INTRODUCTION

WHO ARE THE ENTREPRENEURS?


Most American businessmen have at some time in their careers thought about starting their own company. Some have envisioned their own enterprise as an avenue to personal wealth through large capital gains. To them there is a beautiful formula for financial success: (1) Start a small company, preferably in a glamour industry. (2) Generate rapid growth in sales and profits. (3) Then sell out either to the public or to some large acquisitive conglomerate. 


Others have seen their own company as an opportunity to do what they really wanted to do: to get close to a sport by developing a ski area, or to reduce a new technology to practical use. Still others have sought an escape from stultifying large-company constraints, politics, or career impasses. In their dreams, their own venture would be a means to gain the top position in a business.


Despite dreams, wishful thinking, and even plans, few people actually take the step of trying to start a company. Why is this? Is there a special breed of man, which is particularly inclined to become an entrepreneur? Are there special characteristics or conditions, which stimulate entrepreneurial activities? 


The basic questions we are asking here are classic ones: Are entrepreneurs born or are they made? If they can be made, what are the ingredients? The conclusions I have reaches are that, given a degree of ambition and ability not uncommon to many individuals, certain kinds of experiences and situational conditions, rather than personality or ego, are the major determinants of whether or not an individual becomes an entrepreneur. 

BACKGROUND


If we examine some attitudes in the subculture of American businessmen we find that there are significant connotations to starting a company as a career alternative. Almost everyone gets a glow, a tingle, at the idea of being an entrepreneur. To men in their thirties and forties, the idea of starting a company means “free enterprise” and “opportunity,” as reflected in Horatio Alger stories. In value terms of the younger generation, starting a company is a way to “do your won thing.” For such businessmen and for many business school students, starting a successful company is a very attractive idea yet only rarely do they seem to consider it a serious alternative. When a possible opportunity presents itself, there is somehow too little time to investigate it properly and top little time to determine whether or not the idea really makes sense. Thus, it appears that most would-be entrepreneurs stop before they get started. Unfortunately, there is little information on such people who have had ideas about starting companies but have never pursued them seriously.


We might think that we already know a lot about the entrepreneurs themselves – those who actually go ahead and start companies. Yet, do we really? We find there are people who think of entrepreneurs as being formed by school systems and child raising, by rejecting fathers, or by the business environment. However, efforts to measure and predict entrepreneurial potential are, at best, still in the development stages.  


Perhaps one of the best broad – based studies on entrepreneurs was carried out by Orvis F Collins and David G. Moore at Michigan State University in 1964. Using a series of personal interviews and psychological tests, they reached a number of rather unsettling conclusions regarding people who start their own company:

Throughout the preceding analysis, obviously we have been having difficulty deciding whether the entrepreneur is essentially a “reject” of our organizational society who, instead of becoming a hobo, criminal, or professor, makes his adjustment by starting his own business; or whether he is a man who is positively attracted to succeed in it. We have, perhaps without intention, regarded him as a reject.

….Entrepreneurs are men who have failed in the traditional and highly structured roles available to them in the society. In this…entrepreneurs are not unique. What is unique about them is that they found an outlet for their creativity by making out of an undifferentiated mass of circumstances a creation uniquely their own: a business firm…

The men who travel the entrepreneurial way are, taken on balance, not remarkably likeable people. This, too, is understandable. As any one of them might say in the vernacular of the world of the entrepreneur, “Nice guys don’t win….”


Several small-sample studies at Harvard and MIT have yielded results different from the Collins and Moore study. Entrepreneurs were not found to be failures. Instead “most of the founders have experienced a generally higher than average level of success in their previous employment. Several had established outstanding records of achievement. These entrepreneurs seemed more typical of the successful, hard-charging young business executive or engineer than a reject figure. 


