relationship. As we men-
tioned, lower levels of stress can actually improve health (Quick, Horn, &
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Quick, 1987). As such, at what level does stress become unhealthy, and
what explains differences among entrepreneurs in terms of the “optimal”
level of stress? Further, when certain events do cause high levels of stress, it
could be that some entrepreneurs are able to quickly cope with that stress,
thereby reducing or eliminating any detrimental health consequences. We
know, for example, that entrepreneurs utilize different strategies to cope
with stress (Patzelt & Shepherd, 2011). However, is there a less nega-
tive relationship between initial stress and health for entrepreneurs with
highly refined coping skills compared to those with less developed coping
skills? In addition, physical exercise may have a direct positive influence on
entrepreneurs’ health as well as an indirect positive impact on health, with
physical exercise reducing stress (Nabkasorn et al., 2006; Salmon, 2001).
Do entrepreneurs who are more physically fit (or engage in more physical
exercise) experience less stress, or do they experience fewer of the health-
related implications of a given level of stress or both? Future research can
add to this body of knowledge in important ways by theorizing on and
empirically testing mediators and moderators of the relationship between
stress and health in the entrepreneurial context.

Pursuit of an Entrvepreneuvial Career, Emotion, and Health

Health has also been linked to emotions. Positive emotions have been
found to be associated with optimal health and well-being and nega-
tive emotions with anxiety, depression, and stress-related health prob-
lems (Fredrickson, 2000; Tugade, Fredrickson, & Feldman Barrett,
2004). Further, research has linked entrepreneurial careers with posi-
tive emotional outcomes (Baum & Locke, 2004; Cardon et al., 2005,
2009; Smilor, 1997). For example, self-employment can lead to expe-
riences of passion, “a consciously accessible, intense positive feeling”
(Cardon et al., 2009, p. 7); excitement; happiness; flow (Komisar, 2000;
Rai, 2008; Schindehutte, Morris, & Allen, 2006); and job satisfaction
(Blanchflower, Oswald, & Stutzer, 2001; Bradley & Roberts, 2004;
Thompson, Kopelman, & Schriesheim, 1992). Along with being linked
to positive emotions, entrepreneurial action has also been linked to nega-
tive emotions, such as fear and anxiety (Boyd & Gumpert, 1983), loneli-
ness and social isolation (Akande, 1994; Hannafey, 2003), frustrations
(Du Toit, 1980), and grief (Byrne & Shepherd, 2015; Jenkins, Wiklund,
& Brundin, 2014; Shepherd, 2003), as well as the co-existence of highly
positive and highly negative emotions (see Fong, 2006; Fong & Tiedens,
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2002; Larsen, McGraw, & Cacioppo, 2001; Larsen, McGraw, Mellers, &
Cacioppo, 2004). While it seems that entrepreneurial action can generate
positive and negative emotions, there is insufficient theorizing and empiri-
cal research on the links between the emotions generated throughout the
entrepreneurial process and their health consequences.

Positive emotions. First, a fine-grained investigation of the relation-
ship between positive emotions and health might contribute to the lit-
erature by linking the generation of specific emotions to specific health
outcomes in an entrepreneurial context (i.e., both positive emotions and
health are multi-dimensional constructs). Furthermore, there are some
questions about whether more is always better. For example, Cardon et al.
(2009) proposed that there is an inverse U-shaped relationship between
entrepreneurial passion and creative problem solving. Indeed, Vallerand
et al. (2003) argued that the possible obsessiveness resulting from high
levels of passion can result in negative health outcomes. Do continually
increasing positive emotions have diminishing returns for an entrepre-
neur’s health (or is there an optimal level of emotions after which further
increases diminish health)? For example, at extremely high levels of pas-
sion, perhaps entrepreneurs do not allocate sufficient time for sleeping;
exercise; or preventative actions, such as receiving regular doctor check-
ups and eating healthy foods. Therefore, it is interesting to explore why
some entrepreneurs’ health benefits from positive emotions, such as pas-
sion, more than other entrepreneurs and why some may experience health
problems from their highly positive emotional state. Perhaps these effects
are different for different types of entrepreneurial passion (for more on the
different types of entrepreneurial passion, see Cardon et al., 2009).

Second, although entrepreneurship can generate positive emotions,
we assume there is heterogeneity in the extent of those positive emo-
tions. Why do some entrepreneurs experience more positive emotions
than others? Perhaps some entrepreneurs have a stronger “fit” with their
ventures and thus generate more positive emotions from performing
venture-related tasks. Perhaps in building and managing their ventures,
some entrepreneurs use techniques that facilitate positive emotions, such
as reflecting on (or engaging in) helping others (Seligman et al., 2005),
undertaking cognitive reframing (Seligman, Rashid, & Parks, 2006), per-
forming loving-kindness meditation (Fredrickson, Cohn, Coffey, Pek,
& Finkel, 2008), and/or using humor (Folkman & Moskowitz, 2000;
Menninger, 1963). If positive emotions are associated with improved
health, it is important that future research explore how entrepreneurs are
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able to generate positive emotions to improve health, whether there are
indeed negative health outcomes for high levels of positive emotions and /
or passion, and how entrepreneurs regulate positive emotions to avoid
health problems.

Third, over and above the notion of fit, it is likely that entrepreneurs
who do good for others, such as those who pursue potential opportuni-
ties to preserve the natural environmental (Dean & McMullen, 2007),
help maintain community and customs (Peredo & Chrisman, 2006),
improve people’s lives (Shepherd & Patzelt, 2011), and alleviate suffering
(Shepherd & Williams, 2014; Williams & Shepherd, 2016, 2017), feel
more positive emotions than those who create neutral or negative value
for others. Research has found that acts of kindness toward others generate
positive emotions in the giver (Buchanan & Bardi, 2010; Seligman et al.,
2005). As we detail below, entreprencurs can pursue opportunities that
enhance the health of others. In doing so, the entrepreneur is doing good,
which can generate positive emotions that enhance his or her health. That
is, in helping to improve others’ (or the natural environment’s) health
through their actions, entrepreneurs may be improving their own health.
Such a relationship provides the basis for a virtuous prosocial spiral. Future
research can provide explanations for what starts, perpetuates, and stops
these prosocial spirals of entrepreneurship and health.

Negative emotions. First, the most severe negative emotional response
in the entrepreneurial context appears to stem from business failure. The
stream of research on this topic explores how the failure of an entrepre-
neurial project or business characterizes the loss of something important to
the entrepreneur and thus causes a negative emotional reaction—namely,
griet—which can inhibit learning from failure (Byrne & Shepherd, 2015;
Shepherd, 2003). Although the psychology literature has established a
strong link between grief and depression (Bruce, Kim, Leaf, & Jacobs,
1990; Clayton, 1990), anxiety-related disorders (Parkes & Weiss, 1983),
increased doctor visits (Mor, McHorney, & Sherwood, 1986), poor physi-
cal health (Kaprio, Koskenvuo, & Rita, 1987), and higher risk of mortal-
ity (Kraus & Lilienfeld, 1959), research to date has failed to explore the
health-related outcomes of entrepreneurial failure. This lack of research
is surprising given the significant number of entrepreneurial businesses
that fail every year. For example, 914,015 businesses filed for Chap. 7
bankruptcy in the USA in the year ending June 30, 2012 (uscourts.gov/
FederalCourts/Bankruptcy.aspx). This number even understates failure
because it ignores those businesses that simply closed or were forced into
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an acquisition or merger to avoid legal bankruptcy. What are the health-
related costs to entrepreneurs of failed business? If we find and can explain
variance in grief and/or the relationship between grief and health, we
might be a step closer toward helping a large number of entrepreneurs
reduce the negative health implications of business failure. For example,
perhaps the oscillation between a loss and a restoration orientation that
reduces grief (Shepherd, 2003; Shepherd, Patzelt, & Wolfe, 2011) also
reduces the negative health consequences of business or project failure.
Although we have assumed that grief from failure is the most extreme
negative emotion, such an assumption requires investigation. It could be
that fear, loneliness, and concern can also have a substantial impact on
entrepreneurial health. Again, to the extent researchers can unpack the
construct of negative emotions (and, for that matter, grief) to enable a
finer-grained investigation of how these different emotions have different
health consequences, future research can make important contributions
to the literature. As this is done, advances in emotion regulation may be
found to have an important outcome in terms of entrepreneurs’ health.
Specifically, we could teach emotion regulation in entrepreneurship classes
to help individuals maintain health during negative entrepreneurial events.

Second, while positive and negative emotions can co-exist (Fong, 2006;
Fong & Tiedens, 2002; Larsen et al., 2001, 2004 ), positive emotions seem
to be able to “undo” negative emotions as well as extend and build last-
ing personal resources (Fredrickson, 1998, 2001). Therefore, the negative
health outcomes caused by negative emotions may be short lived in the
presence of positive emotions because if the source of the health problem
is eliminated, then so might its effect—the health problem. Therefore, the
health consequences of a negative emotional reaction likely depend on
how quickly those negative emotions can be reduced, which likely partly
depends on the entrepreneur’s experience of positive emotions. However,
the undoing effect of positive emotions might not reverse some health
problems, which may, once started, perpetuate or magnify even in the
absence of the trigger—the negative emotional reaction. Future research
can make a valuable contribution by exploring the generation of negative
emotions throughout the entrepreneurial process, the type and extent of
health problems arising from those negative emotions, and the ways the
cause (i.e., negative emotions) or the consequence (i.e., health problems)
can be reduced.

Finally, there is an opportunity for future research to explore how the
entrepreneurial context facilitates (or constrains) the undoing effect of
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positive emotions on negative emotions. Why is this undoing eftect stron-
ger for some entrepreneurs than others, in some ventures than in others,
and in some environments than in others? For example, entrepreneurs with
more emotional intelligence (Sonstroem & Morgan, 1989) may be more
capable of using positive emotions to control and reduce negative emo-
tions, or perhaps entrepreneurs in organizations (Huy, 1999) or families
(Shepherd, 2009) that are more emotionally capable receive help in using
positive emotions to undo negative emotions. Similarly, entrepreneurs
in fast-moving environments (e.g., high-velocity markets [Eisenhardt &
Brown, 1998]) may be more capable of using positive emotions to rapidly
undo negative emotions. Future research is needed to explore the dynamic
relationship between positive and negative emotions and its impact on
health throughout the entrepreneurial process.

