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Introduction 
 

 

Recent research on entrepreneurship has paid growing attention to the creation of new 

ventures (e.g. Gartner 1985, 1988; Katz 1991; MacMillan 1993; Gartner and Shane 

1995; Shane 1997; Low and Abrahamson 1997; Gartner, Starr, and Bhat 1999; 

McGrath 1999; Audretsch and Thurik 2001; Davidsson, Low, and Wright 2001; 

Chandler and Lyon 2001; Shook, Priem, and Mcgee 2003; Parker and Gartner 2004; 

Kuratko 2005; Eckhardt, Shane, and Delmar 2006; Lichtenstein, Dooley, and 

Lumpkin 2006). In fact Shook et al. (2000) argue that new venture creation is at the 

heart of entrepreneurship. Gartner (1988) even provocatively argues that 

entrepreneurship is the creation of new organizations. 

 

The increased attention is primarily based on the widespread assumption that new 

venture creation is a vehicle for economic and societal growth (e.g. Reynolds 1987; 

Low and MacMillan 1988; Shane 1996; Wennekers and Thurik 1999; Davidsson and 

Henrekson 2002; Audretsch and Keilbach 2004; Noorderhaven et al. 2004; Rocha 

2004; Arenius and Minniti 2005; Sternberg and Wennekers 2005; van Stel, Carree, 

and Thurik 2005; Wong, Ho, and Autio 2005). Moreover a large percentage of the 

population is at some point involved in starting a new venture. For example Reynolds 

(1997) suggests that about 5% of the adult population each year take actions to start a 

new venture. According to the Danish National Agency for Enterprise and 

Construction the number is the same in Denmark (Erhvervs- og Boligstyrelsen 2003). 

Accordingly, practitioners as well as politicians seek to enhance the efficacy of public 

or private assistance programs including financial aid programs and educational 

programs on (aspects of) new venture creation, not only to create more start-ups but 

also to increase the survival rate and successfulness among new ventures. Hence, 

there is an outspoken demand to build theories and carry out effective empirical 

research to gain a better understanding of the phenomenon of new venture creation.  

 

This dissertation contributes to the general knowledge of the process of new venture 

creation on the level of the individual entrepreneur. This does not imply that other 
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levels of analysis such as institutional, cultural, or environmental characteristics are 

not important or that there is no environmental interaction going on with important 

consequences for the rate of entrepreneurship and new venture founding (Gartner 

1985; Aldrich 1999; Shane and Venkataraman 2000). Clearly, the rate of new venture 

founding is affected by such things as the state of the economy, cultural limitations, 

the capital market, competitors, government policies, technological conditions, and 

societal factors. However, this dissertation focuses on the influence and characteristics 

of the individual entrepreneur rather than environmental antecedents and 

consequences (see also Shane and Venkataraman 2000 and Shook, Priem, and Mcgee 

2003). Following the work of Burt (1992) it is suggested that every individual brings 

human, social, and financial capital to the competitive arena. This dissertation devotes 

one article to each type of capital in the domain of entrepreneurship and new venture 

creation in particular. A common theme in the three papers is the recognition that the 

field has produced what appear to be superficial conflicts of thesis and anti-thesis. 

Each paper then seeks reconciliation, not through the introduction of synthesis, but of 

contingencies of emergence. Hence, existing research on new venture creation is 

reconsidered through the lens of a contingency that considers the different needs for 

human, social, and financial capital in different phases of new venture creation. 

 

Even though the practical aspects of this array of research are easily legitimized, this 

stream of research in academia is still in its infancy (Gartner, Davidsson, and Zahra 

2006). In fact, the field of entrepreneurship is one of the youngest schools of thought 

in the management discipline which presents scholars seeking legitimacy in this field 

with a series of challenges. As suggested by Whitley (2000) the semi permanent 

nature of employment in universities and business schools accentuates the importance 

of legitimacy and reputation in the sense that jobs and promotions in academia are 

highly dependent upon obtaining legitimacy from the dominant management 

discourse. This creates a dilemma for scholars in entrepreneurship to contextualize 

research in entrepreneurship to the general field of management while building a 

perception that entrepreneurship offers a unique and different stream of research to 

make it a legitimate research endeavour (see also Busenitz et al. 2003). This 

dissertation deals with this dilemma by focusing on the creation of new ventures, 
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which is not dealt with specifically in the established management discipline, and at 

the same time draws on an extensive body of research in the management domain as 

well as research in other well-established domains such as psychology and sociology. 

Finally, to legitimize this research even further, the first paper in this dissertation, 

entitled: “Status among management journals and the forum for entrepreneurship 

research”, shows that the legitimacy of entrepreneurship research have indeed 

experienced a notable increase since the mid-eighties among high status journals in 

the management discipline. Hence, as suggested by Shook et al. (2000) 

entrepreneurship is maturing as a discipline and a legitimate area of research in the 

management discipline.  

 

 

CLASSIFICATIONS AND DEFINITIONS 

Following the footsteps of Gartner (1985, 1988) entrepreneurship in this dissertation 

is conveniently classified as the behavior and activities involved in the process of new 

venture creation. Accordingly, an entrepreneur is in this dissertation the individual 

who creates new ventures. While this may seem like a minimalist approach to 

entrepreneurship it enables a sense of consistency in the dissertation. Moreover, the 

approach is backed by the most agreed upon central features of entrepreneurship as 

suggested by Gartner’s empirical analysis from 1990. This analysis suggests that out 

of 90 possible attributes the two most agreed upon central features among scholars 

and practitioners were: 1) the creation of a new business; 2) new venture 

development.  

 

A recent stream of research canonized in Shane and Venkataraman (2000) emphasizes 

that entrepreneurship addresses a different set of issues than the creation of new 

organizations or more specifically points out that entrepreneurship does not require, 

but may include the creation of new ventures as they want to highlight the possibility 

of different modes of exploitation as well as a criterion for innovativeness. Clearly, 

this dissertation does not wish to exclude aspects of entrepreneurship that are 

interesting to other scholars, but argues that new venture creation is a situation where 

we should at least agree that entrepreneurship is taking place. Hence, entrepreneurship 
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and new venture creation are arguably not the same, but aspects of new venture 

creation retain a fundamental domain in entrepreneurship (cf. Gartner 1990). In this 

respect the dissertation agrees with Venkataraman (1997) and Shane and 

Venkataraman (2000) in their definition of entrepreneurship as the scholarly 

examination of how, by whom, and with what effects opportunities to create future 

goods and services are discovered, evaluated, and exploited. In other words, the field 

of entrepreneurship should focus on recognition and exploitation of opportunities, the 

individuals involved, and the modes of actions used to exploit the opportunities (see 

also Bygrave 1993; Hitt et al. 2001; Zahra and Dess 2001; Eckhardt and Shane 2003; 

and Davidsson and Honig 2003).  

 

However, two basic contingencies are added to the definition in this dissertation: 1) 

that this scholarly examination is done within the realm of new venture creation; 2) 

that new ventures per definition provide a new means-end framework. The first 

premise is basically a matter of framing the dissertation inside the domain of new 

venture creation. We need this distinction because opportunity discovery and 

exploitation can easily be related to different units of interests such as the individual 

entrepreneur, the new venture, industries, technologies, institution, government and 

also different levels of analysis such as individual, social, financial, institutional, 

cultural, and environmental characteristics. So the first premise is basically a matter of 

focus.  

 

The second aspect may however be somewhat more controversial. Shane and 

Venkataraman (2000) – among others – manifest the limitation that entrepreneurship 

is dealing with new means-end frameworks restating the concept of ‘opportunities’ as 

‘entrepreneurial opportunities’ (see also Casson 1982; Gaglio and Katz 2001; 

Eckhardt and Shane 2003). Entrepreneurial opportunities are defined as a situation in 

which an entrepreneur can introduce new goods, services, raw materials, markets 

and/or organizational methods through the formation of a new means-end framework 

(Shane and Venkataraman 2000). This description is very similar to and very much 

inspired by Schumpeter (1934). According to Schumpeter, a change in the ‘circular 

flow of economic life’, or what economists would generally consider as an external 
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shock to equilibrium, appears when the means of production is combined in a new 

way. Schumpeter suggested five possible ways to carry out these new combinations, 

namely through the introduction of: 1) a new product; 2) a new untested method of 

production; 3) a new untested market; 4) new and untested sources of supply; and 5) a 

new organization of the industry including the break-up or set-up of a monopoly 

position. Moreover, as suggested by Kirzner (1997), it is exactly the creation of new 

means-end frameworks through the introduction of one or several new combinations 

that is the crucial part of the difference between entrepreneurial opportunities and 

‘regular’ optimization or opportunities within existing means-end frameworks. For 

example, if you optimize your existing machinery using known techniques to make it 

run twice as fast to avoid huge loads of inventory, it would be considered a ‘regular’ 

optimization and a regular opportunity, not an entrepreneurial opportunity. On the 

other hand, if you introduce a new machine with a unique set of new combinations 

that run twice as fast as the old one, it would be considered an entrepreneurial 

opportunity.  

 

As a natural consequence, in this line of thinking it is only during the period when 

people are in the actual process of recognizing and/or exploiting one or several of the 

five functions that they are called entrepreneurs, and they continue to be entrepreneurs 

only for as long as they perform these functions (Schumpeter 1934). In other words, it 

is only in the process of recognizing and exploiting new means-end frameworks that 

we may use the term ‘entrepreneur’. Even though this is indeed an alluring distinction 

between entrepreneurship and other ‘regular’ areas of study, the fundamental 

consequences of this approach to empirical research in entrepreneurship are 

demoralizing. If empirical research in entrepreneurship had to take these aspects into 

consideration the mere sampling of ‘real’ entrepreneurs or ‘real’ entrepreneurial 

situations would be a subhuman exercise filled with arbitrary choices. For example, 

when are new combinations and new means-end frameworks no longer considered 

new? Does an entrepreneurial new venture need to go public with a new combination 

before we stop calling it an entrepreneurial opportunity, how many products should be 

sold before we stop calling it a new combination, is it a matter of months or years or 

any other timeframe, is the entrepreneurial opportunity not entrepreneurial if it is 
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imitated by competitors, or how many people should adopt the new means-end 

framework before it is no longer considered new? By the same token, it is also 

difficult to know exactly whether a person is introducing an entrepreneurial 

opportunity or just following a regular opportunity within an existing means-end 

framework. For example, is the opening of a new McDonald’s restaurant located five 

minutes away from an existing McDonald’s an introduction of a new combination and 

an entrepreneurial action or is it just regular optimizing? Now, what if the new 

McDonald’s introduced singing waiters, would we then consider it a new combination 

and an entrepreneurial opportunity instead of merely a regular opportunity? Thus, 

when is a new means-end framework literally new and when do we start referring to it 

as an existing means-end framework? Finally, should we use time, diffusion of 

means-end framework or other measures to make this distinction? The point is 

illustrated in Figure 1.  

 

Figure 1: An illustration of blurring borders between regular and entrepreneurial 

opportunities. 

 

In order to cope with the fundamental problem of the innovativeness criterion in the 

definition of entrepreneurship, this dissertation joins Bhave (1994) in suggesting that 

the introduction of new ventures with complete lack of novelty tends not to appear 

empirically. Hence, it is suggested that the focus of new venture creation is 

automatically a focus on new means-ends frameworks. Moreover, this fundamental 

assumption allows us to draw on a line of empirical evidence on new ventures without 

inferring on the innovativeness of each observation.  

 

 

 

Entrepreneurial opportunity 
Regular 

opportunity 
Regular 

opportunity 

? ? 

Time/diffusion of means-end framework/? 
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IS THERE SOMETHING ROTTEN IN THE STATE OF 

ENTREPRENEURSHIP? 

 

The last two decades have witnessed increased attention towards the domain of 

entrepreneurship manifested in a vast amount of articles dealing with a wide range of 

topics from a wide range of disciplinary backgrounds using a variety of theories and 

methodologies (Amit, Glosten, and Muller 1993; MacMillan 1993; Birley and 

Westhead 1994; Shane and Venkataraman 2000; Covin, Slevin, and Heeley 2000; 

Gartner 2001; Eckhardt and Shane 2003). However, even though scholars have 

presented an impressive amount and range of research, Shane and Venkataraman 

(2000) recently concluded that the field of entrepreneurship is simply a broad label 

under which a hodgepodge of research is housed, and that every piece of research 

added to the entrepreneurship puzzle only obscures the overall understanding of 

entrepreneurship and new venture creation. Moreover, there appears to be widespread 

agreement that entrepreneurship research needs to develop better theory (Shane and 

Venkataraman 2000; Davidsson, Low, and Wright 2001; Gartner 2001; Low 2001). 

For example, Low (2001) as well as Davidsson, Low, and Wright (2001) claim that 

the field is caught in an atheoretical empiricism and a subsequent lack of respect.  

 

In the same vein, several scholars claim that the field of entrepreneurship is too 

pluralistic and fragmented without any integrating theories, definitions, and methods 

(Low and Abrahamson 1997; Aldrich and Baker 1997; Alvarez and Busenitz 2001). 

Aldrich and Baker (1997) directly suggest that entrepreneurship has only made 

limited progress toward normal science status in a Kuhnian sense and they push for a 

single unifying framework in order to progress towards this paradigmatic ideal. The 

underlying premises of this critique is that the field needs some kind of overarching 

unifying paradigm to fruitfully progress and legitimize itself as a scientific endeavor 

(Bull and Thomas 1993; Bull and Willard 1993). It is expected that the unifying 

paradigm will point out what counts as legitimate research methods and research 

problems even at a highly detailed level, and thereby facilitate more efficient 

communication and collaboration among researchers based on a shared vocabulary 

and epistemological as well as ontological consensus (Pfeffer 1993). 
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This dissertation does not agree with this paradigmatic position. Moreover, as 

suggested in chapter 2 of the dissertation entitled: “Status among management 

journals and the forum for entrepreneurship research”, the field of entrepreneurship is 

increasingly manifesting itself as a highly legitimate field of research that does not 

lack respect as suggested by Low (2001). Moreover, it is suggested in the following 

that this paradigmatic ideal is put forth without considering the particularities of 

entrepreneurship as a research field. An analogy from a fundamental debate in 

sociology on the solidarity and differentiation of society seeks to highlight these 

aspects. 

 

 

Organic solidarity due to the division of research areas 

The challenge to the field of entrepreneurship resembles the challenge of 

differentiation to society in general as discussed by the classical French sociologist, 

Emile Durkheim, more than a hundred years ago (Durkheim 1893). Durkheim 

developed a typology of societies, a mechanical and an organic society, in terms of 

their basis of solidarity. The two types rest on different principles of social 

integration, involving different morphologies, different systems of symbols, and 

different structures of networks. The typology presents not only a distinction between 

traditional and modern societies, but also the changing forms of social integration that 

emerge with an increasing differentiation of social structures. In the writings of 

Durkheim, the source of the differentiation of the social structure was mainly 

associated with the increased division of labor, which was considered an inevitable 

challenge to the social structure in society in the late eighteenth century. Hence, the 

two types of solidarity were not framed as a matter of choice, but more as (a 

description of) an unavoidable change in the basis for solidarity due to the increased 

division of labor. In fact, the headline in chapter three of Durkheim (1893) can be 

translated into “Organic solidarity due to the division of labor”.  

 

According to Durkheim, the mechanical solidarity was based upon a strong collective 

conscience regulating the thoughts and actions of individuals located within similar 
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structural units. The morphology, or structure, of mechanical societies is kinship units 

that share strong commitment to common goals. Accordingly, individual freedom, 

choice, and autonomy are low in mechanical societies. In a Kuhnian sense, the 

mechanical solidarity resembles the behavioral control that a unifying paradigm may 

(or is expected to) exert in an academic discipline. In contrast, organically structured 

societies are typified by large populations, which are distributed in specialized roles in 

many diverse structural units that are needed to unfold the advantages of the increased 

division of labor. Highly general values form the exchange contracts and norms 

regulating the interdependencies among specialized social units. As the division of 

labor grows, the functional interdependencies between individuals should stimulate 

the efficient peer pressure and secure a high and diligent work effort. Thus, instead of 

relying on a unified paradigm in a Kuhnian sense, which directly controls the 

behavior of individuals, Durkheim expected another type of social structure to emerge 

on the basis of interdependencies among specialized social units driven by a need to 

secure a high and diligent work effort.  