One possible explanation, or course, is that people in Michigan are very different from those in New England. It might be more helpful, however, if we categorized in some detail: (1) the kinds of businesses which are used in studies of small business fatality rates and in the Collins and Moore study, and (2) the kinds of businesses which might be started as alternatives to professional management or engineering careers. The survey – type studies are comprehensive in that they essentially look at all companies, which are started within a particular period of time. This included a wide range of business ventures: dry cleaners, retail shops, electronics manufacturers, computer software firms, gas stations, and so on. Each of these is used in the computation of a wide range of statistics about the rise and demise of new companies. There should be no reason for us to doubt the aggregate figures or the results of in-depth studies made of these situations. The Collins and Moore study looked at 110 manufacturing firms started between 1945 and 1958 in Michigan but made no further distinctions as to the nature of the business, size, or potential.


If we consider, however, the kinds of ventures which might be of interest to a professional manager or an engineer, the vast majority of the enterprise started each year, and therefore the bulk of those considered in large, broad-based studies, would not be included. A dry cleaning establishment or a small metal fabricating shop is not the basis for the dreams of these people. From their perspective (and therefore the perspective of this Note), we should label this subcategory of small business as “marginal firms.”


That leaves us with the task of considering the kinds of venture situations, which are potentially attractive career alternatives. The first, which I have labeled the “high-potential venture,” is the company, which “is started with the intention that the venture grow rapidly in sales and profits and become a large corporation.” In its planning stage the high-potential venture is the extreme of personal economic opportunity, the entrepreneur’s big dream (Polaroid, Digital Equipment, Scientific Data Systems, Cartridge Television, Viatron), and soon. 


Another type of enterprise, less obvious than the high-potential venture, also holds a strong interest for many would-be entrepreneurs. This type of venture we might call the “attractive small company.” In contrast to the high-potential venture, the attractive small company is not intended to become a large corporation, probably will never have a public market for its stock, and will not be attractive to most venture capital investors. However, in contrast to the marginal firms, attractive small companies can provide salaries of $40,000 to $80,000 a year, perquisites (company car, country club memberships, travel) to its owner/managers, and often flexibility in life style, such as working hours, kind of projects and tasks pursued, or geographical location. In this subcategory we find such businesses as consulting and other service firms and some specialized manufacturers. 


Both the high-potential venture and the attractive small company are interesting beyond the scope of the benefits they may provide to their founder/owners. In the high-potential venture we find the genesis of the major corporations of the future and therefore the source of a growing number of jobs and other contributions to the economy. The attractive small companies proved less spectacular but stable in puts of a similar nature. Both of these kinds of companies must gain and maintain their position by providing competitive discomfort to the existing corporate giants through innovation, flexibility, and efficiency. 


The marginal firms, on the other hand, provide support for their owners/employers but frequently at a lower level than might be obtained by employment if they could or would work elsewhere. However, these people are not likely to seek employment elsewhere because of their difficulties in functioning in larger and more structured organizations.  We can depict graphically these three kinds of small businesses as shown in figure 1.
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WHAT KIND OF PERSON STARTS A HIGH-POTENITAL VENTURE OR AN ATTRACTIVE SMALL COMPANY?


Without question, some of the businessmen and engineers who start high-potential ventures or attractive small companies are compulsive entrepreneurs. They cannot function effectively in a large organization. They must be their own boss and they may have known this all their lives. It may seem as if they could have behaved in no other way. But what about the others who stared companies? What about the entrepreneurs who are basically well-adjusted people and who had given little previous thought, if any, to the idea of their own company? How did these people happen to become entrepreneurs although most were already successful in the pursuit of a more conventional career? What factors play a leading role in determining who becomes an entrepreneur? Which factors might be largely fortuitous and which might be controlled by the individual? 

A BASIC PREREQUISITE – ACHIEVEMENT MOTIVATION


Not all people are inclined to take on significantly more than they have to. A high-potential venture or an attractive small company is usually recognized as requiring a tremendous amount of determined effort and commitment. These kinds of activities are not attempted unless an individual is willing to expend more effort and energy than would be required in a more conventional career. 


People high in achievement motivation are the people who strive to make things happen – in the laboratory, on the production floor, in the sales office, and in the classroom. Obviously this factor alone is insufficient to determine who starts companies and who does not, but it is a beginning. People without this kind of orientation are unresponsive to the other influences, which might encourage starting a venture. However, people with achievement motivation together with other influencing factors may become entrepreneurs.