Pursuit of an Entvepreneurial Carveer, Socioeconomic Status,
and Health

Individuals with low socioecconomic status are known to have, on aver-
age, worse health than those with high socioeconomic status in terms of
minor ailments, such as headaches, and major health problems, including
life-threatening disease and mortality (Matthews & Gallo, 2011). Indeed,
there is a substantial health disparity between high and low socioeco-
nomic groups (Chen & Miller, 2013; U.S. Department of Health and
Human Services, 2012). Those from the lowest socioeconomic groups
are two to seven times more likely to have repeat hospitalizations in one
year (National Center for Health statistics) and three to five times more
likely to face disease-related activity limitations (Braveman, Cubbin,
Egerter, Williams, & Pamuk, 2010). Further, individuals of low socio-
economic status have fewer financial resources (in reserve or access to
them) to reduce the stress from negative events (Cohen, Janicki-Deverts,
& Miller, 2007; Everson-Rose & Lewis, 2005; Matthews & Gallo,
2011). They also have a diminished belief in their ability to master or
control important aspects of their lives, low self-esteem, and low opti-
mism about the future (Gallo & Matthews, 2003; Rasmussen, Scheier,
& Greenhouse, 2009; Uchino, 2006), all of which together represent
a diminished endowment of resilience resources for preventing health
problems (Bosma, Schrijvers, & Mackenbach, 1999; Matthews, Gallo, &
Taylor, 2010). Over and above an individual’s socioeconomic status, the
socioeconomic status of his or her neighborhood impacts that individual’s
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health (Pickett & Pearl, 2001). For example, individuals in low socio-
economic neighborhoods face greater asthma problems (Sternthal, Jun,
Earls, & Wright, 2010; Wright et al., 2004), risk of cardiovascular disease
(Sundquist et al., 2006), and disability and chronic pain (Coker, Smith,
Bethea, King, & McKeown, 2000) and are more likely to witness violence
(Buka, Stichick, Birdthistle, & Earls, 2001; Crouch, Hanson, Saunders,
Kilpatrick, & Resnick, 2000; Margolin & Gordis, 2000). A consequence
of violence in the neighborhood is fewer safe places to exercise, which has
negative health consequences (Lovasi, Hutson, Guerra, & Neckerman,
2009). This is exacerbated by the limited access to healthy food in these
neighborhoods (Lovasi et al., 2009) and greater noise pollution, air pollu-
tion, second-hand smoke, and crowding, all of which elevate health risks
(Matthews & Gallo, 2011). These neighborhoods are also characterized
by low social capital and an unwillingness to formulate and contribute to
common goals (Coleman, 1988; Putnam, 2001; Sampson, Raudenbush,
& Earls, 1997), which are in turn associated with cardiovascular disease
(Chaix, Lindstrom, Rosvall, & Merlo, 2008; Sundquist et al., 2006),
higher mortality risk (Lochner, Kawachi, Brennan, & Buka, 2003), and
lower self-reported health (Kawachi, Kennedy, & Glass, 1999). Moreover,
poorer families face greater financial stress that can negatively impact the
quality of relationships among family members (Conger & Elder, 1994).
This conflict and dysfunction have been found to be linked to negative
health outcomes (Repetti, Taylor, & Seeman, 2002; Troxel & Matthews,
2004), including increased risk of asthma (Klinnert et al., 2001), diabe-
tes (Miller-Johnson et al., 1994), and illness and mortality (Lundberg,
1993).! We propose that entrepreneurship may play a role in the relation-
ship between health and socioeconomic status.

Pursuing an entrepreneurial career is not highly dependent on
socioeconomic status. There are substantial institutional constraints to
enhancing one’s economic position. With low education, it is difficult (but
not impossible) to climb the corporate ladder (Hartog & Oosterbeek,
2007; Pfeffer, 1977). Indeed, some high-paying jobs, such as those in
medicine, architecture, law, and the sciences, require graduate degrees.
Such education is financially expensive and time consuming (Nemetz &
Cameron, 2006). Although entrepreneurship may be advanced by a uni-
versity degree, people are less constrained by the lack of a (prestigious
university) degree in achieving success in an entrepreneurial career than
in employment (Van der Sluis, Van Praag, & Vijverberg, 2008). That is,
an entrepreneurial career is based more on the value created for customers
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than on the symbols of status that are useful in the political environment
of employment (for such signals, see Spence, 1973), requires different
criteria than those used for selection into university programs (Shepherd,
Douglas, & Fitzsimmons, 2008), and benefits less from the static knowl-
edge taught in some business schools (Ghoshal, 2005). Indeed, people
facing career constraints, such as disability (Arnold & Seekins, 2002;
Kendall et al., 2006) or discrimination (Kets de Vries, 1977; Scase &
Goftee, 1987; Stanworth & Curran, 1976), often seek an entrepreneurial
career (as discussed above).

An entrepreneurial career to change socioeconomic status. Second,
although some studies have indicated that income, on average, drops
moving from employment to self-employment (Blanchflower, 2004;
Blanchflower & Shadforth, 2007), others have shown that entrepreneurs
are wealthier than those in employment (Cagetti & De Nardi, 2006;
Lazear, 2005; Nanda, 2008; Quadrini, 2000). Indeed, Carter (2011,
pp- 44-45) argued that when we move from focusing on one individual’s
income to focusing on household wealth, we find a “tight relationship
between being an ‘entrepreneur’ and being rich” (Cagetti & De Nardi,
2006, p. 838). Therefore, while employment can provide incremental
adjustments to salary (based on performance or otherwise), entrepre-
neurship provides an opportunity to make a substantial shift in income
(Cagetti & De Nardi, 2006; Lazear, 2005; Nanda, 2008; Quadrini, 2000).
Although there is ample evidence of a link between socioeconomic sta-
tus and health (as detailed above), many of the issues that Carter (2011)
raised about capturing the economic implications of entrepreneurship
apply to the socioeconomic status construct, and this indicates the need
for “new multi-dimensional measures of economic well-being that provide
a broader perspective on the variety of reward mechanisms available to the
entrepreneur” (Carter, 2011, p. 46). Developing such measures and link-
ing them to health are important challenges for future research.

A finer-grained understanding of socioeconomic status. As we
conceptualize the economic well-being of individuals more broadly (e.g.,
“earnings, wealth, assets, savings, and pensions as well as highly subjec-
tive and individualized measures of consumption, lifestyle and living
standards” [Carter, 2011, pp. 46—47] in the context of their household),
we not only gain a deeper understanding of the impact of entrepreneur-
ial action but also provide a basis for research on entrepreneurship and
health. While an overarching measure of economic well-being is likely to
be useful, there are many opportunities for future research on health and
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entrepreneurship arising from a fine-grained analysis based on the under-
lying dimensions of socioeconomic status. That is, which dimensions of
socioeconomic status are influenced (positively and negatively) by pursu-
ing an entrepreneurial career (versus salaried employment), and what are
the different health consequences of these different paths? For example,
if becoming an entrepreneur lowers earnings but increases wealth, what
is the likely overall impact on health? Specifically, which health problems
are exacerbated by reduced income, and which problems are alleviated by
increased wealth?

The irregularity of entrepreneurial income and health conse-
quences. The irregularity of income from entrepreneurship may lead to
decisions and actions that have health consequences. For example, we
detailed above how the socioeconomic status of the community in which
people live has health implications. Purchasing a house in a region with a
higher socioeconomic status requires a larger mortgage (holding savings
constant), and obtaining a larger mortgage is more difficult when future
income is uncertain and irregular. Similarly, regular health insurance pay-
ments may also be more difficult with an uncertain, irregular income.
Despite having a potentially higher mean income than those in employ-
ment (Cagetti & De Nardi, 2006; Lazear, 2005; Nanda, 2008; Qudrini,
Quadrini, 2000), entrepreneurs may have highly variable and/or uncer-
tain incomes. What are the health implications of the greater uncertainty
and irregularity of entrepreneurs’ income (and thereby socioeconomic
status)?

Counter-intuitively, perhaps when it comes to entrepreneurial income,
greater uncertainty and irregularity of socioeconomic status can even
generate health benefits. For example, it appears that entrepreneurial
households more readily adjust consumption (i.e., expenditure) in tough
economic times and temper consumption in good times to save for a
“rainy day” (Cagetti & De Nardi, 2006; Carter, 2011; Quadrini, 2000).
One form of rainy day could be swiftly dealing with a health problem that
would otherwise deteriorate without such savings.

The entrepreneurial process and socioeconomic status. The extent
and nature of socioeconomic status derived from entrepreneurship may
depend on where in the entrepreneurial process economic well-being is
captured. For example, entrepreneurial income from creating a new ven-
ture is likely to be low, highly uncertain, and highly irregular early in the
venture’s life but high, certain, and regular once the business becomes
established. That is, the positive link between entrepreneurship and health
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from enhanced socioeconomic status will likely strengthen over time.
However, even this more dynamic perspective requires a finer-grained
analysis. More specifically, the uncertainty of income generated early in the
entrepreneurial process may have a differential effect on different aspects
of socioeconomic status, which can then affect different aspects of health.
Also, as the venture ages, so too does the entrepreneur, meaning that some
potential health problems may become more problematic. Future research
can investigate the direct and indirect effects of time on the relationship
between entrepreneurial action, socioeconomic status, and health.
Future research. In Fig.7.1, we offer a sketch of a model on the role
of health in the pursuit of an entrepreneurial career as the basis for future
research. The choice to pursue an entrepreneurial career can be influenced
by an individual’s health and health-related issues at least partly due to
the flexibility it offers. The choice to pursue an entrepreneurial career can
directly impact the individual’s psychological, emotional, and socioeco-
nomic status, or this impact can be indirect through psychological well-
being and /or personal resources. An entrepreneurial career influences the
individual’s satisfaction of his or her needs for autonomy, belongingness,
and competence, which can influence the entrepreneur’s psychological
and emotional states. An entrepreneurial career can also influence the
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Fig. 7.1 A sketch of the role of health in the pursuit of an entreprencurial career
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individual’s personal financial resources (which can impact socioeconomic
status) and time resources. In turn, a change in socioeconomic status can
influence personal finances, and personal resources (i.e., financial and
time) can influence the pursuit of an entrepreneurial career. Indeed, all
outcomes—psychological, emotional, and socioeconomic—can influence
both the entrepreneur’s health and his or her entrepreneurial career.

ENTREPRENEURSHIP AND THE HEALTH OF OTHERS

Entrepreneurs can impact the health of others through the opportunities
they identify and exploit. To do so, entrepreneurs must believe that there
is an opportunity for someone (third-person opportunity) to improve the
health of others and that this identified opportunity is one that they per-
sonally want to pursue (first-person opportunity). Knowledge and motiva-
tion influence both the identification of opportunities and the evaluation
that the identified opportunity is a personal opportunity (McMullen &
Shepherd, 2006). Although the process of opportunity identification and
exploitation to enhance health can be similar to the processes for all other
opportunities that provide economic gain for the entrepreneur, we focus
on aspects of the process specific to health. That is, entrepreneurs who
identify and act on opportunities to enhance others’ health likely attend
to (at least some) different aspects of the environment and are motivated
differently than entrepreneurs solely focused on economic gain (or other
non-health-related outcomes). In the sections that follow, we explore
the role of (1) personal experiences, (2) professional knowledge, and (3)
prosocial motivation on the identification, evaluation, and exploitation of
opportunities to enhance others” health.

Knowledge, Entreprenenvship, and Others’ Health

Recognizing which individuals have prior knowledge of health problems
in the community will likely point to the individuals who are best able to
identify and act upon opportunities that improve others’ health. While
some people are fortunate enough to have good health and do not have
to deal with health-related issues, other individuals are not as fortunate.
Some individuals have health issues of their own, while others become
acquainted with community health problems through their loved ones’
medical issues. By either directly or indirectly experiencing health prob-
lems, individuals are not only able to more deeply understand the nuances
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of these problems but also obtain more knowledge of current solutions
and the ways these solutions fail to fully solve the problems at hand. This
deeper understanding of community health problems and solutions can in
turn lead to increased insight into latent demand. For example, after flee-
ing Vietnam in the 1980s, Han Pham got a bacterial infection from an acci-
dent with a “dirty” vaccination needle. When immigrating to Denmark,
she entered a graduate program in design and came up with a solution for
needle-stick injuries by developing the YellowOne Needle Cap design, a
yellow plastic cap that fits on soft drink cans to accept discarded needles
without letting them come out (www.designtoimprovelife.dk /antivirus).