 

The field of entrepreneurship is equally confronted with a high division of labor in 

terms of the numerous (units and levels of) analyses and approaches from diverging 

disciplines that are necessary to grasp the complexity of entrepreneurship and new 

venture development (see e.g. Thornton 1999; Shane and Venkataraman 2000; 

Davidsson, Low, and Wright 2001; Davidsson and Wiklund 2001; Gartner 2001; 

Ucbasaran, Westhead, and Wright 2001; Shook, Priem, and Mcgee 2003). As 

suggested by Gartner (2001), no single theory will be able to take account of the 

complexity of entrepreneurship suggesting that scholars should concentrate on 

building up a body of theories. Then, as intriguing as a paradigmatic development 

may appear – perhaps due to ‘economics envy’ – the characteristics of the subject of 

research in entrepreneurship make this paradigmatic development both unlikely and 

unwanted. Hence, according to Gartner, we cannot expect and in fact do not need an 

overarching theory of entrepreneurship (Gartner 2001). Moreover as suggested by 

(Thornton 1999) intellectual development of the entrepreneurship field is greatly 

dependent on learning from other social sciences including for example sociology and 

psychology. This dependence on other disciplines is equally manifested in the citation 
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in and to entrepreneurship from a variety of disciplines in chapter 2 of this 

dissertation. Finally, as suggested in chapter 2, it is unwarranted to jump to the 

conclusion that the field of entrepreneurship lacks legitimacy and respect. In a recent 

review of research in entrepreneurship, Ucbasaran, Westhead, and Wright (2001) 

demonstrate the wide range of subjects, levels, and units of analyses the scholars in 

entrepreneurship have chosen as the main focus of their research. However, they 

actually come to the conclusion that most research projects have a clear focus whereas 

the field as a whole does not. The point is that entrepreneurship research offers 

multiple and relatively well-defined foci, causing the field to appear unfocused due to 

its complexity. Then, because entrepreneurship needs multiple disciplines, ontologies, 

and methodologies to emerge in a positive direction, no single overarching framework 

or paradigm is able to deal with all aspects of entrepreneurship (Gartner 2001; 

Davidsson, Low, and Wright 2001).   

 

As a consequence, Gartner (2001) suggests that scholars in the field of 

entrepreneurship need to choose sides in the sense that research should be divided into 

homogenous groups studying more specific topics in entrepreneurship such as new 

venture creation, firm growth, and venture capital; each subfield with a clearly 

defined epistemology, ontology, and methodology. Thus, instead of giving up the 

mechanical ideal with a unified structure controlled by an overarching paradigm 

because of the complexity and differentiation of the field, Gartner (2001) seeks to 

reduce the complexity by narrowing down the field to homogenous mechanical sub-

societies. This approach resembles the approach of the isolationists, which was 

originally presented in Burell and Morgan (1979) and later in Jackson and Carter 

(1991). According to this approach, scholars may basically choose whatever paradigm 

in a discipline as long as they stick to that specific paradigm. However, this approach 

forces the researcher to make artificial, stultifying and unnecessary choices among 

paradigms that only limit the researcher in his/her endeavor (Reed 1992; Ackroyd 

1992; Hassard 1993; Willmott 1993). According to Hassard, the isolationist view: “… 

advance[s] a very pure and hermetic form of sociological relativism, one which brings 

into question the very basis for scientific communication and progress” (1993: 69). 

This is equally suggested by Davidsson, Low, and Wright (2001), who argue that 
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even if narrowing topics of interest in entrepreneurship makes the field more 

manageable, the field is not fundamentally altered. Gartner (2001) uses the analogy of 

the “blind men and the elephant” offering a syllogism for thinking about problems of 

integrating differing views of a large and complex phenomenon. However, it seems 

like Gartner’s solution to this syllogism is telling the blind men where to feel the 

elephant. Even so, the elephant does not become a less complex phenomenon. 

 

The premise of this dissertation is that the socket spanner set sold with a car can easily 

be used to fix problems on bikes and leaking water pipes as well. In other words, if we 

have tools available from other disciplines it would be wasteful and ignorant not to 

use and combine them. Moreover, as suggested by Thornton (1999), a secondary but 

equally important benefit in using available tools from other disciplines is that it 

contributes both to legitimacy and quality of entrepreneurship research. Hence, the 

premise of this dissertation is that entrepreneurship researchers should use theory 

from management, marketing, psychology, sociology, economics and from various 

other disciplines that may shed light on the process of new venture creation. Even if 

theories are not directly applicable ‘as is’ they may contain elements that are of great 

value for making progress within the research on new venture creation. This approach 

is often referred to as a multi-paradigmatic approach. 

 

A multi-paradigmatic answer 

As suggested by Davidsson, Low, and Wright, “The challenge is to create a 

community of scholars that bring insights from multiple disciplines to investigate a set 

of phenomena that are neither too broad as to defy the notion of intellectual 

community nor so narrow as to lose sight of our goal” (2001: 7). Thus, multiple 

paradigms are required to adequately accommodate the multifaceted nature of the 

research phenomenon in entrepreneurship. In this way, the use of multiple paradigms 

will further our understanding of the social phenomenon by introducing a more 

comprehensive set of explanations. Contrary to Gartner (2001), however, the multi-

paradigmatic approach sees the necessity and possibility for dialogue and bridges 

between different paradigms while holding on to the possibility and necessity for 

paradigms and intellectual communities embedded in subgroups of social or cognitive 
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relations instead of a paradigm collapse into a broader disintegrated framework. 

Importantly, however, these subgroups, or what we might refer to as ‘small’ research 

communities, are not completely isolated from the rest of the network, but in some 

sense are functionally dependent on the flow of information between these subgroups 

as suggested by Durkheim (1893).  

 

The multi-paradigmatic approach is often associated with the term ‘pluralism’ and a 

postmodern position. In a somewhat positive sense, the concept of pluralism refers to 

the standpoint that the world may be interpreted in several ways and that the academic 

research of complex phenomena is enhanced by competition between and use of 

several ontological, epistemological, and methodological positions (Smircich and 

Stubbart 1985; Bohman 1991; Little 1991; Thomas and Pruett 1993; Bowman 1995; 

VanMaanen 1995). In this sense, the term ‘pluralism’ has a western democratic flavor 

with the presence of multiple political parties, freedom of speech, and a free market 

system ensuring workable competition and free choice. Its connection with a 

postmodern position involves a rejection of any dogmatic overarching proposition 

either on the paradigmatic or meta-paradigmatic level; an acceptance of pluralism and 

fragmentation, and an emphasis on different techniques, insights, methods, etc. from a 

variety of disciplines. Thus, the term challenges the monolithic elitism in its attempt 

to bridge discourses and interpretive communities. The critics see this as a nihilistic 

enterprise that calls the death of all scientific inquiry and the dissolution of any 

research standards. However, as suggested by Clegg, “the fate of our time … would 

be such as to encourage a profound pluralism with respect to interpretation. … Yet 

pluralism need not mean nihilism; that anything is as good as anything else, that any 

interpretation will do” (1990: 16). Thus nihilism is rejected in favor of a view that, as 

suggested by Derrida (1988), embraces the world, reality, and history instead of 

excluding it1. The question is: how does it relate to this dissertation? 

 

An important characteristic with the multi-paradigmatic approach is the adoption of a 

comparative approach that builds on paradigm interplay rather than a focus on 

paradigm delineation allowing scholars to contrast and connect existing and emerging 

                                                 
1 This view is very similar to Kilduff and Mehra’s affirmative ideal type of postmodernism (1997). 
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approaches and insights (Schultz and Hatch 1996). Schultz and Hatch claim that the 

multi-paradigmatic approach overcomes the limitations of both incommensurability 

and paradigm integration. Basically this aspect is manifested in this dissertation in the 

sense that paradigms are combined and contrasted from the behavioral aspects of new 

venture creation and not merged into synthesis without acknowledging their contrasts. 

Hence, this approach respects paradigm and disciplinary diversity by encouraging the 

co-existence of competing interpretations for a richer understanding of issues on new 

venture creation. As a natural consequence, progress in developing theory and 

practice is considered more likely to happen through inclusiveness than exclusivity. 

Hence as suggested by Davidsson, Low, and Wright (2001), the field of 

entrepreneurship will benefit from multi-disciplinary research on specific topics or 

themes inside the domain of entrepreneurship. This dissertation seeks exactly these 

benefits from multi-disciplinary research on the aspect of new venture creation. 

 

 

A CONCEPTUAL FRAMEWORK FOR NEW VENTURE CREATION 

Gartner (1985) introduced a conceptual framework for describing the phenomenon of 

new venture creation in order to signify the importance and independence of four 

major perspectives in entrepreneurship: the characteristics of the individual(s) starting 

the new venture; the kind of new venture – or organization – that the individual(s) 

create; the environment surrounding the new venture; and the process by which the 

new venture is created in terms of the actions undertaken by the individual(s) to create 

a new venture (see figure 2).  

 



 17 

 

However, three years after, in Gartner (1988), the process of new venture creation – or 

what he interchangeably discussed as the behavior in this process – was put to the 

core of entrepreneurship. In his article, Gartner established two fundamental bases for 

entrepreneurship: 1) Entrepreneurship is about the emergent process of new venture 

creation; and 2) Entrepreneurship is about behavior and not about characteristics and 

dispositions of the individual(s) in the process of new venture creation. In fact, his 

emphasis on the behavior in the process of new venture creation was put forth as the 

strong alternative to the sole studies on personal traits which he considered a dead 

end. This dissertation agrees that the process should be the driver of entrepreneurship 

and new venture creation in particular. Moreover, the dissertation outlines this process 

of new venture creation in terms of opportunity discovery and exploitation as 

suggested by a fairly large stream of research in entrepreneurship (e.g. Bygrave 1993; 

Kirzner 1973, 1979; Shane and Venkataraman 2000; Hitt et al. 2001; Zahra and Dess 

2001; Eckhardt and Shane 2003; and Davidsson and Honig 2003). Importantly, these 

two basic constructs are associated with a certain range of behaviors. This is 

consistent with Gartner and Carter (2003), who suggest that the process of startup is 

not just one decision or one type of behavior, but a whole array of actions spread 

across time and events.  

 

ENVIRONMENT 

PROCESS 

ORGANIZATION 

INDIVIDUAL(S) 

Figure 2. A framework for describing new venture creation (Source: Gartner 1885: 
698). 
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However, contrary to Gartner 1988 this dissertation not only seeks to explain the 

behavior pertaining to the different processes of new venture creation and its 

outcomes, but also its antecedents. Importantly however, the antecedents are 

constructed on the basis of the observed behavior in the new venture creation process. 

In fact this corresponds to a simple textbook approach of induction and deduction. 

 

Simplifying the argument according to the basic induction/deduction approach, I see 

Gartner’s critique as mainly an attempt to refocus the field of entrepreneurship from 

the deceiving and alluring focus on the personality traits of the entrepreneur. It 

appeared that the field of entrepreneurship had lost touch with reality, which was 

evident from the equivocal empirical finding on the constructed antecedents and 

‘autopiloted’ into a blind process of deduction. Moreover, the field of 

entrepreneurship increasingly defined itself around these misplaced constructed 

antecedents with exclusive focus on ‘who is an entrepreneur?’. Gartner provocatively 

characterized this tradition by stating: “if-we-can-just-find-out-who-the-entrepreneur-

is-then-we’ll-know-what-entrepreneurship-is” (1988: 23). However, without a 

thorough understanding of what the entrepreneur is and does, how should we be able 

to answer the ‘who’ question – i.e. how can we know the dancer if we artificially 

separate the dancer from the dance? In other words, we cannot build a research field 

of entrepreneurship around characteristics of the entrepreneur if we do not know what 

entrepreneurship is all about. That would be like trying to invent the football player 

and discern the characteristics of football players before the actual game of football is 

considered.  

 

As a natural consequence Gartner called for field work and a detailed classification 

and systematization of the processes and behaviors of new venture creation. 

Importantly, the result of this field work would enable researchers to make new 

attempts in answering questions of antecedents of this behavior and consequently 

answer the question ‘who is an entrepreneur?’ in terms of the skills and abilities the 

entrepreneur needs to know or acquire (Gartner 1988). Now, almost two decades have 

passed since this highly influential paper was published. Maybe the behavioral 

process of new venture creation was not put to the front of entrepreneurship as an 
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alternative to the trait approach, but several scholars have considered the behavioral 

aspects of the entrepreneurial process since then (Bygrave and Hofer 1991; Reynolds 

and Miller 1992; Gartner and Shane 1995; Gatewood, Shaver, and Gartner 1995; 

Carter, Gartner, and Reynolds 1996; de Koning and Muzyka 1996; Hills, Lumpkin, 

and Singh 1997; Gartner and Carter 2003). Perhaps the time is now ripe for bringing 

this ‘field work’ into the important process of discerning antecedents for new venture 

creation.  

 

  

BACK TO ANTECEDENTS 

As mentioned, the dissertation focuses on the behavioral process of new venture 

creation. As regards antecedents, it emphasizes the characteristics of individuals or 

their personal networks as the first order forces and holds that forces of organization 

and environment are second order in accordance with Shane and Venkataraman 

(2000). In fact, a premise of the dissertation is that environmental and organizational 

forces are contingencies that may influence the activities involved in the process of 

new venture creation. Hence, the primary focus is on the behavior and activities 

involved in new venture creation and how these activities place different demands on 

the individual. Of course the demands may change according to different 

environmental and organizational circumstances, but changes are first related to the 

process of new venture creation – i.e. the behavior in this process – and then finally 

translated into specific demands pertaining to the individual. Finally, at the individual 

level the dissertation distinguishes between the demands of the individual in terms of 

human, financial, and social capital obtained from the entrepreneur’s personal 

network. As suggested by Burt (1992), every individual brings three types of capital, 

which pertains only to that particular individual, to the competitive arena. First, the 

individual has human capital in terms of natural qualities, predispositions and 

cognitive skills acquired in formal education, job experience, or in the general course 

of living. Second, the individual has social capital in terms of social relationships with 

family, friends, colleagues, and more general contacts through whom the individual 

receives and obtains human and financial capital. Third, the individual has financial 
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capital in terms of access to financial means necessary in the process of new venture 

creations. The particular approach is summarized and illustrated in figure 3. 

 

 

 

 

Figure 3 suggests that the activities involved in the new venture creation process are 

of central importance in discerning demands for different types of capital accruing 

from the individual. Moreover, it is suggested that the effect of the environment and 

organization is maintained as a contingency to the activities involved in the new 

venture creation process. Finally, the ‘double’ arrows indicate that the individual’s 

different types of capital are interdependent in the sense that they may compensate for 

one another to a certain degree. The dissertation relates to each type of capital in three 

different papers. The central argument in each paper is that what appear to be 

conflicting approaches in each type of capital may be reconciled by relating the 
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different streams of research to the behavioral process of new venture creation. 

Hence, antecedents will be proposed on the basis of the behavioral demands 

consistent with the process of new venture creation. The thesis and antithesis in each 

domain are illustrated in figure 4. 

 

 

 

However, before moving on to the ‘chapters’ on human, social, and financial capital 

the dissertation will legitimize both entrepreneurship as a sound area of research and 

the use of several disciplinary approaches. In this sense, the first ‘chapter’ is 

somewhat different from the rest in the sense that it considers the field of 

entrepreneurship as an object of study in its own rights. 
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Chapter 2: Status among management journals and the forum for 
entrepreneurship research 
Many scholars have sought to define where issues on entrepreneurship are published 

in scientific journals and how entrepreneurship is related to other journals and topics 

in management. This study seeks to refine this research and answer a set of 

fundamental questions regarding the status and citation pattern of entrepreneurship-

related articles. First, via a social network approach, a broad citation-based analysis of 

the field of management is employed in order to uncover the status and possible 

clusters in a large group of management journals. From the status network of 

management journals, it is first assessed where issues of entrepreneurship are 

typically published, i.e. in what clusters, journals and issues of entrepreneurship they 

typically appear and the pattern over time. The legitimacy of entrepreneurship 

research over time is then assessed, taking into consideration the status of the journals 

that publish issues on entrepreneurship. Looking at entrepreneurship-related journals 

among the source journals, the study shows that articles dealing with aspects of 

entrepreneurship have experienced an increase since the mid-eighties among the 

selected journals. This is even more pronounced if we look at the journals with a 

relatively high status in the network. The increasing number of entrepreneurship-

related articles among the high-status journals in management suggests that 

entrepreneurship as a field of study has increased in status. In addition, it is shown 

that aspects of entrepreneurship are primarily dealt with in the cluster labeled ‘general 

management and sociology journals’, and secondary economic and quantitatively 

oriented journals. Finally, when discerning the citation pattern from entrepreneurship 

articles, it is shown that the general management and sociology-oriented journals are 

the primary sources of intellectual ballast or status. 