Achievement motivation can be developed. It would appear unlikely, however, that someone would try to develop achievement motivation himself in order to start a high potential or an attractive small company. One would expect that it would take a highly achievement motivated person to want to start either of these kinds of enterprises in the first place. 

A DISQUALIFING INFLUENCE – SOCIAL SELF IMAGE


The majority of people trying to do exceptionally well in their careers never seriously consider starting a company. Even among the professionally managers or career businessmen the number is small. This is not to say that many of these people would not gladly be successful entrepreneurs in their own companies. They are unwilling, however, to take what they see as a backward or downward step necessary to achieve that success.


An acquaintance of mine, Mr. J. H. Hendricks has humorously described in a talk his personal experiences as a graduate of Yale and the effect of this on his thinking about his career. After pondering the success of his non-college friends from high school:

It all came clear one night when I was arguing and describing how Charlie had not been able to go to college, but instead after working in a restaurant had bought a second-hand dump truck. That’s when it dawned on me that BECAUSE I went to college I could NEVER buy a second hand dump truck, not even a brand new one with someone else to drive it. When I ran across an old friend, I could not afford to explain that I was the owner of a dump truck. No, I was “with” the ABC Corporation. Not necessary to explain that they are the largest producers of this and that in the world. I was “with” them, and my friend was “with” someone just like them.


Because of recent increasing sentiment factoring personal independence and relevance, we might expect to find in the future a greater general public acceptance of entrepreneurial activities and therefore to discover less and less conflict between this kind of career and a person’s social self-image. In this sense, it may be becoming easier for someone to decide to strike out on his own than it has been in the past. Perhaps we shall come to the point where becoming an entrepreneur is recognized as a socially legitimate and even an attractive career alternative. 

INFLUENCES ON ENTREPRENEURIAL CAREERS


For the person who has achievement motivation and whose social self-image is not in conflict with starting a company, there are two kinds of conditions, which become critical:

1. How ready he sees himself for undertaking such a venture. 

2. How many distractions or obligations he sees hold him back. 

Note that what an individual does depends upon how he perceives a situation rather than upon what the situation actually is.  This is particularly critical in considering a person’s readiness or his restraints, because there is no way for anyone to make direct, objective measurements of these characteristics.  Instead, a personal assessment of readiness or restraints is going to be a combination of knowledge, insight, judgment, and personal values.  

Readiness


In terms of his decision to initiate a company and to try to run it successfully, a person’s own assessment of how ready he really is.  One would not likely find a runner expecting to run a four-minutes mile without have some objectively valid reasons behind those expectations.  Similarly an individual who believes that he is ready to start a company is probably reaching that decision form some background of experience, exposure, special skills, and industry knowledge.  This is not to say that some people do not try to initiate businesses when they are totally unprepared.  It would imply, however, that in most instances of this kind the individual himself knows very well that the odds are against his being able to make a go of it.


It might be useful to think of an individual’s readiness in terms of levels of specific and general self-confidence.  Specific self-confidence in this context represents an individual’s felling of mastery over the kinds of tasks and problems he would expect to encounter in starting a company and making it successful.  General self-confidence would be his feeling of well being and his universal assurance that he can accomplish things.


What people learn through a variety of business and related experience accumulates over time.  Most people learn relatively more and learn relatively more rapidly early in their careers when much of what they do and see is new to them.   And although the relative rate of learning may diminish over time the cumulative effect is an increasingly competent individual.  The evolution of person’s readiness as reflected in his specific self-confidence to master various elements of a venture is depicted graphically in Figure 2. 


General self-confidence, which is necessary for someone to want to try something new, is an elusive idea.  Most people can identify in their own lives those periods when they were confidant and up for doing big, new things.  They can also recall other times when they were anxious and uncertain – unwilling to get away from the sure and the known.  Given the high degree of uncertainty for most people in starting a company, a high level of general self-confidence is necessary for them to be willing to try. 
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Restraints


Perhaps the most effective restraint on someone who otherwise might start a company is his continuing success and satisfaction in perusing his present job.  Why should anyone want to change if things are going well? Especially with the passage of time, increasing seniority for such people means a larger salary, great responsibilities, and greater benefits. In addition, an individual develops a personal power base within an organization –key knowledge and skills, confidence and loyalty of associates, and so on- which enables him to assert himself and to be effective.  At some point, even in the face of a grave disappointment or disenchantment with the company, it becomes almost prohibitively expensive to resign and pursue another career direction.