Personally experiencing a health problem impacts the opportunity-
identification process. First, personally experiencing a health problem
likely provides deeper knowledge of the cause of the problem, the inter-
related parts of the problem, and the inadequacy of current solutions.
Second, does experiencing health problems motivate the sort of cognitive
processes (e.g., analogical thinking [ Grégoire & Shepherd, 2012]) and/
or perseverance necessary for identifying potential opportunities? Perhaps
high levels of motivation (from experiencing a health problem) generate an
urgency that focuses attention on potentially rapid but superficial features
(e.g., threatening symptoms of the health problem) rather than the deeper
structural thinking often associated with opportunity identification (e.g.,
the underlying causes of and solutions to the health problem) (Grégoire,
Barr, & Shepherd, 2010). Finally, do the consequences of experiencing
health problems (e.g., pain, discomfort, distraction) obstruct opportunity
identification? For example, is experiencing a health problem similar to
dealing with negative emotions (Fredrickson, 1998) or appraised threats
(Staw, Sandelands, & Dutton, 1981) in that it constricts thinking in a way
that reduces creativity and encourages reliance on tried-and-tested cur-
rent approaches? That is, some health problems may obstruct the knowl-
edge and motivation usually gained from experiencing health problems,
thereby preventing opportunity identification.

While it is likely that someone who either directly or indirectly experi-
ences health problems is both knowledgeable and motivated to identify
an opportunity for someone (i.e., have a third-person opportunity belief),
that individual may not be adequately knowledgeable and motivated to
act on the opportunity him- or herself (i.e., have a first-person oppor-
tunity belief). For example, exploiting an opportunity to introduce a
product to solve people’s health problems likely necessitates knowledge
of sector-specific production, marketing, and management as well as the
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resources to go to market. For example, the invention of the YellowOne
Needle Cap was based on Pham’s knowledge about design gained at a
design graduate school. An individual who creates a solution to overcome
his or her own health-related problem and then uses that innovation may
initiate (perhaps unintentionally) a process that results in the adoption,
technical enhancement, and full-scale exploitation of the potential health
opportunity. Indeed, research on this type of process could contribute
to the stream of work building on user innovation research (Shah &
Tripsas, 2007; von Hippel, 1988) to investigate health entrepreneur-
ship. Since user innovation is likely a significant source of entrepreneurial
actions that improve health, we argue that future research investigating
this process among users of health-related technologies, products, and
services is likely to make important contributions to the user innovation
literature as well as to the (hopefully) emerging health-entrepreneurship
literature.

Building on sources of knowledge other than health-related expe-
riences. People who do not personally have health-related problems can
still have the knowledge to first identify and then exploit opportunities
that enhance health. Some individuals might have considerable knowledge
of technologies that could be fashioned into health solutions. For exam-
ple, engineer Dean Kamien realized that there was a lack of safe drinking
water for many people in developing countries. He set out to, in his opin-
ion, solve the biggest world problem because poor-quality drinking water
is a major source of microbial pathogens, which, along with poor sanita-
tion and hygiene, account for 1.7 million deaths per year (Ashbolt, 2004).
Building on his knowledge of engineering and inventing things, Kamien
came up with the Slingshot—a portable low-power water-purification sys-
tem.? Future research can explore how people apply their knowledge of
technology to a health problem that they have not personally experienced
(including vicariously experienced health problems through loved ones).
That is, how do individuals (e.g., engineers, technologists, inventors) find
a health problem to solve? Perhaps they take an analytical approach of
finding the biggest problem and setting out to solve it (as Dean Kamien
did with the Slingshot), or maybe it involves some other selection process,
such as perspective taking to develop a deep knowledge of the nature of
the health problems people face. Indeed, it could be that not person-
ally experiencing the health problem provides the level of detached per-
spective taking necessary to take the creative mental leaps for opportunity
identification.
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In particular, most medical professionals have developed in-depth
knowledge of health problems from treating numerous patients, which
could facilitate opportunity identification (Simmons, 2002). For instance,
using patent data from the American Medical Association, Chatterji,
Fabrizio, Mitchell, and Schulman (2008) demonstrated that doctors filed
nearly 20% of all medical-device patents in the USA from 1990 to 1996.
However, many medical professionals may be reluctant to act upon the
potential opportunities they identify for reasons related to decreased desir-
ability and/or a lack of apparent feasibility. There are likely to be high
opportunity costs for doctors who choose to exploit opportunities (i.e.,
entrepreneurial action is less desirable), or they may believe they lack the
personal knowledge needed to fully exploit an opportunity (i.e., entrepre-
neurial action is seen as infeasible). This type of scenario opens up numer-
ous paths for future research.

Combining the identification of a health opportunity identified
with its exploitation. When an opportunity to improve health is identi-
fied but not exploited, it represents a potentially wasted resource (and,
worse, people may continue to suffer who otherwise would have ben-
efited from the exploitation of the opportunity). Therefore, it is vital for
researchers to question and empirically investigate our initial premise: do
medical professionals detect health opportunities (third-person opportu-
nities) that they do not end up personally acting upon? If so, why not?
In the end, what happens to these potentially valuable opportunities that
are recognized but not exploited? Perhaps the medical professionals who
initially identify these ideas share them with their colleagues, who in turn
ultimately agree that they do represent opportunities for someone but not
for them due to their lack of knowledge and/or motivation to act upon
them. However, some individuals do end up acting upon the opportuni-
ties they identify to improve health. Why do only some individuals do this
and not others? Entrepreneurship programs could be a useful addition
to medical professionals’ education and training. Future research should
investigate the characteristics and benefits (if any) of such entrepreneur-
ship programs for medical professionals.

While researchers often view the entrepreneurial process as involving
only one actor (e.g., one individual, team, and /or venture), this assump-
tion is an artificial limitation to our conceptualization of the practice of
entrepreneurship, especially when others’ health is the outcome of that
practice. When a medical professional identifies an opportunity but does
not believe it represents a personally desirable or feasible opportunity, can
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he or she “pass” the opportunity on to someone else with the knowl-
edge and motivation needed to successfully exploit it? If we are able to
gain deeper insights into the mechanisms behind a successful exchange
of this type, we could uncover important practical implications for the
ways organizations manage and reward medical professionals. In addition,
new doctors who are educated about health problems but lack experience
with current solutions could be important sources of new health-related
innovations. Indeed, as research has shown, new entrants into an industry
frequently introduce radical innovations (Anderson & Tushman, 1990;
Christensen, 1997) because of their higher tendency to challenge the sta-
tus quo. Do new medical professionals also do this? Again, although being
a new entrant into the medical field may result in the identification of
potential opportunities to solve health-related problems, the difficulties
associated with exploitation could be even greater (yet different) for this
group. For instance, new medical professionals generally spend their time
and energy on learning and adapting their knowledge and expectations to
fit their new roles (Pratt et al., 2006) and thus will have less time to con-
sider an entrepreneurial endeavor “on the side.”

Motivation, Entvepreneurship, and Others’ Health

As we mentioned earlier, an individual does not need to personally have
health problems to identify and act on opportunities to improve others’
health.

Prosocial motivation and the identification and exploitation of
potential health-related opportunities. Some people naturally have
prosocial motivations—“the desire to expend effort based on a concern
for helping or contributing to other people” (Grant & Berry, 2011,
p. 77)—which can in turn shape their cognitive processing (Kunda, 1990;
Nickerson, 1998). For instance, Grant and Berry (2011) showed that pro-
social motivation often leads to perspective taking that helps individu-
als become more creative in generalizing useful ideas. Perspective taking
is “a cognitive process in which individuals adopt others’ viewpoints in
an attempt to understand their preferences, values, and needs” (Grant &
Berry, 2011, p. 79), which provides insights into health problems that are
needed to identify solutions to these problems. For example, although
prosocial motivation does not exclude self-interested actions, to a certain
extent, the “rubber meets the road” with patents (i.e., to what extent is
the intellectual property protection—strategy consistent with a prosocial
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motivation). For instance, in explaining why he did not seek patents for
his Solar Ear (i.e., a hearing aid that was cheap, durable, and powered by
solar energy), the founder Howard Weinstein explained that the cost of
intellectual property protection would drive up the costs of the product
and that he wanted the product to be copied and widely spread to address
the health problem on the largest scale possible (https://www.ashoka.
org/fellow/howard-weinstein). Therefore, prosocial motivation not only
molds individuals’ cognitions to provide knowledge about potentially
valuable solutions to health problems but also motivates individuals to
exploit these identified opportunities and informs the means and scope by
which these potential opportunities are exploited.

Making a difference by acting entrepreneurially to solve health
problems. Although prosocial motivation has been found to lead to per-
spective taking and ultimately useful innovations in employees (Grant &
Berry, 2011), there is an opportunity to extend this research to better
understand the nature of the relationship between entrepreneurship and
health. Prosocially motivated individuals are likely drawn to those with
health problems because such problems can cause considerable suffering.
It is important to note that prosocial motivation does not preclude ben-
efits accruing to the actor, only that the actor has a desire to (and hope-
fully creates outcomes that) help or contribute to other people (Grant,
2007; Grant & Berry, 2011). In a similar way, we propose that health
entrepreneurship can generate profit for the entrepreneur but emphasize
that it has the potential to enhance the health of others. Scholars can also
investigate a phenomenon that can “make a difference”—with health as
the dependent variable—while at the same time advancing their career by
publishing high-quality highly impactful research. We hope that scholars
will be prosocially motivated in their choice of research topics.

Differences across entrepreneurs in prosocial motivation. There
is likely to be considerable heterogeneity among entrepreneurs in their
prosocial motivation. What is the impact of heterogeneity in prosocial
motivation on health entrepreneurship? Perhaps only highly prosocially
motivated individuals identify and exploit health opportunities. Due to
the high likelihood of financial success in this sector, however, it is more
probable that a wide variety of entrepreneurs enter this sector. Thus, more
fruitful research may come from trying to understand heterogeneity in
the potential opportunities exploited in terms of entrepreneurs’ prosocial
motivation. For instance, do entrepreneurs with higher prosocial motiva-
tion act on health opportunities that are more radical compared to those
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with lower prosocial motivation? If so, is it because these entrepreneurs
tend to conduct more perspective taking to identify opportunities that
are better at overcoming health problems (consistent with Grant & Berry,
2011), and/or does being prosocially motivated enhance entrepreneurs’
willingness to accept uncertainty in order to exploit more radical poten-
tial opportunities? It could be that individuals who are more prosocially
motivated are more interested in exploiting opportunities with the high-
est probability of relieving suffering. Scholars can also explore why some
prosocially motivated entrepreneurs are attracted to opportunities that
improve others’ health problems while other prosocially motivated entre-
preneurs are attracted to opportunities that help others’ in non-health—
related ways.