 

 

‘Chapter 3’: A revitalization of personal traits as complementary to the cognitive 

approach in different phases of new venture creation  

The basic claim in this paper is that the introduction of the behavior related to the 

process of new venture creation can revitalize the personal trait approach, even though 

Gartner gave it the death sentence in Gartner (1988). It is suggested that some of the 

central traits in the entrepreneurship literature can be traced back to a certain behavior 



 23 

– or behavioral requirements – related to a specific phase in the process of new 

venture creation. However, current research on personality traits is – with few 

exceptions – conducted in the phase of exploitation making an implicit and dubious 

assumption that traits do not change in the course of the process of new venture 

creation, despite evidence to the contrary. Hence, it is claimed that the equivocal 

results on personality traits are basically due to a neglect of the behavioral process of 

new venture creation. However, as a result of the disappointing results of the trait 

approach, scholars in entrepreneurship have suggested an antithesis in terms of a 

cognitive approach to explain – among other things – the same aspects of motivation 

and evaluation, which was initially the intention of the personal trait approach. This 

paper does not aim to find a synthesis of these two approaches. Instead it is argued 

how these two approaches may complement each other in different phases of new 

venture creation.  

 

The specific propositions made in this paper are illustrated in figure 5. Evidence on 

the behavioral process of new venture creation indicates that entrepreneurial intent is 

needed as a fundamental kick-starter. Moreover, it is claimed that personal traits like 

need for achievement and entrepreneurial self efficacy are positively related to 

entrepreneurial intent (P1A and P1B), i.e. antecedents to entrepreneurial intent. As 

regards the complementarities between the trait and cognitive approach it is claimed 

that optimism, locus of control, and entrepreneurial self efficacy are negatively 

associated with the cognitive aspect of risk perception and importantly that this 

central cognitive aspect of new venture creation may be explained by these traits in 

this particular phase of new venture creation. Hence, reintroducing the behavioral 

demands in each phase of new venture creation may revitalize the trait approach as 

well as the cognitive approach in discerning the question: Who is an entrepreneur?   
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Figure 5. Propositions from chapter 3 

 

 

Chapter 4: Personal networks in different phases of new venture creation 
The last twenty years of research on personal networks and new venture creation has 

contributed to the investigation of a wide range of characteristics more or less 

beneficial to new venture creation. The results of this endeavor are basically a 

scattered collection of research with diverging concepts, techniques, and measures. 

Despite broad agreement about the general importance of personal networks and 

personal relations, there is considerably less agreement and more ambiguity about the 

specific characteristics of personal networks that relate to success in creating new 

P1B+ 

P2B- - 

P2C- 

P2A- 

Optimism 

Locus of 
control 

Entrepreneurial 
self efficacy 

Risk perception Positive 
evaluation 

+ 

P1A+ 

Need for 
achievement 

Entrepreneurial 
self efficacy 

Entrepreneurial 
intent 
 

Opportunity 
recognition 

Opportunity 
exploitation 



 25 

ventures. This paper takes stock of studies on the personal networks of entrepreneurs. 

It is suggested that what appears to be empirical inconsistencies in the effect of 

personal networks is a disregard of the important contingency of the entrepreneurial 

phase or an oversimplified description of the needs in different phases of 

entrepreneurial development as a need for either information or resources. Hence, 

disregarding the behavior constituting the new venture creation process once again 

results in inconsistencies and equivocal results that may appear to represent thesis and 

antithesis on the importance of social capital. And again, instead of proposing a 

synthesis of these views, the dissertation suggests how needs for resources and 

information as well as the legitimacy of the new venture change as the new venture 

develops from the phases of entrepreneurial intent to the phase of early growth. These 

changes are then related to theoretical as well as empirical evidence on the positive 

aspects of the personal network of the entrepreneur in terms of personal network size, 

the strength of ties, and the density of the personal network. From this endeavor it is 

suggested that bonding and bridging resources, information, and legitimacy are not 

thesis and antithesis, but complementary in the sense that they relate to different 

behaviors in the process of new venture creation. The propositions made in this paper 

are illustrated in figure 6. 
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Figure 6. Propositions from chapter 4 

 

 

These propositions indicate that as the needs for certain behaviors change in the 

process of new venture creation so does the optimal personal network structure. We 

may simplify these changes as personal networks that move from bonding in the 

phase of entrepreneurial intent to bridging in the phase of opportunity discovery. The 

same changes apply to the different phases of exploitation.  
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Chapter 5: Governance mechanisms in the pecking order of new venture finance 

The final paper seeks to develop taxonomy of governance mechanisms in new venture 

finance by introducing elements of transaction cost economics as well as elements of 

the relational contracting literature. Instead of focusing exclusively on the formal 

contractual options of investors, the paper introduces the transactional relationship 

between entrepreneur and investor as the primary unit of analysis. The transaction not 

only encompasses the exchange of financial resources, but any kind of information 

and social action establishing a linkage between the parties. Focusing on the 

transaction, the primary research question is where and how transactions should be 

governed under different transactional circumstances in the context of new venture 

finance. The paper seeks to answer this question by developing taxonomy of 

governance forms and a general framework for understanding new venture finance in 

relation to different transactional characteristics. Finally, the different forms and 

mechanisms of governance are related to the typical pecking order of new ventures 

and four fundamental financial sources, including two types of bank finance, private 

equity finance, and finance obtained from strong ties such as friends and relatives. It 

is suggested how networking and embedded ties are central to financing new ventures 

and how network effects change in the course of new venture creation.  
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Postlude and appetizer to the dissertation: A short  
story – exploring a stereotypical individual 
 

 

“The study of firm founding without a role for the founders is like the study of 

Shakespeare in which the prince of Denmark has been expunged from the discussion 

of Hamlet” (Baumol 1968: 66). 

 

 

This scenic description highlights the importance of the individual entrepreneur and 

the individual’s opportunity nexus in entrepreneurship research and in the study of 

new venture founding. It equally underlines the true uniqueness of new combinations, 

new venture founding, and each individual entrepreneur. However, this sense of 

uniqueness in entrepreneurship and new venture founding, which is our research 

subject, is often lost in our search for general drivers and success factors. Then, before 

we turn to the discussion of entrepreneurship and new venture founding in more 

general and average terms reproaching the practice of the individual entrepreneur, we 

present a fictive case – a story – highlighting a stereotypical image of an individual 

entrepreneur during the initial phases of venture founding. In other words, we want to 

experience the unique individual entrepreneur through an ‘ideal-type’ of an 

entrepreneur during the initial phases of venture founding.  

 

Like Max Weber’s use of the concept of ‘ideal-type’ (e.g. Weber 1949), the fictive 

case is used as a methodological and especially heuristic tool for the enhancement of 

distinctive and essential features of new venture founding. It is not meant to be a 

description of reality or an ideal to evaluate reality by. It is a conceptual construct, 

which is neither a historically correct reality nor even meant to be the ‘true’ reality. 

The fictive entrepreneur does not exist in a pure form, but the elements forming the 

picture of the entrepreneur are primarily taken from my constructions from the articles 

on individual characteristics, social network characteristics, and financial 

characteristics that follow in this thesis.  
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Constructing an ideal-type is a four-fold process that equally serves four heuristic and 

epistemological functions for both reader and writer (cf. Weber 1949): 

1. It brings awareness to details in what was previously thought of as an 

undifferentiated general experience (differentiation); 

2. It systematically puts together differentiated parts of earlier experiences that 

can be related to each other in various systematic ways (integration); 

3. It separates characteristics of reality from specific objects or individuals, in 

fact making the drawing of a stereotypic picture a challenging task 

(abstraction); 

4. It generalizes significant common meanings not to be changed by additional 

experience (generalization). 

 

The fictive case below seeks to perform these four functions for the reader as well as 

the writer. Moreover, the fictive case is also meant as an appetizer for the reader in 

terms of what to expect from the dissertation’s chapters on human, social, and 

financial capital. Contrary to Weber, however, this ideal-type entrepreneurial story is 

not thought of as a clear-cut conceptual scheme against which one could compare 

empirical reality. In fact, the fictive case should not be compared to reality in any 

way; it is basically a mental construction which is useful to understand and get closer 

to the complex reality of entrepreneurship from the individual’s nexus of 

opportunities. Furthermore, it is an attempt to see similarities between individual 

entrepreneurs while staying as close as possible to their concrete particularity. In other 

words, the fictive case is meant to give a brief illusion of closeness to the individual 

entrepreneur while still allowing a degree of generality.  

 

A fictive entrepreneur: Taking the first steps 

What type of individual should we choose for this exercise? Clearly, the interest in 

hairdressers and pizzeria owners is not as pronounced as the interest in new biotech 

(ad) ventures and ‘dotcoms’. At least, this is the impression you get if you look at 

empirical and theoretical work in the area of new venture founding. Thus, we will go 

with my image of a typical dotcom ‘wannabe’ entrepreneur, Mr. Caruso.  
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As suggested, a fundamental approach in this dissertation is to relate the behavioral 

aspect of the process of new venture creation to different types of capital pertaining to 

the individual entrepreneur. Hence, this short story will take Mr. Caruso through 

phases of entrepreneurial intent, opportunity discovery, evaluation, and to different 

phases of exploitation. The behavior in each phase will then be related to the 

proposition put forth in the papers.  

  

 

 

Entrepreneurial Intent  

Caruso is a 42 year-old computer specialist programming special chips in a sound 

hardware development company. He obtained his Master’s degree from the 

University of Aarhus 15 years ago in information technology and has for the past 

eight years been part of a product development team studying options for conducting 

online computer network meetings. Caruso has a strong desire to be successful and is 

not easily satisfied with current achievements. Moreover, he is confident that he has 

the abilities it takes to create and run a new venture – not only obtained from his 

education but also from observing his current employer, who is the founder and 

owner of the company. Caruso’s personal network consists primarily of strong ties to 

family members as well as strong ties to a couple of close friends and colleagues who 

all know one another. Caruso is confident that his personal network will support him 

financially as well as emotionally in a process of new venture creation. Finally, like 

many other computer specialists, he has with great interest followed the success 

stories in the press about individuals who succeed in starting their own dotcom 

company, and he is very much alert to any business ideas and opportunities that 

might show up.  

 

Caruso’s human capital characteristics in the phase of new venture development relate 

to the aspects of need for achievement and entrepreneurial self efficacy, which chapter 

3 of this dissertation proposes are positively associated with entrepreneurial intent. 

Moreover, Caruso’s personal network is relatively small, consisting mainly of strong 
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cohesive ties, which are proposed in chapter 4 to be positively related to 

entrepreneurial intent. This relationship is illustrated in figure 8. 

 

 

 

 

Opportunity Discovery  

As a result of his entrepreneurial motivation Caruso seeks to expand his personal 

network to include entrepreneurs and potential buyers of products somehow related 

to his capabilities in order to obtain information on possible opportunities. Caruso’s 

sister plays the cello by profession. Knowing Caruso’s entrepreneurial intentions, she 

one day expresses the demand for a real-time site to compose music online in 

cooperation with fellow musicians; the demand seems to be shared by her close fellow 

cellists. In fact, Caruso’s sister has talked a lot about this with other musicians; she is 

confident that she knows exactly what features they want and that there is a demand 

for this product. Suppose, for the sake of argument, that Caruso is actually a 

specialist in this type of real-time sharing of online resources using a specific sound 

device and a piece of software very much related to the type of requirements needed 
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in an online music project. To determine whether the new online music internet 

service is indeed technically feasible and whether it has any value to potential 

costumers he turns to some of his newly obtained weak relations in his personal 

network and seeks contact with additional new relations – say people in the music 

industry and people who distribute similar products. Although he trusts his sister’s 

presumptions about the demand for such a product, he arranges a few meetings with 

his sister and other musicians to check their potential demand and their requirements 

regarding features, price range, etc. From these diverse personal relations Caruso 

manages to discover and fine-tune an opportunity that appears to satisfy certain 

needs in terms of demands, technical feasibility, and access to distribution channels.  

 

 

Caruso is an ‘ideal-type’ entrepreneur; he is well connected to a network that has a 

high level of expertise in a particular technology and to a second, completely 

unrelated, network of actors with a problem that may be solved through application of 

that particular technology. His deep understanding of both the technology and the 

problem enables him to see the potential of this new combination. The aspects of 

opportunity discovery presented above are mainly related to Caruso’s personal 

network characteristics. From the phase of entrepreneurial intent Caruso has now 

concentrated mainly on building a larger network from weak ties not connected to one 

another in order to obtain a high degree of network diversity pertaining to availability 

of information. He uses this diversity and larger network to redevelop and fine-tune 

the initial idea of an opportunity put forth by his sister.  

 

As chapter 4 proposes, we would expect a positive relationship between the size of the 

personal network and in this particular case a negative relationship between the 

strength of ties and density of ties as illustrated in figure 7 above.  

 

 

Evaluation  

Caruso is generally optimistic and thinks that his prospect for success in starting a 

new venture is good, even though he realizes that the failure rate among dotcom 
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ventures is relatively high. Moreover, Caruso is content that whether or not he 

succeeds is entirely based on his skills and he is confident in his ability to control the 

environment. Finally, he is still confident in his abilities to create and run a new 

venture. Accordingly he does not perceive a high degree of uncertainty and risk and 

decides to act on the opportunity instead of just talk about starting a new venture as 

most of us tend to do occasionally.  

 

Confronted with this potential opportunity, economists would expect Caruso to 

conjecture whether there exists a positive probability that the future price of the new 

online music service will exceed the cost, including opportunity costs, in producing 

and bringing the new service to the market and that adequate future demand will exist. 

However, predicting these things with certainty is definitely not as easy in practice as 

in theory since, among other things, it requires Caruso to possess information that 

does not exist ex ante. Furthermore, it is humanly impossible to weigh all possible 

pros and cons in a completely new and highly complex situation, such as starting a 

new venture with a completely new and untested product. Hence, as suggested in 

chapter 3, the decision to act on an opportunity may be positively related to a 

cognitive bias of risk perception. In order to infer on the antecedents of this cognitive 

bias, chapter 3 proposes a positive relationship between the cognitive aspect of risk 

perception and the individual’s predisposed degree of optimism, locus of control, and 

entrepreneurial self efficacy as illustrated in figure 6 above.   

 

 

Emergent exploitation 

In the initial process of exploring his entrepreneurial opportunity, Caruso figures that 

he needs to develop a prototype to test the different features and the ultimate 

desirability of the product. Furthermore, if he wants to go any further with his new 

venture, which is very time consuming, he realizes that he needs to quit his current 

job. Although Caruso’s own savings are quite substantial, he still needs to acquire 

additional resources to make a prototype. He first approaches the bank with his ideas, 

looking for start-up finance. However, the validity of his idea or perception is 

completely unknown; the bank has no information about his competences, the 
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potential demand, the technical feasibility of the product and other elements needed to 

make a qualified risk profile. He is lucky though; his sister and her husband trust him 

and his idea, and they are willing to lend him some money or rather put up a personal 

guarantee for a loan in the bank. His parents, who own a farm in Jutland, also put up 

a personal guarantee for a loan in the local bank. Even though they have never 

actually seen the internet and do not really understand the idea or need to write and 

play music online, they somehow feel obliged to support their son. 

 

Caruso is now ready to make his first prototype. He is able to make the necessary 

programming without help from outsiders, but in order to produce some parts of the 

initial hardware unit, he needs help from some of his former colleagues who are still 

employed at the software development firm. Caruso is not interested in sharing the 

ownership of his new venture so he persuades his former employer, who happens to 

be one of his best friends from the university, to make the hardware prototype for a 

fixed fee. If it turns out successfully, he promises to use the firm as the sole supplier of 

that particular hardware. After three months, the first prototype is finished. To protect 

his idea, he immediately spends his last financial resources on a patent.  

 

Caruso’s initial expectations about emotional and financial support from his personal 

network were correct. As expected from the pecking order described in Chapter 5 the 

only available finance at this stage of emergence is based on a hierarchical 

governance mechanism where personal trust from relatives and close friends is of 

utmost importance.  

 

Early growth 

After testing his prototype on some potential customers and making some final 

changes, Caruso once again lacks financial funds to market his product and he 

approaches the bank with his newly produced patented prototype. Now, he needs 

sufficient capital to put the hardware in production and to market the new product. 