A would-be entrepreneur’s freedom to break away and start a company also becomes hindered by financial and other obligations typical of the male’s life-cycle development in the United States between the ages of 25 –40.  A man gets married, buys a house, and starts to raise a family.  He may immediately incur a sizeable mortgage and real estate taxes.  With children he acquires the cost burdens for their future education.  In addition, he assumes responsibility for his family in the event of his death or disability.  These immediate and future costs tie him to a schedule of direct expense payments, a plan for savings, and the costs of insurance. 


In addition, the usual pattern is for expenditure on living expenses to rise as a person receives promotions and increases in salary.  He now has two cars instead of one, a larger house, and takes more expensive vacations.  These costs, closely following if not sometimes overtaking income, as a practical matter are only adjustable upward.  And until the children have finished school, it is unusual to find sufficient funds for anything approaching financial flexibility. 

Other commitments created by marriage and families may do as much to restrict the freedom and flexibility of would-be entrepreneurs, as do financial obligations.  Few women marry with the intention to becoming nurses and housecleaners for absentee husbands.  Moreover, personal relationships among people take time, even the minimum of spoken communication, the ritual of certain courtesies, and the recreational activities people pursue together.  Some part of the evenings, weekends, and holidays are expected by the family to be devoted to these activities.  The family life-cycle experience usually creates an increasing time requirement upon the husband until the children go away to school.   As small children begin to lose physical dependence upon their mothers, the role of the father increases in both depth and scope.  In the wisdom of everyday life, “This is the time when the children need a father.” 


Two other interesting phenomena frequently appear as part of the male career life cycle.  The first is an evolution of values as the family, his career security, and therefore his career security becomes more important to him.  The time spent with wife and children is more than the minimal to satisfy physical or emotional obligations, but it is a part of a change in the importance he places on what he does – a transaction from preoccupation with a career to a realization of new interests in his life.


The other aspect, closely related to a change of values, is a change of pace.  The drive, the physical and emotional energy expended by so many young executives in pursuit of a career, is not appropriate to the pursuit of many other interests.  Perceived at the office, Joe at 40 is slowing down.  Perceived by his wife, Joe is beginning to live.  Perceived by himself, Joe is just doing other things –not necessarily enjoying himself more than when he was hotly pursuing his career interests, but rather enjoying himself in other ways.  


For starting a company an individual’s self-perceived effective capacity can be derived from a combination of readiness and freedom from restraints and distractions. The results, depicted graphically in Figure 3, show effective capacity for starting a company typically increases with age, beginning between 25 –30, as the individual learns rapidly from his early experiences. 
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 As a person grows older, however this trend is modified and then reversed as the marginal learning experience becomes less, and the influences of successful employment plus family-related interests and obligations are incurred.  If we identify a certain level of capacity as being necessary for a person to be able to act, we can define a certain period—a free choice period, so to speak – when the individual sees himself as able to act.  During this period the capability, self-confidence, and the career commitment on balance can be more of an influence than are his economic or emotional commitments and interests in other areas.  

The precipitating events

For some people the combination of circumstance is such that they never attain sufficient capacity to start a company.  They never reach a free choice period.  Their other commitments become too large before they reach a point where they could strike out on their own.   One the other hand, there are probably thousands and thousands of people who pass through a period when they could choose to start a company – when they have sufficient capabilities and few restraints – but they don’t do it.  IT would appear that most people need something more—something to help break established ties and to create resolve and something specific to pursue. 


Three additional kinds of conditions appear to be major influences on decisions to start ventures.  The first, deterioration of job satisfaction, disposes the individual to consider seriously other career alternatives.  The second, identifying a new venture opportunity, helps to focus upon what might otherwise be a largely undefined possibility.  The third encouragement to start a company helps an individual make what becomes a very subjective decision. 