A potential dark side of prosocially motivated pursuits of potential
health-related opportunities. The pursuit of potential opportunities that
enhance the health of others can have a dark side—or at least research can
explore this potential dark side: (1) Pursuing opportunities that improve
others’ health can itself lead to negative health consequences for entre-
preneurs. While entrepreneurs are likely to gain some benefits to their
psychological well-being from assisting others, doing so may also come
with health costs (as discussed above). (2) As with all potential oppor-
tunities, potential health opportunities are characterized by uncertainty,
and pursuing what one believes represents an opportunity may ultimately
end in failure. What influence does such failure have on health? Does it
negatively impact the health of those the entrepreneur was trying to assist
(e.g., through false hope and early commitments) and/or the entrepre-
neur him- or herself? Maybe entrepreneurial grief is most severe when
the business failure also means that others’ suffering will persist because
the business can no longer alleviate it. In this context, entrepreneurs are
likely to be a vital source of health assistance to others, thus making the
implications for their own health resulting from entrepreneurial actions
even more important.

Future Research. In Fig. 7.2, we offer a sketch of a model of the
impact of entrepreneurial action on others’ health as the basis for future
research. Knowledge of health, such as experience with a health problem
(directly or indirectly) or from education and experience as a medical pro-
fessional provides a basis for the identification and exploitation of potential
opportunities to enhance health. However, this relationship is magnified
by knowledge of technology and/or entrepreneurial knowledge, both
of which facilitate finding a (technically and commercially appropriate)



239

RESEARCHING THE INTER-RELATIONSHIP OF HEALTH...

I SI9YI0 SUDURYUD UT UONOE [eLnaua1domnud Jo 9[01 a1 Jo oISy 7'/ “Sig

U)eaH [euosiad
s Inauaidanug

Jnauaidanul
2y} 0} spJemay Jayl0

YllesH
SIayl0 seoueyug

S$BW0NQ

\ Buye] sAnoadsiad

A\ 4

yesH aoueyu3 o} Ajunpoddo
[ejUS}od 40 Jinsing
8y :uopoy [eunauaidanug

UOIJBANO|N [B100SO0Id

abpajmouy) [elnauaidanug

A

ABojouyoa] jo abpaimouy

] |BUOISSBJ0Id [BOIPAN

9oualadx3 S,8UQ PaAOT Y -
aousuadx3 [euosiad -
wa[qold
UieaH ypim aousuadx3

abpajmouy)



240 D.A. SHEPHERD AND H. PATZELT

solution to health problems. Prosocial motivation can directly impact the
pursuit of a potential opportunity to enhance others’ health as well as
indirectly impact this pursuit by facilitating perspective taking. The pur-
suit of such potential opportunities may not only enhance others’ health
but also generate (intrinsic and extrinsic) rewards for the entrepreneur. As
indicated in the previous section (and illustrated in this figure), the out-
comes of entrepreneurial action can impact the entrepreneur’s personal
health, which can impact his or her knowledge, personal motivation, and
subsequent entrepreneurial action.

Discussion AND CONCLUSION

Health is an important topic as health problems cause suffering. In
this chapter, we propose that an entrepreneurial career can impact the
entrepreneur’s health and that a person who acts entrepreneurially can
enhance others’ health. Entrepreneurship scholars have a good idea of
how entrepreneurial action generates economic benefits for the entrepre-
neur (Cagetti & De Nardi, 2006; Lazear, 2005; Nanda, 2008; Quadrini,
2000) and the local economy (Audretsch & Feldman, 2004; Audretsch
& Thurik, 2001), and there is growing understanding of how entrepre-
neurship can impact the natural environment (Dean & McMullen, 2007;
Patzelt & Shepherd, 2011) and communities (Peredo & Chrisman, 2006;
Shepherd & Williams, 2014; see also Chap. 5). We provide a first step
and a roadmap for ways entrepreneurship scholars can extend current
research efforts to build a better understanding of how entrepreneurship
impacts health (of the entrepreneur and others) and how health impacts
entrepreneurship.

In the face of criticism that a threat to entrepreneurship as a field is
that it lacks a “unifying” dependent variable, we interpret this as a rich
opportunity throughout this book in general and in this chapter specifi-
cally. Indeed, entrepreneurship as the nexus of opportunity and individuals
provides entrepreneurship scholars the chance to apply and extend our
trade to society’s most important problems—such as health—at varying
levels of analysis. Although social entrepreneurship primarily focuses on
developing economies, health problems exist locally in all economies. That
is, entrepreneurship scholars can do research in their local community and
make a difference. Many health problems appear to vary across regions.
Rather than focus on some omnibus measure of health, we have the oppor-
tunity to exploit specific health problems (e.g., visual problems, obesity,


http://dx.doi.org/10.1007/978-3-319-48701-4_5

RESEARCHING THE INTER-RELATIONSHIP OF HEALTH... 241

and childhood asthma). However, which problems should entrepreneur-
ship scholars research first? Similar to an individual who experiences a
health problem (directly through his or her personal health or indirectly
through an unhealthy family member) identifying and pursuing a poten-
tial opportunity, entrepreneurship scholars may draw on their idiosyncratic
knowledge of health problems and their personal motivations to identify
potential research opportunities to deepen our understanding of the rela-
tionship between entrepreneurial action and specific health outcomes.

As we develop this deeper understanding of the role that entrepre-
neurship plays in enhancing health outcomes, we complement the body
of research on health innovation in large established organizations. We
are not saying that research on large established organizations’ health
innovations is not important—clearly it is—but that the actions of entre-
preneurial individuals and teams also generate positive health outcomes
and require researchers’ attention. We hope that this chapter’s proposed
research agenda inspires scholars to develop this important research stream
and, in doing so, contribute to both enhancing scholarship and improving
people’s lives.

NOTES

1. We also acknowledge that poor health can reduce socioeconomic
status. For example, poor health can be costly in terms of money
and time (Poterba, Venti, & Wise, 2013) and negatively impact sal-
ary increases and promotion.

2. The system is called the Slingshot based on the story of David taking
down the giant Goliath with his slingshot. Kamen views bad water
as the Goliath of the current century, with little villages (Davids)
having to fight it with the Slingshot (http://www.wired.com/
2008 ,/03/colbert-and-kam).
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CHAPTER 8

Researching Entrepreneurial Decision
Making

INTRODUCTION

Entrepreneurship scholars have dedicated substantial time to exploring
how and why entrepreneurs think differently from both non-entrepreneurs
(e.g., Busenitz & Barney, 1997; Mitchell, 1994; Mitchell et al., 2002)
and other entrepreneurs (e.g., Baron, 2004, 2006; Mitchell et al., 2007).
Studies have also emphasized that the entrepreneurial context is character-
ized by high uncertainty, ambiguity, time pressure, emotional intensity, and
high risk, which can have substantial impact on how entrepreneurs evalu-
ate specific situations and make decisions (e.g., Baron, 2008; Busenitz &
Barney, 1997; Mullins & Forlani, 2005). This literature on entrepreneurial
decision making is important because the strategic decisions firm leaders
make have a major impact on the firm’s future direction and performance
(Carpenter, Geletkanycz, & Sanders, 2004; Hambrick & Mason, 1984).
However, despite the theoretical progress in understanding how entre-
preneurs make different types of decisions and decisions in different con-
texts, including, for example, the decision to become an entrepreneur (Bates,
1995; Douglas & Shepherd, 2000; Robinson & Sexton, 1994), oppor-
tunity exploitation decisions (e.g., Choi & Shepherd, 2004; Shepherd,
Patzelt, & Baron, 2013), alliance decisions (Patzelt, Shepherd, Deeds, &
Bradley, 2008), internationalization decisions (e.g., Domurath & Patzelt,

This chapter is based on Shepherd (2011) and Shepherd, Williams, and Patzelt
(2015).
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2016; Williams & Grégoire, 2014 ), and exit decisions for both entrepre-
neurial ventures (e.g., DeTienne, 2010; Shepherd, Wiklund, & Haynie,
2009; Wennberg & DeTienne, 2014; Wennberg, Wiklund, DeTienne, &
Cardon, 2010) and projects (e.g., Behrens & Patzelt, 2017; Shepherd &
Cardon, 2009; Shepherd, Patzelt, Williams, & Warnecke, 2014; Shepherd,
Patzelt, & Wolfe, 2011), the existing literature is far from fully capturing the
complexity and dynamics of entrepreneurial decisions (Shepherd, Williams,
& Patzelt, 2015). In this chapter, our aim is to make several contributions
to advance an agenda for research on entrepreneurial decision making.

First, entrepreneurial decision-making research has explored how indi-
vidual experiences (e.g., entrepreneurial experience [Baron & Ensley,
2006; Ucbasaran et al., 2009] and failure experience [ Behrens & Patzelt,
2017]) and characteristics (e.g., entrepreneurial self-efficacy [Shepherd
etal., 2013] and emotions [ Klaukien, Shepherd, & Patzelt, 2013; Mitchell
& Shepherd, 2010]) impact entrepreneurs’ decision policies. By empha-
sizing the dynamic nature of entrepreneurial contexts and entrepreneurial
decision making, we hope to open up new research avenues that acknowl-
edge how the experiences and characteristics of individuals as well as their
ventures and external contexts (e.g., industries, technologies) change over
time, which likely has a substantial impact on how entrepreneurs make
decisions. Such a dynamic perspective addresses the call for more research
on the inter-relationship between the entrepreneur and the (changing)
social context in the development of entrepreneurial opportunities and
ventures (see Chap. 2 and Shepherd, 2015).

Second, research on decision making in entrepreneurship has often
focused on decision cues based on established theoretical concepts (e.g.,
characteristics of venture resources [ Mitchell & Shepherd, 2010] or types
of environmental uncertainty [ McKelvie et al., 2010]) and known players
of the entrepreneurial process (e.g., entrepreneurs, venture capitalists, and
bankers). However, with quickly changing technologies in a global world,
new phenomena not well captured by existing theoretical concepts (e.g.,
crowdfunding) and new players (e.g., crowd investors) play an increas-
ingly important role in entrepreneurship. We discuss several ways future
studies can advance entrepreneurship theory by exploring the impact of
new phenomena on entrepreneurial decision making.

Finally, a considerable part of decision-making research in entrepre-
neurship has been based on experimental methodology, specifically con-
joint analysis (Shepherd & Zacharakis, 1997; for a review, see Lohrke,
Holloway, & Woolley, 2010), which creates hierarchically nested data—
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namely, multiple decisions made by the same individual. Although the
nested nature in these studies has been exploited in existing research to
some extent, we suggest a number of novel ways that multi-level analy-
ses can further enhance our understanding of entrepreneurial decision
making.

In the next section, we begin by outlining the types of entrepreneurial
decisions and then investigate the role of context in the entrepreneurial
decision-making process.