Once again he asks the bank for a long-term loan. Even though Caruso has obtained 

a patent and apparently has a working prototype, the bank considers the risk 

associated with the requested amount of capital to be high. However, they are willing 
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to offer him a credit limit of 500,000 DKK mainly because of a personal relationship 

with the banker that incurs a certain amount of calculated trust.  

However, the credit limit is not even enough to put the prototype in production so 

Caruso is somewhat desperate. An acquaintance, a trained accountant, advises him to 

seek some kind of venture capital from a reasonably successful venture capitalist 

located nearby, who knows the hardware and software industry rather well and also 

offers his assistance in preparing a business proposal.  

 

Now, Caruso needs to convince the venture capitalist or other potential investors that 

this is in fact a good investment, that the prototype can be brought to the market place 

at a profit, that there is an opportunity for quick and strong growth, and that Caruso 

is trustworthy and competent to make it happen. Caruso is currently interested in 

seeking enough money to market his product to a large share of potential customers 

over the internet and in the biggest music instrument chains. Finally, he needs capital 

to order the first 1,000 hardware units from his former employer. Reading different 

handbooks on the subject, Caruso realizes that most venture capitalists prefer to read 

only the summary and that the summary is where you should start. He follows the 

headlines in the venture capital manual and ends up with this summary: 
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Attached summary of business proposal  

 

Contact: 

Online Music Sharing (OMS) 

Caruso, President of OMS  

 

Type of Business: 

Online and real-time sharing of music through the internet with specially developed hardware and 

software.  

 

Company Summary: 

Through his job as a senior developer at the software development firm, Caruso has developed a 

completely new method of sharing music in real time on the internet. The company already has a 

working patented prototype that has been tested on several potential customers with overwhelmingly 

positive responses. Every customer buys a special piece of hardware – a real-time card – as a 

supplement to their already installed soundcard and a piece of software with several recording and 

playback features. With a relatively fast internet connection, the customers are able to compose music 

together in real time (max 6-10 people at a time depending on the available internet connection) from 

their average home computer over the internet. The method will allow musicians with similar musical 

interests from different parts of the world to gather and create music.  

 

Management: 

Caruso, president, has a Master’s degree from the University of Aarhus in information technology. He 

has been working for the software development firm for the past eight years as a programmer and has 

been in charge of a development unit working on different types of real-time software. He has been 

working on the prototype for about one year.  

 

Products and Competition:  

The company will start offering the product online as well as through music instrument outlets. There 

are no similar products on the market. However, once the hardware and software are available, other 

music software developers may try to develop a similar product. The prototype and the general concept 

are already patented.  

 

Financial History: 

Caruso has financed the building of the prototype and the testing with his own savings, approximately 

400,000 DKK.  
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Funds Requested:  

The company seeks 1,000,000 DKK in common stock for a 30% ownership. 

 

Use Proceeds: 

700,000 DKK to begin the initial production of the hardware. 300,000 DKK to market the product in 

music instrument stores, on the internet, and other relevant places. 

 

Projections:  

The first year we expect a revenue of around 200,000 DKK, and an income of around 50,000 DKK. 

The second year, we expect a revenue of around 1,000,000 DKK, and an income of around 400,000 

DKK. The third year, we expect a revenue of around 4,000,000 DKK, and an income of around 

1,500,000 DKK.  

 

Exits: 

It is expected that the company has the potential to go public in 4 years. Alternatively, it is expected 

that existing music software producers will be willing to pay a very good price for the company.  

 

 

After finishing the summary, Caruso prepares the full business proposal making sure 

that all necessary details are presented in an easily understandable way. Now, the 

survival of the new venture is basically in the hands of the venture capitalist. If the 

venture capitalist refuses the business proposal and has no interest in the new 

combination, Caruso probably has no alternative but to sell his patent to an existing 

company if possible. Perhaps he may even sell it to his former employer with 

sufficient resources to market the new combination. However, with some luck, the 

venture capitalist may agree to the terms and Caruso’s dream of becoming a success 

in starting a new venture can live on, at least until the next round of financing. Of 

course, the typical answer from the venture capitalist would be no. Caruso may then 

try to obtain finance from other venture capitalists or other financial intermediaries, 

possibly at a higher cost. 
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Learning from Caruso 

By using Caruso as an ideal-type entrepreneur, we get an idea of the different motives 

that may drive the initial entrepreneurial process. We also sense the importance of 

human and social capital in recognizing and exploiting entrepreneurial opportunities, 

and finally we portray the difficulty in obtaining the financial support which is 

necessary to take the final steps with the new venture. Chapters 3, 4, and 5 in this 

dissertation deal with several of these issues.  
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Status among Management Journals and the forum for 

Entrepreneurship Research 

 

Abstract 

The purpose of this paper is twofold. First, a broad citation-based analysis of the field 

of management is employed in order to uncover the status among a large group of 

management journals. Instead of focusing on categories of journals that are defined by 

their inner attributes in terms of raw citation counts, this paper uses a methodology 

that focuses on the relations between journals. The raw citation counts are 

transformed into three adjacency matrices, as used in social network theory, and 

different measures of centrality are used to describe the status among the journals 

during three periods of time. The network is then divided into five clusters of interest 

on the basis of the citation pattern. Articles on entrepreneurship-related issues are then 

related to these clusters and the status network among the management journals. It is 

suggested that the field of entrepreneurship is gaining increasing legitimacy and status 

in the general field of management.   

 

Introduction  

Scientific journals are the primary outlet for the creation and diffusion of knowledge. 

They are also the means by which the scientific community can certify research areas 

and additions to the body of already accepted knowledge and the means by which 

researchers compete for prestige and recognition. The influence that these journals 

exert on one another as well as the degree to which a particular journal is considered 

as communicative and important within its immediate and complete network of 

journals may be discerned by examining the citing pattern between journals (Garfield 

1972; Gordon 1982; Salancik 1986; Extejt and Smith 1990; Johnson and Podsakoff 

1994; Tahai and Meyer 1999; Busenitz et al. 2003; Baumgartner and Pieters 2003). 

Understanding the impact and status of journals is important for two basic reasons. 

First, universities and academic departments generally evaluate the qualities of job 

and promotion candidates on the basis of publications in acknowledged scientific 
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journals (Stahl, Leap, and Wei 1988; Pfeffer 1993; Tahai and Meyer 1999; Baden-

Fuller, Ravazzolo, and Schweizer 2000). Hence, rankings of universities and 

academic departments, tenure positions, promotions, status among peers, and status 

among different areas of research are highly dependent on access to high-status 

journals.  

Secondly, scientific journals generally decide the worth of particular research results 

as well as research topics by admitting or excluding articles. For example, scholars 

may determine the degree of contribution that specific journals have made to 

advancing the body of academic knowledge in a certain field (Johnson and Podsakoff 

1994), or scholars may seek information on the merits of research articles and topics 

from the status of the journal in which the article or research topic is published (Tahai 

and Meyer 1999). Thus, the status among journals is an important indicator of the 

quality and status of a particular research topic (Garfield 1972; Gordon 1982; Extejt 

and Smith 1990; Johnson and Podsakoff 1994; Tahai and Meyer 1999; Busenitz et al. 

2003; Baumgartner and Pieters 2003; Podsakoff et al. 2005). In other words, if a 

research topic is frequently recurring in high-status journals, we would expect the 

particular topic to gain an increasing status and legitimacy among peers in the broader 

discipline of management. The status among journals is thus of critical importance 

when seeking information about where to publish a certain topic; what topic or area of 

interest to publish in order to obtain a high status among peers, and who to cite in 

order to obtain maximum visibility and status (Garfield 1972; Culnan 1987; Doreian 

1988; Cote and Leong 1991; MacMillan I. 1991; MacMillan 1993; Everett 1994; 

Tahai and Meyer 1999; Baumgartner and Pieters 2003).  

The purpose of this paper is twofold. First of all, we seek to describe the status 

network of management journals in the management discipline at large. Instead of 

focusing on a relatively small segment of management, organization, or marketing 

journals, as earlier studies have done (e.g. MacMillan I. 1991; Blackburn and Mitchell 

1991; Johnson and Podsakoff 1994; Tahai and Meyer 1999; Baumgartner and Pieters 

2003; Podsakoff et al. 2005), this study seeks to discuss a broad scope of journals 

related to the entire field of management including aspects such as economics, 

psychology, and sociology. Hence citations from a broad range of journals in the field 

of management were obtained from a set of 73 source journals in management from 
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three different two-year periods using the ICI Journal Citation Report and data 

obtained from ‘Web of Science’. 

Instead of using the raw citation counts to evaluate the status and citation pattern 

among these journals as prior citation studies, this paper presents a novel 

methodology to identify the status network of management journals in general. The 

citation matrices were transformed into three adjacency matrices with absent, weak, or 

strong ties between entities as used in social network theory. Two different measures 

of centrality were then applied to the matrices to indicate the relative status of journals 

in the social network of journals for the three periods. These measures are then 

discussed and the status among management journals and changes in status over time 

are considered.  

Prior citation studies have treated the overall network of management journals as one 

single network and have not considered subgroups in this network. Clearly, this is 

needed since we are often less interested in the status of a given journal in 

management in general than its status in a particular area within management. 

Moreover, this procedure makes it possible to discern the importance of different 

clusters of journals, or areas of research, to the field of entrepreneurship and not just 

to single journals. Hence, the network is divided into sub-areas or clusters with a 

relatively high citation activity inside the cluster, and each cluster is given a label 

corresponding to the main area(s) of interest in this particular cluster. From these 

procedures, we know which journals have the highest status among the broad range of 

management journals as well as the areas of interests in these journals and the 

subfields in the total network of management journals. 

The second purpose of this paper is to assess the legitimacy and citation pattern of 

entrepreneurship research from the mid-eighties. This is basically important because it 

establishes whether or not entrepreneurship has established a theoretical platform of 

its own (Landström and Johannisson 2001), and also whether entrepreneurship studies 

can be considered a legitimate area of study in the domain of the dominating 

management discourse (Busenitz et al. 2003). The field of entrepreneurship was 

accorded division status in 1987 and has attracted an increasing interest among 

scholars since then (Low and MacMillan 1988; Shane 1997; Chandler and Lyon 2001; 

Busenitz et al. 2003). Alongside this growing interest, a number of scholars have 
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considered the field of entrepreneurship as an object of study within management in 

its own rights. The first study in this line of research appeared in Low and MacMillan 

1988. They sought to define the forum of entrepreneurship research in terms of stated 

preferences of respectable journals from a list of 20 tenured professors in the field. 

Since then, a number of scholars have sought to define where issues on 

entrepreneurship are published in scientific journals, how entrepreneurship is related 

to other journals and topics in management and whether entrepreneurship is gaining 

increased legitimacy in the wider field of management (e.g. MacMillan 1993, 

Harrison and Leitch 1996, Romano and Ratnatunga 1996, Aldrich and Baker 1997, 

Shane 1997, Huse and Landström 1998, Landström and Johannisson 2001, Busenitz 

et al. 2003, and Fried 2003). However, the most encompassing citation study of 

entrepreneurship publications in Busenitz et al. 2003 used only 7 source journals as 

representatives of the field of management (all of them from the general management 

group as will be discussed later on) as well as three journals solely devoted to 

entrepreneurship topics.  

This study, on the other hand, uses the broad range of management journals from 

different research areas (and clusters) in management to improve representativeness 

and facilitate comparisons of journals across research areas and subfields. From the 

original status network of management journals, it is first assessed where issues of 

entrepreneurship are typically published, i.e. in which journals entrepreneurship-

related research typically appears and the pattern over time. We then assess the 

legitimacy of entrepreneurship research over time, taking into consideration the status 

of the journals that publish issues on entrepreneurship. Finally, we seek to assess the 

inspirational sources of entrepreneurship-related articles, i.e. which journals are cited 

by entrepreneurship-related articles and the changing patterns over time.   

 

Journal Selection 

Management is a multifaceted academic research area, manifested in the huge amount 

of research outlets covering a broad range of topics. As a proxy for this diversity, the 

Academy of Management currently posseses 21 divisions covering a broad range of 

research areas within the discipline at large. Hence, if we seek a broad description of 
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the management discipline, we need to focus on a broad range of research outlets. The 

source journals, where citations were extracted from, were initially obtained from the 

2001 edition of the ISI Journal Citation Reports covered by the Social Science 

Citation Index (SSCI). Journals with an impact factor above 0.5 were selected from 

two relevant categories: ‘business’ and ‘management’, in total 55 journals. Only full-

length articles were considered. The impact factor measures the frequency with which 

an average article in a journal has been cited in a particular year by all other journals 

in the entire database; more specifically the number of current citations to articles 

published in the previous two years divided by the total number of articles published 

in the two previous years (Garfield 1972). The measure is used to indicate a particular 

journal’s relative importance compared to others. Because of its simplicity, this 

measure has become one of the most popular citation-based measures of journal 

influence (Johnson and Podsakoff 1994; Baumgartner and Pieters 2003;). However, 

the measure is not suitable to represent the status hierarchy among management 

journals as we will discuss later on. Using the Web of Science database, cited 

references were collected from each of these 55 journals in three different time 

periods 1985-1986, 1993-1994, and 2001-2002. The reason for collecting data across 

a two-year period was to avoid instability of citation patterns due to short-term 

fluctuations (Tahai and Meyer 1999; Baumgartner and Pieters 2003). Some of the 

journals do not appear in the database in every period, either because the journal did 

not exist in the particular period or because some of the journals in the particular 

period were not part of the SSCI database. From the collected data, the raw number of 

citations (more than 500,000 total citations) was sorted and counted. Journals with 

absolute high citation counts (above 750 raw citations) that were also included in the 

SSCI database were included in the list. The reason for doing this was to capture 

management or management-related journals with a relatively high raw number of 

citations, i.e. an impact factor above 0.5, which were not included in the list of 

journals labeled management or business in the SSCI database. Finally, to take into 

consideration the inconsistency in use of abbreviations, the complete list was first 

sorted alphabetically and checked to account for any consistency bias related to use of 

wrong abbreviations. When adding these journals to the list, we get 73 journals, as 

presented in Tables 1a to 1e, which have been divided into five clusters, or research 
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areas, as will be discussed later on. Moreover, in each cluster, the journals have been 

sorted by the highest Bonacich eigenvector centrality measure in the latest period, 

which is a measure in which the centrality of a particular journal is recursively related 

to the centralities of the journal(s) to which it is connected as discussed later on. 