1.Dissatisfaction. 



This element – a negative outlook on his present and future job situation – appears to have a strong influence on the would-be entrepreneur. Relative to his expectations, something disturbs him. A budget for product development is cut back; the right promotion or salary increase does not occur; an addition to his staff is denied. Although entrepreneurs will cite such specific events or unfulfilled expectations as the triggering event, which brought them to leave, the reasons are usually more complex. The last straw is but one of a number of disquieting and disappointing incidents which occurred over time and which produced a general feeling of dissatisfaction and perhaps resentment.


Job dissatisfaction for whatever reasons is not an unusual condition. Changing jobs in most instances is the easiest and more common occurrence. Frequently it is the opportunity of another job that trigger a critical assessment of one’s current employment situation. The transition from one job to another is relatively quick, and its results – at least in the short term – are predictable. In addition, it usually achieves direct use of special skills and knowledge accumulated in prior positions. The unusual thing is when an individual, instead of expressing his objectives in the conventional way by changing jobs, elects to start a company. 

2. Identifying a new Venture Opportunity.



Opportunities for new ventures, like most other opportunities, usually emerge over time rather than suddenly appear. In a technical area, an individual may find or learn of a solution to a particular kind of problem and see the potential for using this approach in areas where it has not been applied before. Or in dealing with his employer’s suppliers he may identify key features of purchased products or services which he can handle better or at less cost than others in the business. Or he may discover that there are needs for particular products or services that no one else supplies.


An individual in any part of a business enterprise may see potential opportunities for new ventures related to areas in which he is active. The alternative of stating a company becomes possibly only when an individual perceives the basis for viable enterprise and can see himself playing a major role in it. Whether or not a person interprets a situation, as an opportunity is determined to a large degree by his perception of his own ability to take advantage of it.


3. Encouragement and Support.



Today when most middle managers or engineers begin to think of leaving their jobs they never seriously consider the possibility of starting a company. Unlike the established training programs and junior positions created by major corporations, there are no recognized patterns or channels for getting into one’s own business. A few individuals have the special insights from their fathers’ having been entrepreneurs, but the majority do not. For many, any substantial encouragement or help in the direction of becoming an entrepreneur is happenstance or luck. 


The inputs, which expand an individual’s, thinking about staring a company may range from and encouraging word to assistance with a detailed pan and analysis. It may be offered in a casual way or directed toward achieving some specific objective of the helper. But in any case it frequently plays a significant initial role.

One source of support comes from other individuals who share in the feelings of job dissatisfaction and would like to join in pursuing a venture or to become part of a team that undertakes such an effort. These people may represent a logical combination of diverse talents and personalities to overcome the problems and inertia of getting the venture started and taking it to a profitable operation. Moreover, they may be known to each other and therefore represent a degree of certainty about how specific tasks will get done. But at the outset, a key role for these people and for others outside the immediate founder group can be to provide psychological support and encouragement. At the initial stage, momentum for the venture originates from talking it up, proposing different ways to solve the problems of starting, and giving helpful criticism to each other.


A wife’s reaction to the idea of starting a company is usually a major influence upon how long and how seriously and individual considers staring a company. Eventually, she will be directly affected. Her husband’s happiness, her life style and family’s financial future are at stake. I have seen wives who have responded with extreme anxiety at the prospect of their husband’s starting a company, and I have seen those who have become a key part of the new venture. At either extreme, the wife’s role is critical.   


Another source of support emerges from people to whom the would-be entrepreneur goes for help, such as potential suppliers, lawyers, bankers, other entrepreneurs, and government officials. These people help and individual clarify his thinking. They assist in clarifying some of the specific uncertainties associated with starting the venture and indicate their potential role in providing future information, assistance, or service should the venture be actively pursued. The existence of this kind of readily available help is part of the process of transforming and individual idea into a realistic alternative. If these sources of help are not apparent, then real and imagined problems of getting a venture going may appear insurmountable. 