TyrES OF ENTREPRENEURIAL DECISIONS

Opportunity-Assessment Decisions

Central to entrepreneurship is the identification and pursuit of oppor-
tunities (Shane & Venkataraman, 2000; a point also made throughout
this book, at least in terms of “potential” opportunities). Before an indi-
vidual pursues or acts upon a potential opportunity, he or she must assess
it (Bakker & Shepherd, 2017; McMullen & Shepherd, 2006). There are
numerous research opportunities to build on our current knowledge of
entrepreneurial thinking to make important contributions to the field.
The impact of changes in the individual on entrepreneurial deci-
sion making. Although prior research has provided insights into the ways
entrepreneurs assess opportunities and make opportunity-related deci-
sions (Choi & Shepherd, 2004; Haynie, Shepherd, & McMullen, 2009;
Mitchell & Shepherd, 2010; Westhead, Ucbasaran, Wright, & Binks,
2005), thus far, researchers have tended to take a static view, largely dis-
regarding the possibility that entrepreneurs’ opportunity-related decision
policies could vary over time. Studies have shown, for instance, novice
entrepreneurs’ opportunity-related assessments and decisions are different
than those of more experienced entrepreneurs (Baron & Ensley, 2006;
Westhead et al., 2005). Nevertheless, we know little about bow changes
in the individual over time influence the nature of the decisions they
make. Specifically, by acting entrepreneurially, an individual may increase
his or her knowledge, skills, and experience, which may in turn impact
entrepreneurial self-efficacy. How do these changes in the decision maker
influence assessments of subsequent potential opportunities vis-a-vis the
previous (or first) opportunity assessment? Indeed, research on effectua-
tion (Sarasvathy, 2001) proposes that the development and pursuit of a
potential opportunity depend on the entrepreneur’s assessment of “who
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I am,” “what I know,” and “whom I know.” However, entrepreneurial
action itself could lead to a change in one, two, or all of these inputs such
that not only does the environment, venture, and opportunity change but
so too does the individual making the assessments and taking the actions.
This notion suggests an even more dynamic decision-making process than
has been investigated to date. Research that explores the type, amount,
and rate of change in decision-making inputs and the corresponding
change in the type, amount, and rate of change in decision policies (and
their effects) is likely to provide important new insights into our under-
standing of opportunity assessment.

The role of non-financial decision criteria. The majority of entrepre-
neurship studies have focused on the financial aspects of entrepreneurs’
assessments of potential opportunities, including whether a potential
opportunity is likely to provide the entrepreneur’s firm a sustainable com-
petitive advantage (Choi & Shepherd, 2004; Haynie etal., 2009). Research
on social and environmental entrepreneurship, however, has shown that
non-economic motivations drive many entrepreneurs, yet research has not
adequately investigated whether and how economic and non-economic
(e.g., social and environmental) factors influence opportunity-related
decisions and whether there are tradeoffs between the two. For instance,
if an opportunity’s positive social or environmental effect is large, will
the entrepreneur being more willing to accept lower financial return
(or greater uncertainty, potential downside loss, and/or personal toll)?
Perhaps there are other factors that lower the performance threshold for
starting a sustainable development venture (consistent with the notion
of a lower performance threshold that encourages persistence [Gimeno,
Folta, Cooper, & Woo, 1997]). Indeed, in Chap. 5, we described how
knowledge of the natural or communal environment likely increases the
identification of potential sustainable development opportunities, but per-
haps this knowledge (and/or the act of identifying an opportunity) low-
ers the financial desirability necessary for opportunity exploitation. This
simple illustration highlights the need for future research to gain a deep
understanding of the inter-relationship between the financial and non-
financial inputs to opportunity assessments and the ways these different
decision policies manifest themselves in financial and non-financial devel-
opment outcomes.

User innovation and entrepreneurial action. Some research has
revealed that users (i.e., entrepreneurs who commercialize a product and
are also users of that product) are a significant source of entrepreneurship.
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However, more work is needed on this topic. How do these wuser entre-
prenenrs (Shah & Tripsas, 2007) identify, assess, and decide to act on an
opportunity stemming from a product they invented for their own per-
sonal use? What effect does the user entrepreneur’s human and social capi-
tal (e.g., knowledge of and participation in user communities, knowledge
of and interaction with markets) have in this process? At what point do
users choose to share their idea with others and then decide to obtain
economic income from their idea (alone or with others from the user
community), and what prompts them to take such action? The answers to
these questions likely depend on the characteristics of the specific oppor-
tunity and the user community. For instance, perhaps users who invented
a product to solve their own medical problem are more likely to share their
invention with others compared to users who invented a product with a
lower social impact. Do those who invent medical products have different
opportunity decision policies than others? For example, perhaps such indi-
viduals focus less on their own economic gains and more on the potential
benefits for others who suffer more.

Entrveprenenrial Caveer Decisions

Entrepreneurship scholars have long explored people’s decision to become
self-employed (Bates, 1995; Douglas & Shepherd, 2000; Robinson &
Sexton, 1994) and to create a new organization (Gartner, 1985; Katz &
Gartner, 1988; Shaver & Scott, 1991). Future research can build on this
body of literature to make important contributions to the field.

How entrepreneurial action impacts individual attributes. Although
research has increased our understanding of how an individual’s attributes
(e.g., attitudes [Douglas & Shepherd, 2002], aspirations [Herron &
Sapienza, 1992 ], and human capital [ Davidsson and Honig]) explain his or
her decision to become an entrepreneur, there is considerably less research
on how the decision to become an entrepreneur impacts the individual
(in terms of the same types of attributes). Perhaps acting entrepreneur-
ially “clarifies” the individual’s perception of him- or herself. Alternatively,
entrepreneurial action may lead to learning something new about oneself,
thus increasing self-knowledge (see Cardon, Wincent, Shigh, & Drnovsek,
2009; Wilson, Marlino, & Kickul, 2004 ), which may inform subsequent
decisions, including, perhaps, exiting an entrepreneurial career, “doubling
down” on the current venture’s course of action, or refining (or substan-
tially changing) the nature of the opportunity underlying the venture.
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How is self-knowledge built, and what impact does its changes have on
subsequent entrepreneurial decisions? Importantly, learning that enhances
individuals’ self-knowledge may lead to the conclusion that an entrepre-
neurial career is not for them. This could have implications for research on
entrepreneurship education. Specifically, rather than aspiring to increase
students’ entrepreneurial knowledge and then motivating them to pursue
an entrepreneurial career, as educators, we may need to focus on educa-
tional tools that build self-knowledge in the entrepreneurial context that
informs and motivates career decisions, which may be careers that are not
entrepreneurial. Perhaps ironically, for some students, an entrepreneurship
course that builds self-knowledge such that they are deterred from pur-
suing an entrepreneurial career could be considered successful. We need
more research on this topic before we can make such determinations.

Entrepreneurial careers as a series of steps. Studies of entrepreneurial
careers often have an implicit assumption that an entrepreneurial career is
a destination for some individuals—an optimal outcome (e.g., Douglas &
Shepherd, 2000; Eisenhauer, 1995; Kolvereid & Isaksen, 2006). Instead
of seeing self-employment as a one-time decision, scholars should investi-
gate this career option in the context of & series of career decisions. Viewing
self-employment as a series of career decisions, we begin to gain some
insight into re-entry (e.g., Carroll & Mosakowski, 1987), including more
knowledge on serial entrepreneurs (Westhead & Wright, 1998; Westhead
et al., 2005) and multiple exits. How is the “one-time” decision perspec-
tive different from the focal decision in the context of thinking about
careers as a series of decisions? Such research is critical, especially as we
consider the changes in people over their life course (Levesque & Minniti,
2006; Levesque, Shepherd, & Douglas, 2002) and especially given the
aging population (Lévesque & Minniti, 2011). How are the decision
policies for a graduating student different from a mid-career employee
or someone nearing retirement? It seems that we know quite a lot about
the first, a little bit about the second, and not much about the third. We
believe (hope) that this will soon be rectified.

Progression along the steps of an entrepreneurial career. Related
to the previous point, there is a considerable literature about how compe-
tences (Davidsson & Honig, 2003), beliefs (Shaver & Scott, 1991), and
motivations (Herron & Sapienza, 1992) influence the decision to start of
a new venture, but in many ways, the creation of a new venture involves
a series of activities (e.g., Lichtenstein, Dooley, & Lumpkin, 2006) that
themselves require a series of decisions (perhaps as a sequence of nested
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decisions). What are these decision points, and how are these decisions
made? Consistent with the notion that individuals can change as a result
of acting entrepreneurially, the decision-making process of new venture
emergence is likely highly dynamic. Although quite a challenge, research-
ers can make an important contribution to the field by exploring how
progression through the nascent steps toward venture emergence presents
choices among alternatives in the context of a changing environment that
is internal in terms of the entrepreneurs’ self-knowledge and the extent of
venture emergence and external in terms of the market and industry. Some
individuals, for instance, remain nascent entrepreneurs for long periods of
time, engaging in numerous preparations to start their venture but even-
tually choosing not to. How and why do various motivations related to
the venture-creation decision change throughout the nascent phase? As
nascent entrepreneurs learn increasingly more about the different tasks
and demands that go along with starting and running a venture, their
views of their own skills and abilities are likely to change. In turn, these
changes may affect their ultimate desire to continue or cease their venture.
As individuals decide to start a new venture, does their confidence in their
ability to complete some tasks (e.g., find customers) make up for their lack
of confidence in their ability to complete other tasks (e.g., find investors)?
Since motivation focuses attention on specific elements of available infor-
mation (Ocasio, 1997; Shepherd, McMullen, & Ocasio, 2016), how do
the various motivations (e.g., economic, prosocial, autonomy, and intrin-
sic) of nascent entrepreneurs influence the attention they pay to and the
way they interpret information in venture-creation decisions? Moreover,
failure occurs often in entrepreneurial undertakings and has been shown
to result in both sensemaking and negative emotions (Shepherd, 2003;
Shepherd et al., 2011), both of which affect motivation and decision mak-
ing. How do previous failures alter entrepreneurs’ perceptions of them-
selves and the environment and their use of decision-making tools when
deciding to start a new venture?

Deciding to exit an entrepreneurial venture. Recent research has
begun to complement the substantial literature on entry by exploring
the decision to exit a business (DeTienne, 2010; Shepherd et al., 2009;
Wennberg & DeTienne, 2014; Wennberg et al., 2010) and the decision to
exit a project (Shepherd & Cardon, 2009; Shepherd et al., 2011, 2014).
We have already discussed future research opportunities related to exit in
terms of advancing knowledge on stage gates (Chap. 4) and the emotional
antecedents and consequences of the termination of a project or a firm
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(Chap. 3). Here, we focus on an entrepreneur’s decision to voluntarily
exit his or her business and the process of assessing and choosing between
sources of exit. For instance, what decision-making process does the entre-
preneur go through when deciding whether to exit a successful venture?
It is likely that venture success and other venture traits (e.g., number of
employees, benefits created for other stakeholders, links to personal iden-
tity, and presence of a family member successor) impact the exit mode.
Furthermore, entrepreneurs likely have diverse reasons for deciding to exit
as well as different career/lifestyle possibilities after exit, both of which
could influence their likelihood of exit, their timing for doing so, and/or
their exit mode. Researchers could also explore the emotional outcomes
(i.e., type and intensity of emotions) associated with the various modes of
entrepreneurial exit. What emotional outcomes come from a successful
exit? Does the entrepreneur experience positive emotions (which he or
she likely assumes will occur) and/or negative emotions from ending a
(successful) business? Do emotional reactions after exit vary in intensity,
and if so, does such variance effect later outcomes (e.g., decisions to start
another venture, and enter corporate life)? Perhaps feelings of grief are
more intense for those who exit successful businesses as opposed to failing
businesses or for those who had more control over when to exit than those
with less control. We hope researchers further investigate these important
relationships.