 

 

 

1985-1986 1993-1994 2001-2002 

Table 1a: Economics and quantitatively 
oriented journals 

Im
pact 

D
egree 

B
onacich 

D
egree 

B
onacich 

D
egree 

B
onacich 

Journal Of Business 1,357 51 229 52 205 55 169 
American Economic Review Add 42 103 53 110 52 89 
American Business Law Journal 1,172 0 31 0 58 0 72 
Econometrica Add 38 112 37 86 43 71 
Quarterly Journal Of Economics  Add 26 65 35 74 35 69 
Business History  0,935 0 15 0 58 0 69 
Journal Of Common Market Studies 1,167 0 14 0 28 0 63 
Journal Of Financial Economics Add 22 74 31 87 28 50 
Journal Of Political Economy  Add 31 78 30 68 33 48 
Journal Of Finance Add 23 71 31 73 30 48 
Operations Research Add 11 67 11 48 5 34 
International Journal Of Forecasting  0,672 0 54 3 56 2 28 
Journal Of Forecasting  0,582 5 73 2 46 2 24 
Journal Of Productivity Analysis  0,926 0 0 0 0 2 18 

 

 

1985-1986 1993-1994 2001-2002 

Table 1b: Marketing oriented journals 

Im
pact 

D
egree 

B
onacich 

D
egree 

B
onacich 

D
egree 

B
onacich 

Journal Of Marketing 2,403 34 183 39 162 50 153 
Journal Of Marketing Research 1,671 30 163 38 133 42 134 
Journal Of Product Innovation Management 0,673 2 86 7 91 10 100 
Journal Of Consumer Research 1,821 19 112 29 104 32 93 
Journal Of The Academy Of Marketing Science 1,844 0 0 3 3 0 85 
Industrial Marketing Management 0,556 4 99 7 69 3 80 
Marketing Science  1,83 9 24 15 77 24 77 
Journal Of Retailing 0,826 8 114 7 63 14 55 
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International Journal Of Research In Marketing  0,645 0 0 0 0 0 54 
Journal Of Advertising Research  0,522 5 64 10 52 4 29 
Journal Of Advertising  0,688 29 88 25 54 19 28 
Advances In Consumer Research  Add 14 100 15 54 14 19 
Journal Of Public Policy & Marketing 0,941 0 68 4 37 3 14 

 

 

 

 

 

 

1985-1986 1993-1994 2001-2002 

Table 1c: Information and technology 
oriented journals 

Im
pact 

D
egree 

B
onacich 

D
egree 

B
onacich 

D
egree 

B
onacich 

Sloan Management Review  1,698 23 142 30 155 39 155 
MIS Quarterly  1,796 9 109 16 131 20 138 
Decision Sciences  0,723 15 141 11 109 10 108 
Communications Of The ACM  Add 7 109 15 101 13 107 
International Journal Of Operations &  
Production Management  0,638 0 0 0 0 2 88 
Information Management  1,176 1 84 7 74 2 87 
Journal Of Information Technology  0,545 0 0 0 46 0 76 
International Journal Of Electronic Commerce  1,179 0 0 0 0 3 74 
Journal Of Environmental Economics And 
Management  1,224 1 1 0 28 1 1 

 

1985-1986 1993-1994 2001-2002 

Table 1d: General management and 
sociology oriented journals 

Im
pact 

D
egree 

B
onacich 

D
egree 

B
onacich 

D
egree 

B
onacich 

Academy Of Management Review 3,157 44 238 59 256 87 258 
Academy Of Management Journal 2,831 52 256 58 251 87 253 
Administrative Science Quarterly  3,98 58 270 65 253 80 243 
Strategic Management Journal  2,682 22 166 50 216 73 240 
Management Science  1,502 52 224 67 230 73 218 
Organization Science  2,058 0 0 20 141 61 214 
Journal Of Management 1,306 1 107 27 159 45 180 
Human Relations 0,858 34 206 32 185 38 164 
Harvard Business Review 2,465 58 217 76 173 81 161 
California Management Review 1,352 12 133 21 132 34 158 
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Journal Of International Business Studies 0,866 9 126 24 140 31 156 
Journal Of Management Studies 0,634 11 129 19 131 28 147 
American Sociological Review  Add 39 176 42 142 46 135 
Research Policy 1,289 4 100 15 111 23 133 
American Journal Of Sociology Add 30 127 35 125 35 124 
Journal Of Business Venturing  0,574 0 0 3 111 9 114 
Organizational Studies 0,899 2 86 7 117 18 113 
Human Resource Management 1,161 2 108 16 139 15 108 
Organizational Dynamics 0,841 14 141 11 109 12 98 
Management Learning 0,644 0 0 0 0 0 98 
New Technology Work And Employment 0,8 0 0 0 80 0 90 
Journal Of Management Inquiry 0,52 0 0 0 0 1 88 
Journal Of World Business 0,583 0 0 0 0 1 86 
Organization 0,607 4 7 0 0 10 82 

 

 

1985-1986 1993-1994 2001-2002 

Table 1e: Psychology and 
organization oriented journals 

Im
pact 

D
egree 

B
onacich 

D
egree 

B
onacich 

D
egree 

B
onacich 

Journal Of Personality And Social 
Psychology Add 40 174 49 159 61 150 
Organizational Behavior And Human 
Decision Processes 1,269 8 122 33 167 35 143 
Psychological Bulletin Add 52 203 53 160 45 127 
Personnel Psychology Add 18 153 18 130 24 106 
Group & Organization Management  0,73 0 0 0 99 4 97 
Leadership quarterly 2,511 0 0 0 0 2 85 
American Psychologist Add 38 154 26 94 28 82 
Research In Organizational Behavior Add 25 80 33 174 33 79 
Negotiation journal – On The Process 
Of Dispute Settlement 0,5 0 67 0 112 0 74 
Psychological Review Add 32 123 31 118 23 70 
International Journal Of Selection 
And Assessment 0,667 0 0 0 0 0 46 
Journal Of Applied Psychology Add 20 100 14 52 7 40 
Journal Of Organizational Behavior 
Management  1,176 0 0 0 0 0 33 

 

 

In each of the three periods, the collected data forms a matrix with the raw citation 

counts. The typical form of citation analysis would be to examine the raw citation 

count weighted with some measure of the particular journal’s citation practice in each 
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of these three matrices (see e.g. Blackburn and Mitchell 1981 and Sharplin and 

Marbry 1985). However, to be able to compare the citation pattern among the 

different journals as a social network, the data was transformed using the following 

criterion. For a “social” relation to be present between two journals, the number of 

citations given to a particular journal (e.g. from Strategic Management Journal to 

Academy of Management Journal) should be higher than the average raw citations 

(excluding self citations) given from that particular journal to all other journals in the 

list of 73 journals. If this was not the case, the relation was treated as “absent” (0s). 

Furterhmore, the relations are divided into two groups; one group of “weak” relations 

(1s) representing the third quartile above average and another group of “strong” 

relations (2s) representing the forth quartile above the average number of raw 

citations. Thus, instead of using the raw number of citations, these were transformed 

into a social network of management journals where strength of ties, ranging from 0 

to 2, explains where a particular journal is situated in the network of journals. 

 

Journal Status in the Network 

Seeking aspects of status between entities in a social network, we often turn to 

measures of centrality (Bonacich 1972; Freeman 1979; Brass 1984; Bonacich 1987; 

Wasserman and Galaskiewicz 1994; Wasserman and Faust 1994; Scott 2000).  These 

measures describe the positions of entities in a network relative to others, and some 

centrality measures also describe the position in relation to the complete network. The 

basic idea among all these measures is that high-status journals are the recipients of 

many citations from other journals, i.e. they are in high demand and somewhat central 

in the network of management journals. Journals that are more central are expected to 

exert more influence on status by virtue of being intellectually linked with a large 

number of other journals in the network. By the very nature of centrality, they are 

equally more likely to be connected to other high-status journals, i.e. central journals, 

in the network. In this paper, two measures of centrality, i.e. degree centrality and 

Bonacich eigenvector centrality are used to describe the network of management 

journals2.  

                                                 
2 For a general discussion on centrality measures, see e.g. Scott 2000 or Wasserman and Faust 1994. 
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Degree Centrality 

The simplest and perhaps most intuitive measure of centrality is degree centrality 

(Freeman 1979; Wasserman and Faust 1994; Scott 2000). The degree centrality of a 

particular journal is simply a measure for the number of other journals that the 

particular journal has direct contact with, i.e. the number of journals to which a 

journal is adjacent or connected to through their citations. A journal with a relatively 

high degree of centrality is heavily involved in the network which is directly 

surrounding the particular journal. It occupies a position permitting direct contact with 

many other journals and is supposedly seen as a major channel of information, 

legitimacy, and status. On the other hand, a journal with a relatively low degree of 

centrality is often seen as peripheral and somehow isolated from direct contact with 

most of the other journals in the network (Freeman 1979; Wasserman and Faust 1994; 

Scott 2000). In this context, the degree measure can be seen as an index of a particular 

journal’s communicative activity and its “cognitive” influence among the journals in 

this particular journal’s immediate surroundings. 

The social network software package UCINET VI was used to convert the adjacency 

matrices into individual centrality scores (Borgatti, Everett, and Freeman 2002). In 

order to preserve as much information as possible concerning journal status, the data 

was kept asymmetrically. This means that, in computing centrality, sending (out-

degree) and receiving (in-degree) a citation are treated as distinct activities. Thus, 

even though a particular journal may be citing other journals, only citations received 

from other journals to that particular journal generate the status. Furthermore, the data 

was also kept valued, i.e. the weight given to the strength of the relationship is 

maintained and strong relationships count as 2 in-degrees accordingly.  

The overall result of this maneuver is presented in Tables 1a to 1e.  

The status among the journals is remarkably stabile in the three periods. This is 

indicated by the relatively high Spearman rank correlation coefficients, ranging from 

0.84 (between 1985-1986 and 2001-2002) to 0.96 (between 1993-1994 and 2001-

2002) among the 73 journals (p<0.0001) in the 3 periods. Moreover, the Herfindahl 

index equally suggests that the distribution and concentration of in-degrees, or the 
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share of received citations, is remarkably stable in the time period ranging from 308 in 

the first period to 277 in the last period. Finally, the Cr5 index is stable at around 24% 

in this period3. Thus, the status obtained from degree centrality is overall relatively 

stable in the periods observed. However, a few notable changes have occurred. For 

example, the four psychology journals: Psychological Bulletin, American 

Psychologist, Journal of Applied Psychology, and Psychological Review lost status 

over the period from 15.2% of the total amount of “in-degrees” in 1985-1986 to only 

8.7% in 2001-2002. On the other hand, Journal Of International Business Studies, 

Academy Of Management Review, Organizational Behavior and Human Decision 

Processes, Strategic Management Journal, Journal of Management, and Organization 

Science gained increasing status in the period from 7.4 % in 1985-1986 to 19.1% of 

the in-degrees in 2001-2002. Although Organization Science is a relatively young 

journal, it has relatively quickly acquired a high status in the field with a 1.4% share 

of degrees in 1993-1994 to a 3.5 share in 2001-2002 (rank 4).  

 

Bonacich Eigenvector Centrality 

In an early study, Salancik 1986 used citation data to exemplify dependency 

networks. According to Salancik, a journal is central to the extent that other journals 

in the network cite from the journal (i.e. it receives in-degrees), but also to the extent 

that the journal contributes to important other journals in the network. However, the 

degree measures of centrality do not consider the fact that centrality of a particular 

journal is dependent upon the centrality of the journals that it is connected to. 

Basically, being cited by relatively higher status journals should add more to a 

journal’s relative status than being cited by a journal without any in-degrees. Thus, 

what we need is a measure in which the centrality of a particular journal is recursively 

related to the centralities of the journal(s) to which it is connected. A measure with 

these properties was initially introduced by (Bonacich 1972). He proposes an 

eigenvector approach, in which – in this context – a journal’s centrality is its summed 

connections to others, weighted by their centralities. Hence, contrary to the in-degree 

                                                 
3 In this context, the CR5 index measures the sum of the citation shares of the 5 largest journals in 
terms of received citations, whereas the Herfindahl index considers the distribution of all the journals’ 
citation shares, given by the formula: Σ Si2, where Si is the citation share of the journal. 
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and the closeness centrality measures, the eigenvector approach pays less attention to 

patterns of citations that are more local in nature than the degree centrality measure, 

but concentrates instead on the overall structure of the network. However, a limitation 

to this measure is that it does not allow asymmetric data (Bonacich 1987; Borgatti, 

Everett, and Freeman 2002). In order to keep as much information as possible, the 

matrices were first symmetrized by taking the average value of the relationships 

between the different pairs of journals. Thus, the relations were assigned values from 

0 to 2 accordingly. Journals without in-degrees were disregarded because they had no 

influence on the status of the other journals in the network. Hence the matrices were 

recoded by replacing all 0.5 relationships to absent relationships.  

The rankings of journals from this measure, obtained from UCINET, are presented in 

Table 1a to 1e. Once again, the rankings are relatively stable among the journals in the 

three periods. The Spearman rank correlation ranges from 0.68 to 0,83 (n=57, 

p<0,0001). Thus, the overall status of the network in terms of Bonacich centrality 

scores is relatively stable in the period observed. However, Organization Science is 

once again notable for its fast increase in centrality from a rank 17 in 1993-1994 to a 

rank 6 in 2001-2002. On the other hand, Psychological Review and Research in 

Organizational Behavior went from an average ranking of 17 in 1993-1004 to an 

average ranking of 50 in 2001-2002.  

 

Comparing Measures of Centrality 

Both centrality measures show a high degree of stability over time. Now we want to 

compare the centrality measures with each other as well as the impact factor. Table 2 

below lists the rankings from the three different measures of status in 2001-2002 (that 

is, the period where the impact factors are calculated). We would expect the impact 

factor to be different from the centrality measures, especially the Bonacich centrality 

measure, for a number of reasons. First of all, the impact factors are derived from 

citation exchanges from all journals covered by the Social Science Citation Index, 

regardless of subject or impact, whereas the degree as well as the Bonacich measures 

in this paper are obtained from a relatively small (but high-status) group of journals. 

Second, the impact factor only considers citations made in the past two years whereas 
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the centrality measures used in this paper consider all citations made (see e.g. Tahai 

and Meyer 1999 for a criticism of this aspect). Third, the impact factor focuses on the 

influence of an average article in a particular journal, i.e. it takes into consideration 

the number of articles in calculating “status” as discussed earlier on. Fourth, the 

impact factor includes self-citations with the result that a journal that only cites itself 

may have a relatively high impact factor. Fifth, the impact factor does not consider the 

status of the citing journal like the Bonacich eigenvector measure does. Due to these 

limitations, the impact measure is not suitable as a centrality measure and we would 

expect it to be the least important correlate among the measures. 

 

 

 

 

 

 

 

 

 

Rank # Impact Degree Bonacich 

1 Administrative Science Quarterly 
Academy Of Management Review 

Academy Of Management Journal 

Academy Of Management 

Review 

2 Academy Of Management Review Harvard Business Review 
Academy Of Management 

Journal 

3 Academy Of Management Journal Administrative Science Quarterly 
Administrative Science 

Quarterly 

4 Strategic Management Journal 
Strategic Management Journal 

Management Science 
Strategic Management Journal 

5 Leadership Quarterly 
Organization Science 

Journal of Personality and Social Psychology 
Management Science 

6 Harvard Business Review Journal of Business Organization Science 

7 Journal of Marketing American Economic Review Journal of Management 

8 Organization Science Journal of Marketing Journal of Business 

9 

 

Journal of the Academy of Marketing 

Science 

American Sociological Review Human Relations 
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10 Marketing Science 
Journal of Management 

Psychological Bulletin  
Harvard Business review 

11 Journal of Consumer Research Econometrica 
California Management 

Review 

12 MIS Quarterly Journal Of Marketing Research 
Journal Of International 

Business Studies 

13 Sloan Management Review Sloan Management Review Sloan Management Review 

14 Journal of Marketing Research  Human Relations Journal of Marketing 

15 Management Science 

Organizational Behavior And Human Decision 

Processes 

American Journal Of Sociology 

Quarterly Journal Of Economics 

 

Journal of Personality and 

Social Psychology 

 

Table 2 – Overview of the rankings in the 2001-2002 periods, with the different 

measures of centrality and status.  

 

From Table 2, it is evident that there is a relatively high overlap between the highest 

ranked journals, which were obtained from the degree and Bonacich centrality 

measures, which are equally consistent with the Spearman correlation coefficient of 

0.83 (p<0.0001), which was obtained from the rankings of the journals4. As expected, 

however, the Bonacich eigenvector centrality and the impact measure of centrality are 

less correlated with a Spearman correlation coefficient of 0.53 (p<0.0004) for the 

reasons described above. For example, Leadership Quarterly obtained a rank 5 in 

impact, but is about rank 40 when using the Bonacich centrality measure and the 

degree centrality measure.  

Differences between the degree centrality and the Bonacich centrality are readily 

interpretable. For example, Harvard Business Review is ranked as 3 in degree 

centrality, but only obtains a rank 10 in Bonacich centrality. By the same token, 

American Economic Review and American Sociological Review obtained a relatively 

high degree ranking (7 and 9), whereas their Bonacich ranking is relatively low (35 

and 19). These differences suggest that these journals are relatively central in their 

immediate surroundings or among relatively low status journals. In other words, these 

journals may appear as high-status journals in some clusters in the network, whereas 

                                                 
4 Calculating the Spearman measure, only journals from the ‘management’ or ‘business’ list in the ISI 
Journal Citation Report could be used in order to get a realistic comparison of impact measures. 
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they are not high ranked by the total network. This is only natural since each field of 

inquiry has a forum in which the work of scholars in that particular field should be 

presented and in which new knowledge is accepted and considered respectable in this 

particular community. Hence, if we seek status in the total network, we need to apply 

the Bonacich measure whereas the degree measure is valuable in describing the 

influence of a particular journal in a cluster or research topic in the total network. 

 

 

Clusters of Related Journals 

So far, we have considered the whole network of management journals (73 journals) 

when calculating status. However, it should be evident that various sub-areas or 

clusters in the network of management journals do exist. Furthermore, it should be 

equally evident that the status of particular journals differs across various clusters, i.e. 

one journal (for example Journal of Marketing) may be influential in one area 

(marketing), but less influential in others (for example among sociology-oriented 

journals). This was equally implied in the differences between the centrality degree 

measure and the Bonacich measure of centrality. Moreover, in a network with 

relatively dense clusters, it is difficult (if not impossible) to have a very high status in 

all areas. 