WHAT ABOUT RISK?


Up to this point we have not dealt with risk as a factor per se. Entrepreneurs, in fact, have been described as people who like to take risks. (I believe the entrepreneurs I know would describe such people as fools.) There is more than a little difference between the person who likes risk and the person who finds risk to be a challenge. Risk covers a multitude of areas, all of which impinge in most instances upon entrepreneurial decisions. 


Only when an individual considers starting a company as a serious alternative does this perception of risk become a key factor. Risk in this context has three elements; (1) the perceived “odds” of various good and bad events occurring, (2) the perceived consequences of these events, and (3) the perceived seriousness of these consequences. It should be noted that all three aspects of risk are subjective. The individual’s assessment of the risk is what influences his decision.


When an individual is in a free choice stage of his career, and when he is considering starting a company as a specific alternative, the perceived risks in a situation will influence whether of not he goes ahead with it. Below are briefly described four critical risk areas.

FINANCIAL RISK


The problem most people would think of first is whether or not they can afford to work with little or no salary for a period of several months to several years while the venture is getting started. This is particularly significant for the successful young executive or engineer who has improved his standard of living as he received promotions and salary increases. What would happen to the family budget without the monthly paycheck? How many families are willing to take a severe cutback in their living expenditures? 


But this is more a question of financial sacrifice that financial risk. In most new venture operations the individual will put a significant portion of his savings or other financial resources at stake. This money is risked and will in all likelihood be lost if the venture fails. The entrepreneur may also be required to sign personally on company obligations, which far exceed his personal net worth. When such obligations significantly exceed the tangible net worth of the company, the individual exposes himself to the extreme condition of financial risk: personal bankruptcy. 

CAREER RISK


A question raised by most would-be entrepreneurs is whether or not they will be able to find a job should the experience a failure in their own company. Obviously, many people who are unsuccessful in their own firms do get jobs afterward with major corporations. The question, of course, is how difficult is to get such a job and how will and employer look upon this kind of prospective employee?

FAMILY RISK


As already mentioned, the requirements of starting a new venture frequently consume the energies, emotions, and time of the entrepreneur. As a result, he has little to give elsewhere, and his other commitments suffer. Entrepreneurs who are married, and especially those with children, expose their families at best to the risks of an incomplete family experience and at worst to permanent emotional scars from inattention, quarreling, and bitterness.

THE PSYCHIC RISK


An entrepreneurial effort by an individual has special features, which subject a person to high psychic risk. First, everyone, including the entrepreneur himself, identifies the venture with one or two men. The company is these people. In addition, the magnitude of effort required to start a venture has given those activities priority over everything else in their lives – family, friends, and other interests. The greater the commitment, the more the identification with the venture is internalized.


If an individual fails, the experience can be shattering. In addressing the causes of a venture’s failure, the entrepreneur himself is always on of the reasons. He planned poorly, he executed poorly, he followed through poorly, or in some way he did not allow sufficient margin for the unexpected. If an individual concludes that his failure in a particular effort was because of an inherent incapacity or inadequacy, he has lost his self-confidence. The risk to an individual is the risk of losing not only his abilities to function effectively in his career or profession but also loses his ability to deal effectively in his personal life. Moreover, once begun, such a process gains momentum and tends to whirl into a relentless downward spiral. 

SUMMARY AND CONCLUSIONS


We have examined the entrepreneur who is involved in substantial ventures and have considered what we found in light of traditional thinking that he is a special type of individual – somehow an unusual and uncommon man – a man apart. It is probably true that very successful entrepreneurs become men apart. But, at the beginning, when they make the decision to start an entrepreneurial career, they are in most respects very much like many other ambitious, striving individuals. It appears, moreover, that the entrepreneurial interests for those who elect that path are more a function of external differences than internal ones – more the result of practical readiness and cost/income constraints than of individual psychology or personality. This is not to suggest that starting a successful company is a game that anyone can play. It is, however, a statement that far more people could become entrepreneurs than ever do so and that the inclination of people to move in his direction could be increased by their increased awareness and recognition of this as a career alternative. 