Decisions on Funding Entvepreneurvial Actions

Although entrepreneurship has a long tradition of investigating the deci-
sion making of venture capitalists (Fried & Hisrich, 1994; Shepherd, 1999;
Zacharakis & Shepherd, 2001) and to a lesser extent the decision mak-
ing of business angels (Maula, Autio, & Arenius, 2005; Maxwell, Jettrey,
& Leveque, 2011), recent research on funding entrepreneurial endeav-
ors has begun to focus on crowdfunding (e.g., Belleflamme, Lambert,
& Schwienbacher, 2014; Mollick, 2014). According to Mollick (2014,
p. 1), “crowdfunding allows founders of for-profit, artistic, and cultural
ventures to fund their efforts by drawing on relatively small contributions
from a relatively large number of individuals using the internet, without
standard financial intermediaries.” Although crowdfunding research could
be a new fad, we doubt it—we think it has “legs.” We believe that the
phenomenon of crowdfunding itself will rapidly change over the next few
years, but future research that moves beyond descriptive statements of
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crowdfunding is likely to still make a contribution that has longevity by
deeply theorizing on the topic.

Crowdfunding as a source of entrepreneurial capital. Researchers can
add to our understanding of entrepreneurial decision making by exploring
entrepreneurs’ consideration of crowdfunding as a possible capital source.
When do individuals prefer crowdfunding over more customary equity (or
even debt) funding sources? While it seems likely that entrepreneurs who
are younger, more computer literate, and more connected will find crowd-
funding attractive, the nature of entrepreneurs’ networks is also likely to be
an important factor in funding decisions. More specifically, entrepreneurs
who have larger virtual networks through their social media presence are
better able to evaluate the crowd needed for funding and are more likely
to take on the risks inherent in this funding source compared to those with
weaker virtual networks or those with stronger “traditional” networks. In
addition, researchers can investigate how obtaining crowdfunding influ-
ences later entrepreneurial decision making. For instance, completing a
successful crowdfunding campaign may affect the entrepreneur’s future
funding decisions, including how much money can be raised and how
quickly, which could be biased by the entrepreneur’s positive but relatively
limited prior experience. Prior crowdfunding success may also influence
the entrepreneur’s perceptions of the appeal of starting a new venture and
decisions regarding what type of venture to pursue based on his or her
knowledge of the crowd’s interests. In turn, these choices could impact
the individual’s decision to become a portfolio or serial entrepreneur. On
the one hand, the speed of crowdfunding, for instance, may foster a faster
type of serial entrepreneurship or alter the scope and configuration of
individuals” entrepreneurial business portfolios. On the other hand, does
unsuccessful crowdfunding experience influence entrepreneurial decision
making? In this context, the entrepreneur may choose to focus on tradi-
tional funding sources or to use negative input from the crowd to inform
his or her decision to end the venture or to reconfigure the potential
opportunity. Further still, certain conventional considerations, including
the amount of, timing of, and control “given away” through fundraising,
are likely to have different effects for crowdfunding. However, not all the
changes occur on the entrepreneur’s side—how does the crowd change
as a result of different campaigns? This is an exciting new area with many
opportunities for future research.

Bootstrapping entrepreneurial ventures. Given that the entrepre-
neurship literature has acknowledged the importance of resourcefulness
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(c.g., Baker & Nelson, 2005; Powell & Baker, 2015; Shepherd &
Williams, 2014), it is somewhat surprising that so little research has inves-
tigated the role of bootstrapping in new and otherwise entrepreneurial
firms. Entrepreneurs use bootstrapping, which refers to “finding creative
ways to avoid the need for external financing through reducing overall
cost of operation, improving cash flow, or using financial sources internal
to the company” (Ebben & Johnson, 2006, p. 851), as another funding
source. However, research on the decision making associated with tapping
into bootstrapping as a source of resources is scarce (for exceptions, see
Harrison, Mason, & Girling, 2004; Jonsson & Lindbergh, 2013). Future
studies can investigate why and how entrepreneurs choose to pursue
bootstrapping instead of external funding sources as well as what deci-
sion making is involved in lessening operation costs, enhancing cash flow,
and generating other internal funding sources. We believe that account-
ing scholars are particularly well qualified to address these questions and,
more importantly, to begin to ask additional questions about entrepre-
neurial firms’ internal funding.

The role of business plans in funding entrepreneurial ventures. A
discussion of funding decisions would be incomplete without also consid-
ering the business plan. Although the pros and cons of strategic planning
have been well litigated (Brinckmann, Grichnik, & Kapsa, 2010; Chwolka
& Raith, 2012; Karlsson & Honig, 2009) and somewhat settled, the dis-
cussion of the benefits of business plans and business planning still gener-
ates a lot of heat. This indicates that people hold opposing views and hold
those views strongly. Although it is difficult to challenge people’s strongly
held views, we suspect that future research will be able to reconcile these
previously contrasting perspectives. For example, researchers can build on
the idea that planning is an important activity regardless of whether the
venture has a formal business plan. However, some planning processes
may be better than others. For instance, planning that is more compre-
hensive may lead to more in-depth thinking and more educated decisions.
However, such intense planning could also result in the planning fallacy
or drawn-out decision making, in which case windows of opportunity may
close or entrepreneurs may be discouraged from changing their decision
making. These latter possibilities are likely to be especially harmful in envi-
ronments that are highly dynamic, such as the micro-computer industry in
the early 1990s and social media over the last decade.

Balancing financial and social missions. Recent research has begun
to explore the role of hybrid organizations—those “organizations that



RESEARCHING ENTREPRENEURIAL DECISION MAKING 267

combine institutional logics in unprecedented ways” (Battilana & Dorado,
2010, p. 1419; see also Battilana & Lee, 2014 )—particularly those pur-
suing both an economic and social mission. For instance, research has
frequently stressed the need for socially motivated entrepreneurs to offset
their venture’s financial needs with their desire to help others. However,
we know less about how these entrepreneurs balance financial and social
concerns in the decision-making process (e.g., for decisions on what mar-
ket to enter, which products or services to develop, which employees to
bring onboard). Additionally, it is likely that organizational context influ-
ences entrepreneurs’ decisions to “do good.” For example, what effect
do firms’ economic performance, organizational members’ culture and
norms, and organizational structure have on entrepreneurs’ decisions
to do good? Further, how does venture environment impact entrepre-
neurs’ decisions to do good? It could be that entrepreneurs in hostile and
dynamic environments feel greater managerial burden and experience less
resource slack and are therefore less likely to engage in social entrepre-
neurship than those in benign or stable environments. Lastly, do these
effects vary over time (e.g., after the entrepreneur gains more venture or
industry experience or when the venture becomes older), and if so, how
do they change? We believe that theories and existing research on proso-
cial motivation (Grant, 2007; Grant & Mayer, 2009) and values disen-
gagement (Bandura, 1999; Shepherd et al., 2013) can contribute to this
research stream.

Bi1ases AND HEURISTICS IN ENTREPRENEURIAL DECISION
MAKING

The literature clearly indicates that entrepreneurs, as all people, have biased
decision making (Busenitz & Barney, 1997, e.g., Hayward, Shepherd, &
Griffin, 2006; Simon, Houghton, & Aquino, 2000), especially under con-
ditions consistent with the entreprencurial context (Baron, 1998). This
body of knowledge becomes particularly useful if future research further
investigates when these biases are beneficial and when they are particularly
detrimental. We normally refer to the positive side of mental shortcuts
(i.e., those that also lead to biases) as heuristics. Heuristics are “efficient
cognitive processes, conscious or unconscious, that ignore part of the
information” (Gigerenzer & Gaissmaier, 2011, p. 451). It is important
that future research details the type (based on content) of entrepreneurs’
heuristics; the way in which they are formed, updated, and triggered; and
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the benefits arising from their use. For instance, researchers can examine
the ways heuristics impact decision-making speed and the circumstances
under which speed is vital (perhaps even more so than accuracy). If future
research is able to uncover benefits arising from the use of heuristics, we
can be less concerned about biases and concentrate more on when to uti-
lize heuristics and how individuals can learn, develop, alter, and commu-
nicate heuristics. Moreover, future research could also explore the benefits
resulting from biases while also recognizing their costs. After business fail-
ure, for example, an individual’s over-confidence may have ego-protective
effects and may foster initial sensemaking efforts and emotional recovery,
all of which could outweigh the costs of being over-confident.

In terms of eliminating bias or otherwise reducing its negative effects,
future research can begin by exploring heterogeneity across individuals.
Why are some individuals less susceptible to biases than others? Perhaps
there is something about an entrepreneur’s experiences that makes him
or her less susceptible to a particular bias. For instance, recent experi-
ence with a project failure may reduce over-confidence with other venture-
related decisions. It could be that the entrepreneur (with less bias) engages
metacognition when facing a novel environment, which improves his or
her adaptation to a dynamic environment. Perhaps those who can with-
hold their expectations of a situation or can take another’s perspective of
the situation are less likely to be biased. The nature of the context is also
likely to make the focal individual more or less biased. How can entrepre-
neurs recognize and perhaps adjust their context or thinking to diminish
their biases? Decision aids may serve as an important tool. We realize that
given the nature of the entrepreneurial task, there is considerable difficulty
in creating such decision aids, but the difficulty is likely more than offset
by the benefits from somewhat de-biasing specific decisions. For example,
educators could develop training on the circumstances under which indi-
viduals are more vulnerable to a bias; on the creation and use of decision
aids; on team participation in the decision-making process (however, we
acknowledge that the team environment can create different biases); and/
or on ways to capture, interpret, and communicate decision input.

Above, we explored the content of research opportunities to advance
the field of entrepreneurship. We know turn to how this can be done in
the hope that it might help scholars methodologically open up new con-
ceptual domains. The next section proceeds as follows: First, using find-
ings from multi-level research on decisions, we explain how individuals
make choices while completing an entrepreneurial task (i.e., weighting



RESEARCHING ENTREPRENEURIAL DECISION MAKING 269

specific criteria of a decision or evaluation). Second, we investigate other
potential paths for cross-level research that explains variation in people’s
decision policies resulting from individual differences. Third, in line
with the conceptualization of interactions across three levels of analysis,
we explore potential research avenues that could connect the levels of
the decision, the individual, and the context in which they are situated.
Finally, we examine whether and how various situational contexts explain
within-individual (i.e., intra-individual) variation in decision policies.

ENTREPRENEURS’ DECISION POLICIES

Entrveprenenrs’ Common Decision Policy

In this section, our goal is to build on multi-level decision-making
research in the entrepreneurial context to suggest future contributions to
this research stream. The majority of studies in this research stream have
used conjoint analysis, which involves participants’ evaluating a series of
profiles and making judgments in order to capture their decision pro-
cesses and decompose them into their underlying structure (Shepherd &
Zacharakis, 1997). Metric conjoint analysis and policy capturing are the
most common forms of conjoint analysis (for a review of the types of con-
joint analysis, see Priem & Harrison, 1994).! By design, conjoint analysis
necessitates that each respondent within a sample make a series of deci-
sions. As such, subsequent data analysis must consider that these decisions
are not independent of one another across the entire sample. Mitchell and
Shepherd (2010), for instance, explored 1936 decisions about hypotheti-
cal entrepreneurial opportunities made by 121 high-tech firm executives
(each executive made 16 decisions).