One common way of measuring the extent to which a network displays clustering is to 

examine the local neighborhood of entities, in this case journals, and to calculate the 

density in this neighborhood (Wasserman and Faust 1994; Scott 2000). The density of 

a concrete neighborhood is simply the proportion of all possible ties that are actually 

present in the neighborhood. After doing this for all journals in the whole network, we 

can characterize the degree of clustering as an average of all the neighborhoods. To 

perform this procedure, the cluster optimization procedure in UCINET, using the 

maximum density as the fit criterion, was used to identify the clusters in the network 

(Borgatti, Everett, and Freeman 2002). From this operation, 5 clusters with a 

relatively high density inside each cluster were identified in the larger network of 

management journals. The clustering of the journals is illustrated in Tables 1a to 1e. 

Each cluster was given a rough label describing the content in each research area. 
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These labels were obtained by reading the editorial policies of each of these journals 

and by looking for possible overlaps in these.  

This suggests that a very large proportion of the total number of journals are clustered 

into 5 local neighborhoods or related sub-areas. Moreover, as indicated by the density 

matrix below, the clusters in the network are differently related to each other. For 

example, according to the density matrix, we should expect for example cluster 1 to 

be more related to cluster 4 than to cluster 5.  

 

 

Density matrix 

 

            1           2            3          4          5 

 

  1     0.990    0.022    0.016    0.202    0.049 

  2     0.110    0.864    0.068    0.285    0.225 

  3     0.071    0.385    0.901    0.606    0.197 

  4     0.152    0.093    0.106    0.941    0.292 

  5     0.027    0.030    0.017    0.340    1.036 

 

 

These relational differences are illustrated in Figure 1 below, representing a 

multidimensional scaling of the clustering and the connection between the clusters 

using the program package ‘Pajek’ (Borgatti, Everett, and Freeman 2002). In the 

multidimensional scaling, journals that have a relatively strong mutual citation 

relationship are positioned relatively close to one another, whereas journals that are 

distant have no or only a relatively weak citation relationship. Moreover, the journals 

were given a number, matching the particular cluster that it represents, and lines were 

removed between the journals to give the best visual representation of the clusters. 
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Figure 1 – A multidimensional scaling of the 2001-2002 citation network and the 

identified clusters 

 

Figure 1 is readily interpretable. The (almost) horizontal dimension distinguishes 

journals with an economic/quantitative orientation (the left side of the figure) from 

those with a psychological and organizational orientation. The vertical dimension, on 

the other hand, distinguishes journals with a marketing orientation (the upper half) 

from journals with a more general management and sociology orientation (the middle 

and lower half). The dominance of the forth cluster is equally indicated by the central 

position in the network.  

Finally, from this clustering, we can discern any changes in status in different areas of 

research within management. Figure 2 depicts the average Bonacich measure of 

centrality for each journal in the different cluster.  
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Figure 2 – Average journal status within clusters 

 

The fourth cluster has experienced the highest increase in status from an average of 

128 in the first period to an average of 153. Moreover, after a decrease in 1993-1994, 

cluster 3 has experienced an increase in the average Bonacich score from 72 to 93. 

Finally, journals with an economic or quantitative orientation as well as journals with 

a marketing orientation have generally experienced a decrease in status among 

management journals. 

 

 

Entrepreneurship Research in Management 

The final part of this paper seeks to depict how entrepreneurship is emerging as a field 

of research in comparison to the network of management journals. The first question 

we seek to answer is: which journals and clusters are now publishing issues of 

entrepreneurship and have been since the mid-eighties? We then compare this to the 

status network in order to see if entrepreneurship has gained increasing legitimacy and 

status over time. We also examine where clusters issues on entrepreneurship have 

generally been published? Finally, we collect citation data for three periods, 
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corresponding to the periods used above, from articles published in the 73 source 

journals on entrepreneurship issues. From these citations, we illustrate differences in 

citation practice among entrepreneurship-related articles.    

In order to obtain articles on entrepreneurship issues, a Boolean search was used in 

the Web of Science among the 73 source journals. If the title, abstract, or keywords 

contained the words entrepreneur* OR entrepreneurial OR entrepreneurship OR new 

venture creation OR new venture emergence OR emerging ventures OR founder*, 

these were included in the list. These search expressions are almost identical with 

earlier search expressions used to search for entrepreneurship articles. For example, 

the only difference between this search string and the search string used by Busenitz 

et al. 2003 is the expression, ‘small business’, which was not included in this list 

because the interest of this paper is on entrepreneurship research and not on small 

businesses. Among the 73 journals in the period from 1985 to 2002, 751 articles on 

entrepreneurship-related issues were published. Disregarding articles in Journal of 

Business Venturing, since this might skew the results, the total number of articles 

came to 485. Changes in this citation pattern over time in the different clusters are 

illustrated below in Figure 3. This figure illustrates entrepreneurship-related articles 

divided into clusters as a percentage of the total number of articles in the journals for 

each period.   

 



 65 

Percentages of entrepreneurship related articles

0,00%

1,00%

2,00%

3,00%

4,00%

5,00%

6,00%

7,00%

8,00%

1985-
1986

1987-
1988

1989-
1990

1991-
1992

1993-
1994

1995-
1996

1997-
1998

1999-
2000

2001-
2002

Cluster 1

Cluster 2

Cluster 3

Cluster 4

Cluster 5

Total

  

Figure 3 – Percentages of entrepreneurship-related articles divided into clusters of 

research area 

 

Beginning with the 1985-1986 period, the data shown in Figure 3 clearly indicate a 

continuing increase in the number of entrepreneurship-related articles among the 

source journals. If we compare the 1985-1992 period with the 1995-2002 period, the 

share of entrepreneurship-related articles increased from 15.09% to 24.11%. 

Moreover, it is evident that the primary target for entrepreneurship articles is the 

general management and social cluster (cluster 4). This is, however, to be expected 

since Journal of Business Venturing was also included in this cluster of research. How 

is this distribution of entrepreneurship-related articles then related to the status among 

management journals?  

Table 3 shows the top 10 ranking of the Bonacich centrality measure in the 2001-2002 

period and the corresponding percentages of entrepreneurship-related articles. As 

suggested in the table, the appearance of entrepreneurship-related articles has 

increased from an average of less than 2% in the period from 1985 to 1990 to about 

5% on average in the five-year period 1996-2001. In fact, the only high-status journals 

(top 15) in which entrepreneurship research does not appear are Journal of Business,  

Journal of Personality and Social Psychology. The Spearman rank coefficient between 
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the Bonacich rankings in 2001-2002 and the rankings of the appearance of 

entrepreneurship articles in the whole period among all the source journals on 0.58 

(p<0.001) equally suggests a positive relationship between the status of management 

journals and the publication of entrepreneurship-related articles.  
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rcent 

Academy Of Management 

Review 
1,98% 2,86% 0,00% 2,00% 0,00% 9,52% 4,55% 12,12% 21,43% 6,05% 

Academy Of Management 

Journal 
0,00% 0,00% 0,00% 0,00% 0,00% 2,86% 3,28% 10,91% 10,64% 3,08% 

Administrative Science 

Quarterly 
2,17% 0,00% 4,35% 6,82% 0,00% 0,00% 7,32% 9,76% 5,88% 4,03% 

Strategic Management Journal 1,92% 1,15% 6,98% 6,00% 4,04% 4,04% 5,04% 3,42% 12,50% 5,01% 

Management Science 0,00% 0,00% 0,00% 0,00% 0,00% 0,00% 0,37% 0,00% 0,00% 0,04% 

Organization Science n/a n/a n/a 0,00% 1,47% 4,29% 2,41% 4,29% 2,90% 2,56% 

Journal of Management 0,00% 2,94% 3,28% 5,00% 6,25% 2,56% 3,85% 3,23% 7,55% 3,85% 

Journal Of Applied Psychology 0,00% 0,00% 0,56% 0,00% 0,56% 0,00% 1,31% 0,00% 0,00% 0,27% 

Human Relations 0,00% 0,00% 0,00% 1,75% 1,49% 1,47% 0,76% 0,00% 1,35% 0,76% 

Harvard Business Review 9,68% 2,99% 0,00% 5,42% 4,52% 3,13% 1,96% 5,49% 7,22% 4,49% 

Average Percent 1,75% 1,10% 1,68% 2,70% 1,83% 2,79% 3,08% 4,92% 6,95%  

Table 3 – Share of entrepreneurship-related articles among the top 10 status journals  

   

Thus, these measures suggest that the legitimacy and status of the field of 

entrepreneurship has increased since the mid-eighties. Moreover, the citation pattern 

has equally changed in this period. The most significant change is related to the 

distribution of articles, as suggested by the Herfindahl index depicted in Table 4. 

According to the Herfindahl index, the concentration of entrepreneurship-related 

articles has decreased. This suggests that the number of outlets for entrepreneurship 

research has increased among the source journals at large and among the high-status 

journals in particular. 
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2500 1005 976 1016 1003 950 554 602 753 

 

 

 

Who do they cite? 
The final question we seek to answer is: which authors do entrepreneurship-related 

journals tend to cite for either intellectual ballast or status? Normally, a citation 

analysis makes the assumption (or at least hopes, for the sake of science) that an 

intellectual link does exist between the citing source and the reference article. 

However, authors may cite an article from a high-status journal which they perhaps 

have not even read only to enhance their own status (Baird and Oppenheim 1994). In 

addition, people may cite a particular article if they find it provocative or out of bonds 

with their own ideas. Moreover, the citation is only a subset of the total population of 

influence (Tahai and Meyer 1999). For example, knowledge originally obtained from 

a specific article may have become common knowledge in a field in the sense that 

citations are no longer used. In other words, scholars in entrepreneurship may use 

insight from for example psychology without citing any sources because it is an 

integrated part of the canon in entrepreneurship. We need to keep this is mind when 

we conclude from the citation pattern from entrepreneurship-oriented journals.  

From the journals on entrepreneurship obtained from the Boolean search 

(disregarding Journal of Business Venturing), data for the three periods (in period 

2001-2002, this was more than 19,000 raw citations) was collected. Table 4 is an 

extract of this procedure, showing the 15 journals that are on average the most cited in 

entrepreneurship-related articles. This table suggests that Strategic Management 

Journal is the most cited journal in the three periods with an average share of cites at 

8.72% among the 72 journals (disregarding Journal of Business Venturing). 

Moreover, on average these 15 journals obtained about 65% of the citations among 
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the 72 source journals in the three periods even though the top 15 share of citations 

has decreased from 71.3% to 61.5%. 
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Share/number Share/number Share/number Share 

Strategic Management 
Journal 

4,41% 6 8,99% 142 12,77% 551 8,72% 

Administrative Science 
Quarterly 

10,29% 14 6,65% 105 5,86% 253 7,60% 

Harvard Business Review 11,76% 16 7,15% 113 3,29% 142 7,40% 
American Economic Review 10,29% 14 3,92% 62 5,17% 223 6,46% 
Academy Of Management 

Journal 
5,88% 8 5,44% 86 5,47% 236 5,60% 

Academy Of Management 
Review 

2,94% 4 5,32% 84 6,51% 281 4,92% 

Management Science 4,41% 6 4,62% 73 2,64% 114 3,89% 
American Journal Of 

Sociology 
2,21% 3 3,16% 50 4,33% 187 3,23% 

Journal Of Marketing 4,41% 6 2,22% 35 2,36% 102 3,00% 
California Management 

Review 
4,41% 6 2,15% 34 1,39% 60 2,65% 

Journal Of Political Economy 4,41% 6 1,84% 29 1,34% 58 2,53% 
American Sociological 

Review 
0,74% 1 4,05% 64 2,64% 114 2,48% 

Research Policy 2,21% 3 2,34% 37 2,34% 101 2,30% 
Quarterly Journal Of 

Economics 
2,21% 3 2,09% 33 2,48% 107 2,26% 

Journal Of Management 0,74% 1 2,97% 47 2,94% 127 2,22% 
Total among the top 15 71,32% 97 62,91% 994 61,53% 2656 65,26% 

Table 4 – The top 15 on average most cited journals by entrepreneurship articles 
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Figure 4 – Citations from entrepreneurship-related articles divided into clusters 

 

As indicated in Figure 4, the citations from entrepreneurship-related articles are 

primarily concentrated among the general management cluster, which is expected 

because these are the journals that primarily deal with entrepreneurship issues. 

However, a notable exception is American Economic Review with an average number 

of citations at 6.5%. In fact, the economic and quantitatively oriented cluster is the 

second most important source of inspiration even though entrepreneurship-related 

articles do not appear more frequently in these journals when compared to journals 

from the psychology, marketing, or technology clusters as suggested by Figure 3.  

Finally, when comparing the share of citations to one of the 73 original source 

journals relative to the total number of citations used in entrepreneurship-related 

articles in the three periods, a notable difference appears. In the 1985-1986 period, the 

share of citations for the 73 source journals was 15%. However, in the final period 

(2001-2002), this share increased to 23%. This suggests that the citation pattern 

among entrepreneurship-related articles is changing in the sense that citations are 

increasingly given to high-status journals.    
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Conclusion 

This citation-based study uses a social network approach to discern the status among a 

broad range of management journals. Using a Bonacich eigenvector centrality 

measure, 5 journals were found to be particularly central in the network in the three 

periods observed, i.e. Academy of Management Review, Academy of Management 

Journal, Administrative Science Quarterly, Strategic Management Journal, and 

Management Science. Moreover, the Herfindahl index as well as the Spearman rank 

correlation coefficients suggest that the status and citation pattern among journals are 

remarkably stable in the three periods. Using a network clustering procedure, 5 

clusters were identified in the network; economic and quantitative oriented journals, 

marketing oriented journals, information and technology oriented journals, general 

management and sociology oriented journals, and psychology and organization 

oriented journals. Among these clusters, the most central cluster and the cluster 

experiencing the highest increase in status in the observed period were the general 

management and sociology cluster. The information and technology journals also 

experienced a small increase in centrality in the period, whereas the psychology-

oriented journals experienced a decrease in centrality in the period.  

Looking at entrepreneurship-related journals among the source journals, the study 

shows that articles dealing with aspects of entrepreneurship have experienced an 

increase since the mid-eighties among the selected journals. This is even more 

pronounced if we look at the journals with a relatively high status in the network. The 

increasing number of entrepreneurship-related articles among the high-status journals 

in management suggests that entrepreneurship as a field of study has increased in 

status. In addition, it is shown that aspects of entrepreneurship are primarily dealt with 

in the cluster labeled general management and sociology journals, and secondary 

economic and quantitatively oriented journals. Finally, when discerning the citation 

pattern from entrepreneurship articles, it is shown that the general management and 

sociology oriented journals are the primary sources of intellectual ballast or status.  
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A REVITALIZATION OF PERSONAL TRAITS AS COMPLEMENTAR Y TO 

THE COGNITIVE APPROACH IN ASPECTS OF NEW VENTURE 

CREATION 

 

 

ABSTRACT 

This paper claim that the death sentence for the trait approach is premature and 

mislead by an apparent empirical anomaly that builds on dubious assumptions 

regarding the stability of personal traits. It is suggested that the traits that have 

received the most attention in entrepreneurship seek to explain aspects of 

entrepreneurial motivation or evaluation and not aspects of exploitation. On the 

contrary, nearly all the empirical research conducted is based on samples of 

entrepreneurs in already established new ventures. Moreover, it is suggested that the 

cognitive approach that seek an explanation – among other things – on the same 

aspects of motivation and evaluation should not be considered an alternative, but a 

complementary approach. Finally, it is suggested how the two approaches may 

complement each other on the aspect of evaluation. 

 

 

 

 

INTRODUCTION 

Early on, researchers suggested that entrepreneurs were somehow equipped with a 

particular type of personality or a psychological profile. For example, according to 

Say (1816) an entrepreneur is a [man] equipped with good judgment, perseverance, 

and knowledge of the world and business. Schumpeter (1934) argued that new venture 

creation was greatly dependent on individuals equipped with certain personal traits. 