Random coefficient modeling (e.g., hierarchical linear modeling soft-
ware package) enables researchers to empirically determine which criteria
participants use most often in the decisions they make when completing
entrepreneurial tasks. That is, by accounting for variance between respon-
dents, researchers can develop and test a decision policy for the entire
sample (i.e., based on the commonality among the decision policies of all
the individuals in the sample). For instance, Choi and Shepherd (2004)
studied entrepreneurs with ventures within incubators, finding that entre-
preneurs are more likely to act upon opportunities when they feel there
is more information about customer demand, the required technology
is developed enough, and there is strong managerial capabilities and
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stakeholder support. Further, they revealed that these positive relation-
ships are stronger when the new product’s anticipated lead time is longer.
Numerous opportunities exist for researchers to explore common decision
policies among individuals in the entrepreneurial context. Studies in this
area could explore the decision policies entrepreneurs use during various
nascent activities that eventually lead to firm emergence, the onboarding
of key employees, the selection of venture capitalists and other important
stakeholders, the identification of early adopters, and the development of
reputation-building strategies. Research could also expand the corporate
entrepreneurship and organization literatures to gain deeper insights into
internal entrepreneurs’ decision policies. For instance, researchers could
theorize on and empirically test how organizational members’ evaluations
of the corporate environment inform their decisions regarding the level
of commitment they will dedicate to entrepreneurial initiatives, how team
members evaluate product champions and exit champions, and how prod-
uct champions judge mentors within the organization (and vice versa).

While there is a strong body of knowledge on venture capitalists’ deci-
sion making (e.g., Muzyka, Birley, & Leleux, 1996; Shepherd, 1999;
Zacharakis & Meyer, 2000), additional entrepreneurial research opportu-
nities exist to explore the decision making of other individuals immersed
in or influenced by the entrepreneurial process. For instance, how do man-
agers evaluate their alliances’ entrepreneurial actions, how do employees
evaluate the challenges stemming from rapid firm growth, and how do
entrepreneurs’ spouses feel about their partner’s work-life balance? These
questions represent the most basic form of multi-level research—namely,
controlling for one level (i.e., individual differences) while exploring a
different level (i.e., the decision). However, we are likely to gain a deeper
understanding of entrepreneurial phenomena by studying the various
decisions that serve as inputs to or outputs of the entrepreneurial process
and help explain heterogeneity across groups of people.

Individual Differences in Entreprenenrs’ Decision Policies

While the decision policies among individuals in a particular sample are
likely to have similarities, variance is also likely to exist. In other words,
there is likely variance in the weights individuals assign to certain criteria
when making choices in an entrepreneurial task. Researchers have begun to
explore and theorize on these individual differences to delineate variance
in people’s decision policies. DeTienne, Shepherd, and De Castro (2008),
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for instance, built on escalation of commitment theory and the literature
on motivation to explain variance in the decision policies of entrepreneurs
who persist in poorly performing ventures. Their theoretical model first
hypothesized a common decision policy and then hypothesized the mod-
erating role of an individual’s extrinsic motivation on that decision policy.
The authors revealed that extrinsic motivation has a moderating effect
on the negative relationships between dynamism and persistence, com-
plexity and persistence, and personal opportunities and persistence. That
is, entrepreneurs with high extrinsic motivation weight these criteria less
when making venture-persistence decisions compared to those with low
extrinsic motivation. The study also showed that extrinsic motivation has
a moderating effect on the positive relationship between personal sunk
costs and persistence. In other words, entrepreneurs with high extrinsic
motivation weight this particular criterion (i.e., the amount of sunk costs)
more when making venture-persistence decisions compared to those with
low extrinsic motivation.

The theoretical and empirical exploration of individual variance in deci-
sion policies opens up some interesting pathways for future research.

Building on existing studies of common decision policies from a
new theoretical perspective. Researchers could focus theory, hypothe-
ses, and analyses to explain variance in decision policies across individuals
using results from existing conjoint studies capturing individuals’ deci-
sion policies during entrepreneurial tasks. This approach is advantageous
because the initial conjoint studies have already theoretically and empiri-
cally established the importance of the decision policies, thus enabling
subsequent research to dig deeper into the decision by exploring why
certain individuals (and not others) are likely to weight specific criteria
more or less heavily. For example, the following moderators could aid in
explaining variance in individuals’ decision policies to act upon an oppor-
tunity: (1) positions toward the various errors stemming from decision
making in highly uncertain environments (e.g., informed by regret theory
[Zeelenberg, 1999] and /or norm theory [ Zeelenberg, Van Dijk, Van Den
Bos, & Pieters, 2002]); (2) the level of positive affect, negative affect, and
a combination of both (e.g., informed by the psychology literature related
to emotion and cognition [Izard, 2009]); (3) the intrinsic motivation to
take action (e.g., informed by self-determination theory [Deci & Ryan,
2000; Ryan & Deci, 2000]); (4) the level of previous knowledge (e.g.,
informed by the literatures on Austrian economics [Shane, 2000], oppor-
tunity identification [ Baron & Ensley, 2006; Grégoire, Barr, & Shepherd,
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2010], or entrepreneurial action [ McMullen & Shepherd, 2006]); (5) per-
ceptions of how the world operates, the nature of people, and the nature
of oneself (e.g., informed by the literatures on values [Schwartz, 1994;
for an example, see Holland & Shepherd, 2013], resilience [Bonanno,
2004; Sutcliffe & Vogus, 2003 ], and identity [Brewer, 1991; Tajfel &
Turner, 1979]); and (6) links to the business and social communities (e.g.,
informed by literatures on social networks [ Granovetter, 1995] and social
capital [Walker, Kogut, & Shan, 1997]). Furthermore, future research
could extend entrepreneurship research on the influence of gender (Brush,
Carter, Gatewood, Greene, & Hart, 2006) to explore whether and how
gender explains variation in individuals’ decision policies.

Investigating moderators by theoretically sampling groups. For
instance, Zacharakis, McMullen, and Shepherd (2007) proposed that
institutional differences would result in variation in venture capitalists’
evaluations of entrepreneurial ventures. The authors analyzed 119 venture
capitalists’ decision policies across three countries representing unique
economic institutions: the USA, which represents a mature market econ-
omy; South Korea, which represents an emerging economy; and China,
which represents a transitional economy. The study revealed that venture
capitalists in rules-based market economies depend on market informa-
tion more heavily than those in emerging economies and that venture
capitalists in China weight human capital factors more heavily than their
US or Korean counterparts. Differences in decision policies are also likely
to occur between, for example, entrepreneurs and venture capitalists;
between entrepreneurs from the USA and those from China, India, and
Sweden; and between entrepreneurs from high-tech companies and those
from low-tech companies as well as across stakeholder groups.

Building on individual difference constructs to explore varia-
tion in decisions. For instances, researchers have shown that extrinsic
motivation explains variation in entrepreneurs’ decisions to persist with
poorly performing firms (DeTienne et al., 2008), that human capital can
explain variation in decisions regarding the allocation of small business
loans (Bruns, Holland, Shepherd, & Wiklund, 2008), and that fear of
failure can explain variation in individuals’ opportunity-assessment poli-
cies (Mitchell & Shepherd, 2010). It could be that extrinsic motivation,
human capital, and fear of failure are all individual difference constructs
that serve as important moderators (depending on theory) for other deci-
sions within the entrepreneurial process (e.g., those outlined throughout
this chapter). Again, using recognized decision-policy moderators could



RESEARCHING ENTREPRENEURIAL DECISION MAKING 273

enable researchers to accrue knowledge across the numerous decisions in
the entrepreneurial process. For instance, studies independently exploring
human capital’s moderating effect on the decision to pursue an oppor-
tunity, on nascent activities aimed at starting a venture, on firm-growth
strategies, and on the termination of a poorly performing firm are likely
to contribute to our understanding of the role human capital plays in the
different tasks of the entrepreneurial process.

Finally, researchers have the opportunity to contribute to this line of
research by combining the above ideas—that is, by investigating decisions
for entrepreneurial tasks that have not been explored yet and to explain
variation in those decision policies with moderators that have not been
explored yet.

Decisions of Individual Entvepreneurs Within Contexts

In the previous section, we outlined a multi- and cross-level model of
individual differences to explain variance in decisions. However, individu-
als are also likely to be embedded in particular contexts, (e.g., entrepre-
neurs embedded in different countries, such as the USA, China, India, and
Sweden). Additionally, there are likely to be individual differences within
each group that help explain variance in decisions (e.g., entrepreneurial
experience). Theorizing about entrepreneurial tasks at three levels—for
instance, decisions (Level 1), individual experience (Level 2), and country
(Level 3)—leads to fascinating research questions. Continuing with the
previous example, for instance, research could explore the relationships
described above beyond focusing exclusively on shared decision policies or
explaining individual differences in those decision policies.
Within-Context Variance. First, does the entrepreneur’s national-
ity explain variance in his or her decision policies, and if so, to what
extent? In light of institutional theory (North, 2005) and the litera-
ture on national cultures (Hofstede, 1980), we may assume that entre-
preneurs from certain countries weight the criteria for evaluating an
opportunity differently compared to entrepreneurs from other coun-
tries. For instance, weak intellectual property protection in China could
lead Chinese entrepreneurs to focus less on patenting their ideas than
entrepreneurs from the UK, a country with strong intellectual prop-
erty rights. Perhaps entrepreneurs from risk-averse countries emphasize
the possible downside loss of opportunity exploitation (i.e., the costs of
being wrong), but entrepreneurs from less risk-averse countries empha-
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size the upside of opportunity exploitation (i.e., the benefits of being
right). Researchers could test these relationships (and others) by con-
trolling for individual differences, such as experience.

Second, nationality can also be included in this three-level model to
explain variance in how individuals’ entrepreneurial experience impacts
decision policies. For example, during an entrepreneurial task, a more
experienced entrepreneur may emphasize competition more when eval-
uating an opportunity’s attractiveness compared to a less experienced
entrepreneur, but this difference will likely be stronger in economies that
are less regulated. This scenario characterizes a three-way interaction that
involves all three levels. Finally, nationality may also explain entrepreneurs’
propensity to find opportunities more or less attractive beyond the infor-
mation they have about each of the decision criteria and the effects of
entrepreneurial experience.

Within-Individual Variance. In the previous section, we highlighted
the potential of considering the context in which an individual is embed-
ded when he or she makes decisions in an entrepreneurial task. However,
the same individual is likely to be presented with a variety of situations at
different points in time that impact his or her decision policies in entre-
preneurial tasks. Again, these tasks have a nested data structure with
three levels of analysis: in this case, decisions (Level 1), situations/time
(Level 2), and the individual (Level 3). Researchers have the opportunity
to gain deeper insights into within-individual (i.e., intra-individual ) vari-
ance by exploring situational differences. For instance, an individual’s
decision policy for evaluating an opportunity’s appeal may vary when he
or she has a promotion focus compared to a prevention focus, when he
or she is in a gain situation compared to a loss situation, when he or she
is in a positive emotional state compared to a negative emotional state,
when there is great time pressure compared to minimal time pressure,
and so on.

First, using the strong established literature on decision making in
general and entrepreneurial decision making in particular, researchers
can build models of within-individual variation in decision policies as well
as develop valid situational contexts. Such studies will likely contribute
substantially to the literatures on entrepreneurship, management, and
decision making by providing a greater understanding of the influence
situational contexts have on decision making. For instance, studies have
shown that researchers sometimes manipulate situations to prime a reg-
ulatory focus (Halamish, Liberman, Higgins, & Idson, 2008), emotion
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(Bradley & Lang, 1999), and feedback (Leung & Trotman, 2008). Do
situational contexts like these also impact entrepreneurs’ decision policies?
If they do, in what ways?

Second, researchers also have the opportunity to study the role individ-
ual differences play in explaining variance in the way situational contexts
affect decision policies. While experience, knowledge, and motivation all
likely help explain variance in situational contexts’ influence on decision
policies, numerous opportunities exist for researchers to learn more about
this element of decision making in entrepreneurial tasks. For instance,
compared to those with low emotional intelligence, differences in the
decision policy regarding opportunity appeal across emotional states (i.e.,
high negative versus low negative) may not be as substantial for individuals
high in emotional intelligence. It could be that differences in individuals’
decision policies to try again (e.g., act upon a later opportunity) across
feedback conditions (e.g., success with a prior opportunity vs. failure) are
not as strong for highly resilient people or those with extensive coping
skills compared to less resilient individuals or those with weaker coping
skills.

Finally, future research can explore situational contexts’ role in the
decision-making process. For example, in highly positive emotional states,
entrepreneurs may consider opportunities to be more attractive compared
to when they are in more negative emotional states (keeping the nature of
the opportunity and individual differences constant).

Summary. Figure 8.1 offers a sketch of hierarchically nested concepts
that researchers can use to explore entrepreneurial decision making. In
Fig. A, individual entrepreneurs are nested within different contexts (i.e.,
nation, industry, organization), and there are several decisions each entre-
preneur must make as part of his or her experimental tasks. Hierarchical
linear modeling analysis of such nested data allows researchers to focus on
one level while controlling for influences of all other levels (e.g., explain-
ing decision-level variance while controlling for the characteristics of
the entrepreneur and his or her industry). Alternatively, researchers can
explore effects covering multiple levels of analysis (e.g., explaining how
industry influences decisions while controlling for the characteristics of the
entrepreneur). In Fig. B, decisions are nested within different situations/
time points, which are nested within entrepreneurs. In such settings,
researchers can explore, for example, how decisions vary over different
time points while controlling for (or testing the moderating effects of) the
characteristics of the entrepreneur.



276 D.A. SHEPHERD AND H. PATZELT

¥ Nation/ -
L7 Industry/ e Entrepreneur
Organization

/ » Entrepreneur Entrepreneur 7 |  Situation 1 Situation 2

y 1 2 ;o (Time 1) (Time 2)
i/
L
‘\\“4 Decision Decision Decision Decision Decision Decision Decision Decision
“al 1 2 1 2 1

Fig. 8.1 A sketch of a model of the nested nature of data captured by conjoint
analysis (and other experimental techniques); cross-level effects in dashed arrows

DiscussioN AND CONCLUSION

Although there is a substantial body of research on entrepreneurial deci-
sion making (for a review, sece Shepherd et al., 2015), in this chapter,
we offered multiple ways to tap into unknown territory. First, we dis-
cussed several ways to explore different types of entrepreneurial decisions
as well as biases and heuristics in these decisions. To pursue some of these
research opportunities and find others that advance our understanding of
entrepreneurial decision making will likely require us, as scholars, to be
more entrepreneurial in our methods. For example, adopting new meth-
ods to explore new empirical terrain can help trigger theorizing about
entrepreneurial decision making and lead to interesting contributions. By
combining established methods in new ways, we can also stimulate new
theorizing. For example, we expect future research will begin to more
frequently combine surveys with experiments, experiments with second-
ary data, inductive content analysis of secondary data to create panel
datasets, and so on. Not only do we hope scholars are entrepreneurial in
using methods to generate new insights, but we also hope that reviewers
and editors are “open” to this sort of novelty because this is where (we
believe) the greatest future contributions will come on the entrepreneurial
decision-making topic. These contributions will not only be to the entre-
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preneurship and management literatures but will be more far-reaching.
Because the context in which entrepreneurial decisions are made is so
extreme in a number of ways (e.g., high consequences, emotional antici-
pation and reactions, time pressures, and ambiguity), this provides us the
opportunity to extend the boundaries of current theories of decision mak-
ing and thus make a more general contribution to the psychology and
behavioral economics literatures. In particular, conjoint analysis allows
entrepreneurship researchers to explore and empirically test multi-level
decision-making studies.

Second, we hope we have opened up some stimulating pathways for
future research by conceptualizing decision making in entrepreneurial
tasks using a hierarchical multi-level framework. By theorizing on and
empirically testing cross-level models of decision making in entrepreneur-
ial tasks, research in this area can add significantly to the literature on
entrepreneurship. Regardless of whether studies use conjoint analysis to
explore decision making or use another method to explore a different
topic, multi-level research has the potential to make substantial contribu-
tions to the entrepreneurship field.

In conclusion, we are convinced that while prior studies have cre-
ated a strong body of knowledge on entrepreneurial decision making,
these studies have only paved the ground for more work on this impor-
tant subject. We hope that this chapter inspires scholars to advance this
important stream of literature in the multiple ways described here and
beyond.

NOTE

1. There are several differences between metric conjoint analysis and
policy capturing, including (but not limited to) the following: First,
metric conjoint analysis generally represents attributes at two (i.e.,
high and low) or three (i.e., high, medium, and low) discrete levels.
Policy capturing, on the other hand, generally presents attributes
along a continuum. Second, metric conjoint analysis employs exper-
imental designs to reveal the attribute combinations for each profile
in a sample as well as the number of total profiles, and it usually
entails completely duplicating the initial set of profiles. Policy cap-
turing generally does not use an experimental design and only dupli-
cates a small subset of the original profiles.
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CHAPTER 9

Conclusion

We are excited about the state of entrepreneurship research. The commu-
nity of entrepreneurship researchers has grown rapidly over the last couple
of decades, there has been a dramatic increase in the quality and variety
of entrepreneurship research as well as a dramatic increase in the number
of entrepreneurship-specific journals, and entrepreneurship research now
has greater prominence in disciplinary and functional journals (e.g., the
Academy of Management Journal). As a result, there has been a boom in
the generation of knowledge about entrepreneurial phenomena. This is
all great news. Although we, as a community, can bask in the glory of this
relatively recently acquired prominence, this is not the approach recom-
mended in this book. Rather, we can apply the saying “dance with the
one who brung you” to suggest that being entrepreneurial in our research
is what has led to the field’s successes and that we need to continue to
do so to maintain (or increase) the current trajectory. It is not a time to
rest on our laurels but to push ahead. As March (1991) noted, after a
period of time, exploration begins to drown out exploitation, which cre-
ates an unproductive imbalance for the entity. We hope this book provides
a counterbalance to the tendency toward exploitation in entrepreneur-
ship research by providing what we believe are some interesting research
explorations.

While we are excited about the past achievements and the current
state of entrepreneurship research, we are even more excited about the
trailblazing opportunities that are ahead of us to develop the field in the
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future. Indeed, in this book, we have hopefully established a number of
trailheads (based on current state-of-the-art knowledge about important
aspects of the entrepreneurial process) and then offered some insights into
possible trails that can be blazed from these trailheads. The proposed trail-
blazing has largely focused on the notion of individuals’ thinking, feeling,
and acting in relation to potential opportunities embedded in commu-
nities and often extreme contexts. This is not to say that there are not
important trails to be blazed at the entrepreneurial team, firm, institu-
tional, regional, and other levels of analysis. These levels of analysis are
not within our area of expertise, so it is more difficult for us personally to
highlight potential trails at these levels of analysis even though we believe
that they exist. We look forward to seeing advancements at these levels of
analysis as well.

Regardless of the level of analysis (or across levels of analysis), maintain-
ing an open mind to novelty is critical. We need to have an open mind
about the philosophical approach. This does not mean that an author
should use a different philosophical perspective for each paper (although
he or she certainly could) but that we should be open enough to allow
others to have a different philosophical perspective underlying their
research. If we converge on a specific philosophical perspective, perhaps as
the result of more closed-minded editors, reviewers, and authors, then we
discourage trailblazing and “kill off” an important source of potential new
insights. We are not advocating an approach of “anything goes,” but we,
as scholars, should (should is a strong word, but it emphasizes our strong
belief) judge research based on the traditions and expectations in which it
is embedded.

In a similar way, it is important that entrepreneurship scholars remain
open-minded to different theoretical lenses and ways of generating new
theory. Indeed, to the extent that people can apply new theories to entre-
preneurship research, there is an increased chance of uncovering new
insights into entrepreneurial phenomena as well as making contribu-
tions back to the literatures from which these “borrowed” theories come.
Therefore, while we can borrow theories to understand entrepreneur-
ial phenomena, it is important to go one step further and look toward
“blending” to make a contribution back to the solutions’ origins. That is,
in applying a specific theory (from outside the entrepreneurship domain),
what adaptions to that theory are required to apply it to an aspect of
the entrepreneurial context? Exploring this question provides a basis for
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blending (see Oswick, Fleming, & Hanlon, 2011) and/or bricolage (see
Boxenbaum & Rouleau, 2011). Theorizing using blending and/or bri-
colage provides a strong basis for blazing new trails that contribute to
knowledge and perhaps widen the entrepreneurial tent to include more
diverse others.

Although we have largely focused on the content as the basis for
blazing new trails, we want to acknowledge that method likely also
plays an important role. Indeed, content and method are often closely
intertwined. The empirical testing of new theories may require the
adaption of existing techniques from other fields or the creation of new
methods altogether, and the use of new (to entrepreneurship) methods
has the potential of opening up our theorizing by encouraging us to
think about research questions not normally conceived or rapidly dis-
missed because they were thought to be untestable. It seems that the
community of entrepreneurship scholars has been very welcoming of
new methods, used these new methods to open new research themes,
and improved upon existing measures to further explore entrepreneur-
ial phenomena. We encourage this interest in new methods for future
studies as well.

The flipside to the same coin is that there is a very real danger to
the future of the field if we collectively (but especially the gatekeep-
ers—namely, editors and reviewers) become closed-minded. Signs of
closed-mindedness are when the entrepreneurship field converges on
a dominant philosophical approach, a dominant theoretical lens, a few
preferred methodological techniques, and a narrow definition of the
field. Although such outcomes may provide the field of entrepreneurship
even greater legitimacy, our major concern is not so much with establish-
ing legitimacy (this is largely already established) but with the genera-
tion of new knowledge about entrepreneurial phenomena. We believe
that the entrepreneurship field will prosper more from blazing new trails
than relying too heavily on well-established trails. Our hope is that this
book provided the reader with some starting points for future trailblaz-
ing entrepreneurship research.
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