However, McClelland (1961) was the first to initiate research on these particular traits 

which greatly turned focus to the question of “who is an entrepreneur?” in terms of 

particular personal traits. His work spurred the interest of numerous scholars in 

entrepreneurship bringing the personal trait studies to the center of entrepreneurial 

research (Ronstadt et al. 1986; Gartner 1988, 1990; Gartner, Mitchell, and Vesper 
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1989; Duchesneau and Gartner 1990; Shaver and Scott 1991; Herron and Robinson 

1993; Gartner, Starr, and Bhat 1999; Stewart et al. 1999; Shane and Venkataraman 

2000; Krueger, Reilly, and Carsrud 2000; Shook, Priem, and Mcgee 2003). However, 

several empirical studies did not yield consistent results and in some cases even came 

to contradictory conclusions leading a number of scholars to the conclusion that this 

type of research was a ‘dead end’ (Chell 1985; Gartner 1988, 1989; Stuart and Abetti 

1990; Shane and Venkataraman 2000; Carter et al. 2003). As a result of these 

disappointing results, a relatively new line of research was set forth as a direct 

alternative to the trait approach to explain entrepreneurial profiles in new venture 

creation focusing on cognitive processes and variations in these (e.g. Krueger and 

Brazeal 1994; Palich and Bagby 1995; Busenitz and Barney 1997; Baron 1998; 

Forbes 1999; Simon, Houghton, and Aquino 2000; Shook, Priem, and Mcgee 2003).  

 

A contemporary and fairly large stream of research in entrepreneurship agrees on a 

definition of the entrepreneur as an individual who are motivated to recognition, 

evaluate, and possibly exploit entrepreneurial opportunities (e.g. Kirzner 1979; 

Bygrave 1993; Shane & Venkataraman 2000; Hitt et al. 2001; Zahra and Dess 2001; 

Eckhardt and Shane 2003; Davidsson and Honig 2003; Shook, Priem, and Mcgee 

2003). An important aspect with this definition is that the concept of an entrepreneur – 

i.e. in terms of who is an entrepreneur – is not a static description of an individual as 

the owner of a newly founded venture. It is not just an individual who relatively 

recently recognized and exploited entrepreneurial opportunities. Instead, an 

entrepreneur is an individual caught in a process that may analytically be split into 

different phases. Moreover, each of these phases possesses unique individual and 

strategic challenges as equally suggested by a number of organizational life cycle 

models (e.g. Kazanjian, 1988; Reynolds and Miller, 1992; Reynolds, 1994; Greve 

1995; Greve & Salaff 2003). Thus, if we seek an answer to the question “who is an 

entrepreneur?” in terms of personal traits it would be natural to take these different 

phases into consideration and to specify the dependent and independent variables 

according to each individual phase we seek to explain.  
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From a re-review of the traits that have received the most attention in the 

entrepreneurship literature – i.e. need for achievement, locus of control, optimism, 

entrepreneurial self-efficacy, and risk taking propensity – it is suggested that these 

traits are concerned with either motivational mechanisms primarily related to a phase 

of entrepreneurial intent or mechanisms related to the evaluation of entrepreneurial 

opportunities – i.e. whether or not to proceed to the phase of exploitation. However, 

with few exceptions the empirical evidence that shows support or no support for the 

significance of these traits in new venture creation use existing new ventures (or some 

performance measures in these) as the dependent variable. In other word they measure 

the personality of entrepreneurs at the phase of exploitation which is not the 

mechanism that these constructs initially seek to explain.  

 

This particular aspect of personal trait studies in entrepreneurship has fundamentally 

been ignored possibly due to an underlying premise that seem to overemphasize the 

stability of traits across time inspired by what is sometimes referred to as the plaster 

approach typically related to the work of McCrae and Costa (see e.g. McCrae and 

Costa 1995, 1999). According to this tradition traits may be considered as: 

“dimensions of individual differences in tendencies to show consistent patterns of 

thoughts, feelings, and actions” (McCrae and Costa 1995:235). Moreover, it is 

suggested that personality traits are “insulated from the direct effects of the 

environment” (McCrae & Costa, 1999:144). Thus, once the personal traits are 

established in adolescence they remain constant. However, empirical evidence 

actually suggests that changes in social roles, life events, and social environments 

may have important impact on personality traits (Srivastava, Gosling, and Potter 

2003). In fact, longitudinal studies provide illustration of frequent subtle change and 

of occasional very great changes in individuals’ personal traits often following 

changes in role assumption and commitment as the individual takes on new 

responsibilities and encounters changing demands (Clausen and Jones 1998). One 

study actually suggested that changes in traits were often observed in men with more 

disorderly careers (Clausen and Jones 1998). Hence, the trait consistency estimates 

are not high enough to warrant the conclusion that no change occurs in time and in 

particular changes accruing from events characterized by great tumult (Helson and 
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Moane 1987; Levine, Resnick, and Higgins 1993; Heatherton and Weinberger 1994; 

Bandura 1999; Roberts and DelVecchio 2000; Srivastava, Gosling, and Potter 2003; 

Ravenna, Jones, and Kwan 2002; Cervone 2004). In other words, traits may indeed 

change during different phases of the entrepreneurial process of new venture creation. 

 

With only few exceptions (see e.g. Hansemark 2003) empirical research on traits in 

the domain of entrepreneurship has largely ignored this aspect. Hence, this paper 

claims that the death call for trait studies in new venture creation are based on wrong 

assumptions and is foremost a result of debatable premises regarding the stability of 

traits as well as fundamental problems of validity regarding the dependent variable in 

discerning – who is an entrepreneur. What is new here is not that people changes 

during the process of new venture creation (see e.g. Gartner 1989; Shook, Priem, and 

Mcgee 2003). It is how these changes ultimately relate to the existing empirical 

research on personality traits in new venture creation. The first conclusion is then, that 

the trait approach does not have to be a dead end due to empirical anomalies.   

 

The final purpose of this paper is actually a natural consequence of the first 

conclusion. Since we have to grant at least a temporary pardon to the trait approach 

we are somehow obliged to relate the cognitive approach to the revitalized trait 

approach. From a re-review of the cognitive approach it is suggested that the central 

cognitive characteristics related to intent or aspects of evaluation – analogous to the 

“domains” of the trait theory – is the general characteristic of cognitive bias 

associated with the aspect of evaluation. However, it is suggested that the cognitive 

approach should not be considered as an alternative to the trait approach but as a 

complementary approach that may in fact revitalize the description of the entrepreneur 

in terms of certain personal characteristics. In particular it is suggested how the trait 

approach may explain why certain individuals demonstrate cognitive bias. Hence re-

introducing the trait approach may help explain the source of entrepreneurial behavior 

instead of merely describing behavior in terms of cognitive processes.  To give an 

overview of the discussion, figure 1 below shows the propositions made in this paper.  
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Figure 1 Overview of Propositions 

‘+’ indicate a positive and ‘-‘ a negative relationship among the proposed variables 

in this paper.  

 

 

 

 

 

 

P2B-  

P2C- 

P2A- 

Optimism 

Locus of 
control 

Self-efficacy 

Risk Perception Positive 
evaluation 

P2B+ 

 

P1A+ 

Need for 
achievement 

Entrepreneurial 
self-efficacy 

Entrepreneurial 
intent 
 

Opportunity 
recognition 

Exploitation 



 81 

ENTREPRENEURIAL MOTIVATION 

 

In a seminal book on entrepreneurship Kirzner argued that some individuals possess a 

special alertness that predisposes them to be exceptionally perceptive about changes 

in the market (Kirzner 1979). The important aspect is that some individuals are 

predisposed – i.e. have certain traits important to fuel their perceptive interests in 

discovering opportunities in the market – what we may refer to as being 

entrepreneurial motivated. Moreover, it is interesting to note that Kirzner implicitly 

suggest that the importance of traits is followed by the importance of perception and 

cognitive abilities. Later on Bird (1988) introduced the concept of entrepreneurial 

intentions. According to Bird (1988), intentions are the state of mind that directs 

entrepreneurs’ attention and action toward a particular vocational or business goal. 

These intentions are created as a result of a complex interplay between on one hand a 

social, political, and economic context and on another hand the individual’s personal 

history and abilities and current personality in terms of traits that underlies formal 

business plans, opportunity analysis, and resource acquisitions.  Thus, Kirzner as well 

as Bird points to the importance of predispositions in determining the entrepreneurial 

motivation that is central to fuel the rest of the entrepreneurial process of new venture 

creation. These predispositions or intentions precede action in terms of opportunity 

recognition but it directs attention toward the goal of entrepreneurial opportunity 

recognition – often described as some kind of search process – and fundamentally the 

exploitation of entrepreneurial opportunities (Herron and Sapienza 1992; Krueger, 

Reilly, and Carsrud 2000).  

The group of traits summarized as the ‘need for’ variables – i.e. need for 

independence, autonomy, flexibility, and achievement –relate to these predispositions 

for entrepreneurial intent. Also risk taking propensity and entrepreneurial self-efficacy 

are related to intent in the sense that individuals may be drawn into areas that fulfill 

there need for risk taking or into areas where they may expect to do well because of 

their perceived competences (see e.g. Boyd and Vozikis 1994). Each of these traits 

and their mechanisms related to entrepreneurial intent will be discussed in more detail 

in the following. Moreover, the empirical evidence – or lack of empirical evidence 

pertaining to each trait is discussed. Finally, it may be worth noticing that no 
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cognitive mechanisms appear to exist in the literature on the aspect entrepreneurial 

motivation.  

 

 

NEED FOR ACHIEVEMENT 

One of the earliest psychological traits related to the motivational aspect is the need 

for achievement, which originated from the seminal work of (McClelland 1961). 

People with a high need for achievement are expected to have a strong desire to be 

successful and are not easily satisfied with current achievements. Hence, they are 

motivated to improve their performance by setting challenging and distant goals and 

standards for themselves (Jackson 1967). McClelland refer to prior studies contrasting 

individuals with high and low achievement scores which suggest that individuals with 

a relatively high achievement score are among other things more experimental, more 

active in college and community activities and more resistant to social pressure. These 

characteristics where then equated with the characteristics of entrepreneurs and what 

McClelland refer to as entrepreneurial behavior. In order to show these connections 

empirically, McClelland tested a group of student – i.e. non-entrepreneurs – for 

different levels of achievement scores. Finally, the respondents were asked whether or 

not they would consider an entrepreneurial occupation to suggest whether or not their 

basic needs would motivate them into an entrepreneurial occupation. Finally, 

McClelland came to the conclusion that need for achievement was significantly 

related to entrepreneurial intent. A similar study on high school boys by Gould (1969) 

shows similar results as to the effect of need for achievement on entrepreneurial 

intent. On the contrary however, a study by Sexton & Bowman 1983 suggest that 

research on students and their motivation for choosing certain majors, and their 

intentions to become entrepreneurs or not, was not significantly related to need for 

achievement (Sexton and Bowman 1983). However, the inconclusiveness of this 

study may be due different operationalizations and convergent validity problems in 

instrumentation (Johnson 1990).  

Even though several other empirical studies use need for achievement as an 

independent variable the majority use already existing new ventures in their samples. 

For example, some studies support that entrepreneurs in already established new 
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ventures generally have a higher need for achievement than non-entrepreneurs 

(Hornaday & Bunker 1970; Smith and Miner 1984; Begley and Boyd 1987; Stewart et 

al. 1999; Lee and Tsang 2001), whereas some studies point to more mixed results 

concerning need for achievement (Brockhaus and Horwitz 1986; Hansemark 2003). 

Would we expect need for achievement to increase or decrease during the process of 

new venture creation? On one hand, need for achievement may be expected to 

decrease because the individual existing frame of reference may have changes 

compared to the individual’s own desire to achieve (McClelland 1990). On the other 

hand, some individuals may also correct their desire to achieve – wanting more and 

more. Whether it increases or decreases some research suggest that achievement 

motivation is indeed a learned characteristic and do change over time (McClelland 

1990; Hansemark 2003). Hence, we cannot discern the significance of need for 

achievement from existing empirical evidence conducted in already established new 

ventures. However, from the evidence that exists on entrepreneurial intent as well as 

the mechanism the trait propose to describe we would suggest that need for 

achievement is positively associated with entrepreneurial intent.  

 

P1A: There is a positive relationship between need for achievement and 

entrepreneurial intent.   

 

 

RISK TAKING PROPENSITY 

According to Jackson (1967), individuals with a high risk taking propensity enjoys 

gambling and taking chances. Moreover, they willingly expose themselves to 

situations, with uncertain and hazardous outcomes, without considering the potential 

danger involved. This tendency to take actions that one considers to be risky is often 

referred to in the entrepreneurship literature as a high degree of risk taking propensity. 

The premise here is that individuals with a high risk taking propensity are drawn into 

occupations with high risk and possibly high pay-off. Even though this may appear 

intuitively sound there appear to be several different and somewhat easier ways for 

people with high risk taking propensities to get in contact with their predisposed 

desires - such as playing poker, betting, shop lifting, and possibly seeking a career as 
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a pop-star. Hence, the fundamental motivational mechanism of risk taking propensity 

appears equivocal. Another important anchor against risk taking propensity is that 

new venture creation and entrepreneurship is basically not about risk taking but about 

uncertainty and the perception of uncertainty as suggested in the seminal work of 

(Knight 1921). In summary, it is unclear whether the mechanism of risk taking 

propensity is related to entrepreneurial intent even though it has some intuitive appeal.  

Some evidence suggests that entrepreneurs that already have a running company 

indeed prefer at least intermediate levels of risk and that these entrepreneurs have a 

higher risk taking propensity compared to non-entrepreneurs (Van de Ven, Hudson, 

and Schroeder 1984; Stewart et al. 1999). However, comparing entrepreneurs in 

already established new ventures with managers no significant difference was found, 

even though entrepreneurs were generally believed to take more risks than managers 

because they faces a more uncertain and ambiguous set of possibilities (Brockhaus 

1980; Brockhaus and Horwitz 1986; Miner 1990; Kahneman and Lovallo 1994; 

Palich and Bagby 1995; Busenitz and Barney 1997). Hence, the empirical results 

regarding the relationship between new venture creation and risk taking propensity are 

ambiguous. Finally, it is difficult to infer what happens with risk taking propensity 

from the phase of intent to the phase of exploitation. In conclusion, it is suggested that 

the mechanisms that relates risk taking propensity to entrepreneurial intent is 

somewhat ambiguous so we would not expect any positive correlation. Moreover, it 

appears that no empirical research on risk taking propensity at the phase of 

entrepreneurial intent exists so we would generally assume that risk taking propensity 

is not necessarily positively correlated with entrepreneurial intent compared to 

managers or the rest of the population in general.  

 

 

ENTREPRENEURIAL SELF-EFFICACY 

Self-efficacy is an individual’s perception of his or her capabilities to mobilize the 

necessary resources, skills, and competences needed to exercise control of a specific 

task and/or event (Wood and Bandura 1989; Bandura 1997). In a sense it resembles 

what we will later discuss as locus of control since it is ultimately also about control 

over events. However, contrary to locus of control, self-efficacy is more concerned 
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with skills related to a specific task or event (Gist 1987; Chen, Greene, and Crick 

1998). Thus, it is actually possible to have a strong locus of control and a low self-

efficacy in performing a specific task. For example, an individual with a relatively 

high internal locus of control may believe that outcomes are primarily related to his or 

her behavior and skills, but at the same time – due to a low entrepreneurial self-

efficacy – know that he or she does not possess those particular skills associated with 

performing the tasks of starting and running a new venture. Exactly due to its 

dependence on a specific event or task we use the term entrepreneurial self-efficacy in 

this context. More specifically then, the concept of entrepreneurial self-efficacy refers 

to whether the individual believes that he or she is capable of successfully performing 

the tasks of an entrepreneur (Boyd and Vozikis 1994; Chen, Greene, and Crick 1998). 

This is also reflected in the measurement of entrepreneurial self-efficacy where 

researchers have developed more or less detailed conceptual frameworks of task 

requirements for creating new ventures and running them (Gist 1987; Chen, Greene, 

and Crick 1998).  

How is entrepreneurial self-efficacy then related to the question of entrepreneurial 

intent? As we might expect, people generally tend to choose their jobs and careers 

based upon their perception of self-efficacy (Wood and Bandura 1989; Chen, Greene, 

and Crick 1998; Krueger, Reilly, and Carsrud 2000). Accordingly, we would expect 

people with a high degree of entrepreneurial efficacy to have a high degree of 

entrepreneurial intent. Empirical evidence comparing entrepreneurs in already 

established new ventures with groups of managers or regular people equally suggest 

that a high degree of entrepreneurial self-efficacy is positively related to new venture 

creation (Krueger and Dickson 1993; Krueger and Brazeal 1994; Boyd and Vozikis 

1994; Chen, Greene, and Crick 1998). However, once again it is difficult to infer on 

the possible changes in entrepreneurial self-efficacy from intent to exploitation. We 

might expect that if things turn out better than expected the perceived entrepreneurial 

self-efficacy may enhance. Moreover, because of the inherent self selection among 

already existing ventures we would not expect entrepreneurial self selection to fall 

along the process. On the other hand, the awareness of the tremendous amount of 

things that the entrepreneur need to take care of may perhaps decrease the individual’s 

perceived entrepreneurial self-efficacy. Even though no empirical evidence appears to 
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exist at this phase we would expect a positive relationship between entrepreneurial 

self-efficacy and entrepreneurial intent.  

P1B: There is a positive relationship between entrepreneurial self-efficacy and 

entrepreneurial intent.  

 

 

 

ENTREPRENEURIAL EVALUATION 

  

Once the individual is predisposed and the entrepreneurial intent is formed we would 

expect the process of opportunity recognition to progress (Krueger, Reilly, and 

Carsrud 2000; Krueger, Reilly, and Carsrud 2000; Shook, Priem, and Mcgee 2003). 

Even though this is clearly a central and relatively new aspect in terms of academic 

interest of new venture creation (Shane and Venkataraman 2000; Shane 2000) there 

do not appear to be any traits research so far that seek to explain any of these 

mechanisms. Hence, so far this aspect of new venture creation is in the hands of the 

cognitive approach. This does not suggest that traits and predisposition may be 

irrelevant in the phase, only that research on traits have not focused on these aspects 

so far.  

 

Finally, once an opportunity is recognized or created (see. e.g. Kaish & Gilad 1991) 

the individual need to figure out whether to exploit the opportunity – i.e. somehow act 

on the opportunity – or not (Shane and Venkataraman 2000; Shook, Priem, and 

Mcgee 2003). As with entrepreneurial intent, a number of traits have sought to explain 

why some individuals may be predisposed to a positive valuation of an 

entrepreneurial opportunity. These include traits such as locus of control, optimism, 

entrepreneurial self-efficacy, and risk taking propensity. Especially the latter – i.e. risk 

taking propensity – have been the preferred point of attack on the trait approach from 

the cognitive approach (e.g. Baron 1998; Simon, Houghton, and Aquino 2000; Baron 

2000; Simon and Hougton 2003; Baron and Ward 2004; Baron 2004a; Baron 2004b). 

Instead of risk taking as a predisposition, the cognitive approach have introduce 

different bases of biases that individuals exhibit in their decision making process. The 
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basic premise of this research is that in order to get a positive evaluation the 

individual need to experience a perceptual bias. However, as suggested, this bias may 

fundamentally be related to the traits that seek to explain this particular aspect in new 

venture creation. The next section will discuss each of these traits in more detail, the 

mechanisms that these traits seek to explain, and the empirical research conducted on 

these matters. Finally, the cognitive bias as a focal point in the cognitive approach on 

entrepreneurial evaluation is discussed and related to the trait approach.  

 

LOCUS OF CONTROL 

Locus of control refers to individuals’ perception of their ability to influence events 

encountered in their lives (Chen, Greene, and Crick 1998). External locus of control 

refers to the belief or perception that rewards are controlled by outside factors 

whereas internal locus of control suggests that rewards are perceived contingent on 

the individual’s own skills and behavior (Rotter 1966).  Thus, an individual with an 

internal locus of control believes that outcomes are related to his or her behavior, 

while an individual with external locus of control perceives life events as controlled 

by luck, chance, fate, or powerful others. Basically it is expected that individuals who 

do not believe in their ability to control the environment to a certain extent through 

their actions – i.e. individuals with external locus of control or a low degree of 

internal locus of control – are reluctant to start a new venture. On the other hand, it is 

reasonable to expect that individuals with confidence in their ability to control the 

events in their lives are more likely to pursue entrepreneurial opportunities 

(Brockhaus 1980; Brockhaus and Horwitz 1986; Shaver and Scott 1991; Gatewood, 

Shaver, and Gartner 1995; Lee and Tsang 2001). However, it is important to keep in 

mind that locus of control is based upon a perception that may be inaccurate or simply 

an illusion of control (Shaver and Scott 1991). Thus, some people may overemphasize 

the extent to which their skills may control circumstances to the better when skills are 

not necessarily the deciding factor (Duhaime and Schwenk 1985). This is why locus 

of control is considered a predisposition possibly able to explain aspects of 

entrepreneurial evaluation – not exploitation.  

However, empirically relating locus of control to the aspect of entrepreneurial intent 

appears to be missing in the literature. For most parts empirical evidence do suggests 
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that there is a significant positive relationship between internal locus of control and 

entrepreneurs in already established new ventures (Durand and Shea 1974; Begley 

and Boyd 1987; Lee and Tsang 2001). The relationship between locus of control at 

the level of intent compared to locus of control at the level of already established new 

ventures appears ambiguous however. At one hand we might expect that locus of 

control decrease in the course of new venture creation because the entrepreneur may 

realize that several aspects are outside the scope of control. On the other hand, as 

things work out (i.e. people start buying and financial issues are no longer critical) we 

may expect the exact opposite to happen. Hence, we cannot discern the significance of 

locus of control from existing empirical evidence conducted in already established 

new ventures.  

 

OPTIMISM 

People with a predisposed high degree of optimism (also referred to as perceived 

probability of success in McClelland 1961) think that their prospects for success are 

better compared to other people’s, even though they have no apparent objective 

reason for such optimism – i.e. they generally believe that the likelihood of 

experiencing a positive outcome is much higher than “objective” data actually 

suggest. Schumpeter (1942) actually suggested that entrepreneurs have a tendency to 

overestimate their chances for success. It is often suggested that the reason for this 

kind of over-optimism is that individuals with a high degree of optimism tend to base 

their forecasts on plans and glowing images of the future, ignoring to a great extent 

lessons of other people’s attempts or lessons from own experiences (Kahneman and 

Lovallo 1993). Indeed, Cooper, Woo, and Dunkelberg (1988) observed that 

entrepreneurs’ assessments of positive outcomes were not systematically related to the 

backgrounds of the entrepreneurs or the nature of their ventures. Even though more 

than 50% of all new ventures fail, 95% of the entrepreneurs believe that their new 

ventures will most likely succeed (Cooper, Woo, and Dunkelberg 1988). They 

referred to this characteristic as “entrepreneurial euphoria”. Comparing managers and 

entrepreneurs in already established new ventures, Palich and Bagby (1995) found 

that the latter was more likely to perceive strength and opportunities and less likely to 

perceive weaknesses and threats suggesting that entrepreneurs were significantly more 
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optimistic than non-entrepreneurs. However, once again these studies use already 

existing new ventures as the dependent variable. Moreover, it is likely that problems 

of self selection – i.e. choosing individuals who are already entrepreneurs in 

established new ventures – may indeed distort the picture. Hence, we cannot discern 

the significance of optimism from existing empirical evidence conducted in already 

established new ventures. However, from the mechanism that the optimism trait 

proposes to describe we would propose a positive relationship.  

 

ENTREPRENEURIAL SELF-EFFICACY 

It has already been suggested that self-efficacy is positively associated with 

entrepreneurial intent. However, since the concept of entrepreneurial self-efficacy 

refers to whether the individual believes that he or she is capable of successfully 

performing the tasks of an entrepreneur we would equally expect that entrepreneurial 

self-efficacy is also positively related to how the entrepreneur evaluates 

entrepreneurial opportunities (see also Chen, Greene, and Crick 1998). Hence, even 

though no evidence on entrepreneurial self-efficacy at the phase of evaluation exists 

we would generally expect a positive relationship between entrepreneurial efficacy 

and a positive evaluation of entrepreneurial opportunities.  

 

 

EMPIRICAL EVIDENCE OF NASCENT ENTREPRENEURSHIP FROM  THE 

GEM- AND PSED DATABASES 

 

In a recent paper by Davidsson (2006) it is suggested that the cross sectional panel 

studies such as the GEM data and the PSED data aims to overcome selection biases as 

well as hindsight bias resulting from asking survey questions about the start-up 

process retrospectively, and to get a reasonable temporal order of measurement right 

for causal analysis. A recent large scale study Carter et al. (2003) exactly uses the 

PSED database in a comprehensive empirical study on the career reasons of nascent 

entrepreneurs. At first glance, results from this empirical research appear to be a fatal 

blow for some of the personal traits related to different aspects of new venture 

creation. The overall conclusion is that nascent entrepreneurs are not qualitatively 
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different from non-entrepreneurs and most importantly that this particular study based 

on the PSED database should: “take precedence over any previous studies where 

retrospective reasons for start-up were offered” (Carter et al. 2003:16).  The authors 

claim that contrary to previous studies the panel data give access to a group of 

individual that is currently in the initial stages of forming a business. Accordingly, 

they argue, the problem of retrospection does not exist which make the data on 

vocation valid for interpretation.   

However, looking at the selection of nascent entrepreneurs in this study it is still 

difficult top assess the specific phase in which these nascent entrepreneurs is situated. 

The first qualification to become part of the group of nascent entrepreneurs is that the 

respondent is alone or with others now trying to start a business. Moreover, two 

affirmative questions needed a positive answer: a) the respondent should anticipate 

becoming an owner of the business and b) the respondent should have conducted 

ongoing business organizing activities during the immediately preceding 12 months 

while at the same time the respondents should not have received sufficient cash flow 

for 3 months to pay expenses and the owner-manager’s salary. It appears that the 3 

months cash flow is of central importance in distinguishing between the process of 

motivation and evaluation on the one hand and exploitation on the other hand. The 

divergence of new ventures and almost existing new ventures pertaining to these 

criterions is however too wide to reasonably relate these nascent entrepreneurs to a 

stage of motivation or evaluation. Moreover, it may be fruitful to say that this measure 

is indeed a measure of nascent new ventures where the demarcation is the aspect of 

cash flow. Hence, even though these studies suggest that they should take precedence 

over past studies because it takes the process of new venture creation into 

consideration – which is in fact the exact point of this paper – they are not able to 

divide their sample into a phase of motivation or evaluation. Once again we may 

conclude that these studies actually are conducted at the level of exploitation which 

makes their significance difficult to infer.             
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COGNITIVE BIAS AS A MEDIATOR OF PERSONALITY TRAITS 

 

As suggested in the preceding sections we cannot claim that the trait approach is a 

dead end due to empirical anomalies. Generally, no or little empirical evidence have 

been conducted at the phase of motivation or evaluation that the mechanisms of the 

particular traits initially seek to describe. Hence, if we cannot discharge the trait 

approach on these grounds it appears fundamentally important to relate the proposed 

alternative – i.e. the cognitive mechanisms – to the proposed traits to see if there is 

any conflicting conclusions.        

 

The cognitive tradition in entrepreneurship generally focuses on social cognitive 

mediating processes that underlie and motivate behavior. The premise of this tradition 

is that the pattern of situation-behavior relationships shown by an individual is in fact 

the key to a description of individuality and personal coherence. This relationship 

between the person (in terms of personal traits) and the specific situation is basically 

neglected in the personal trait approach. The point is that entrepreneurs evaluate 

identical situations differently from non-entrepreneurs so that they differ in their 

perception of different situations. For example, a study by Corman et al. (1988) 

suggests that around two thirds of high-tech entrepreneurs suspected of having a very 

high failure rate actually asserted that they were not taking any risk.  

 

Exactly the aspect of risk taking propensity and how the potential entrepreneur 

evaluate whether or not to act on entrepreneurial opportunities has been the 

cornerstones in the attack on the trait approach and in fact the only area in which the 

cognitive approach is proposed as a direct alternative to the trait approach in a specific 

phase of new venture creation (see e.g. Palich and Bagby 1995; Baron 1998; Forbes 

1999; Simon, Houghton, and Aquino 2000; Baron 2000; Baron 2004a; Baron 2004b; 

Forbes 2005). The major claim is that entrepreneurs take risky actions basically 

because they perceive relatively less risk in the concrete situation and not necessarily 

because they are equipped with a higher risk taking propensity (March and Shapira 
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1987; Kahneman and Lovallo 1993; Palich and Bagby 1995; Simon, Houghton, and 

Aquino 2000). This observation changes the focus away from the “objective” measure 

of risk taking propensity associated with or embedded in the individual as a personal 

psychological trait to differences in perception and how the perception of a low or 

high risk is actually formed in a particular situation in terms of cognitive processes.  

Early on researchers argued that limits in cognitive capacity to process and remember 

all relevant information in complex decision situations forced people to use different 

cognitive devices or heuristics (Simon 1948). These cognitive devises are necessary 

short-cuts in our thinking to avoid overload of information and to minimize our 

cognitive effort. The most important cognitive device involves matching observed 

stimuli with a mental schema (Barsalou 1992; Walsh 1995). A mental schema is a 

categorization or a template which individuals impose on an information environment 

to give it form and meaning, which allows individuals to make inferences and form 

opinions about complex situations that reveal less than complete information (Fiske 

and Taylor 1991; Walsh 1995). However, using these simplifying cognitive devices 

may lead to serious distortions and biases in the processing of information. This is 

especially the case when individuals are confronted with more information than they 

can possible process, when they face situations that are new and involve a high degree 

of uncertainty, when emotions run high, and when individuals face a high time 

pressure (Baron 1998). This actually suggests that cognitive biases are probably 

particularly prevalent among entrepreneurs because they unintentionally simplify their 

information processing to diminish the stress and ambiguity associated with making 

very complex and uncertain decisions like starting a new venture (Shaver and Scott 

1991; Mccarthy, Schoorman, and Cooper 1993; Palich and Bagby 1995; Busenitz and 

Barney 1997; Baron 1998; Forbes 1999; Simon, Houghton, and Aquino 2000).  

Moreover, if the mental schemes used in these decision processes vary systematically 

between groups of people, then perceptions are likely to be similarly systematically 

biased or skewed (Kahneman and Lovallo 1994). This suggests that the question 

pertaining to whether or not an individual chose to act on an entrepreneurial 

opportunity should include the basis for variation in cognitive bias among individuals 

in search for an “entrepreneurial cognition” (Busenitz and Lau 1996; Baron 1998; 

Forbes 1999).  
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HOW IS THIS RELATED TO PERSONALITY TRAITS 

According to Baron (1998), these differences in cognition do not stem primarily from 

differences in personal traits, but rather from the fact that entrepreneurs operate in 

situations of high uncertainty and complexity which maximize cognitive biases and 

errors. However, this does not have to suggest that differences in cognition are not 

somehow related to personality traits. For example, some scholars suggest redefining 

traits in terms of cognitive schemes or mental processes – i.e. to figure out how these 

traits produce, guide, create, or influence behavior (Langston and Sykes 1997; 

Bandura 1999; Endler 2000;). The first step in this integration is to explore the 

relationship between psychological traits and cognitive processes (Langston and 

Sykes 1997; Endler 2000) – i.e. explore how individual differences in psychological 

traits are related to individual differences in perception and cognitive processes which 

then again relates to differences in behavior.  

 

In fact some studies do suggest that the cognitive bias – in terms of giving a positive 

evaluation to entrepreneurial opportunities – are possibly related to the engagement in 

counterfactual thinking which make some people more likely to act upon perceived 

opportunities (Baron 1998; Baron 2000), favorable interpretation of equivocal 

situations (Busenitz and Lau 1996), susceptibility to the planning fallacy resulting in 

overly confident predictions about future outcomes (Cooper, Woo, and Dunkelberg 

1988; Palich and Bagby 1995; Baron 1998; Forbes 2005), and illusion of control in 

the sense that individuals overemphasize the extent to which their skill can increase 

performance in situation that are somewhat out of the individual’s control (Simon, 

Houghton, and Aquino 2000). Even though these aspects are framed as being part of a 

cognitive tradition they are in fact predispositions as suggested by Busenitz and Lau 

(1996) very much related to some of the traits already described in this paper. 

For example a highly optimistic individual is predisposed to see the world through 

rose-colored glasses and consequently tends to evaluate everything as more favorable 

than might otherwise have been true. This corresponds with the evidence suggesting 

that entrepreneurs tend to be more susceptible to the planning fallacy resulting in 
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overly confident predictions about future outcomes as well as a favorable 

interpretations of equivocal situations (see e.g. Cooper, Woo, and Dunkelberg 1988; 

Baron 1998; Palich and Bagby 1995; Busenitz and Barney 1997; Simon, Houghton, 

and Aquino 2000; Forbes 2005). Accordingly, as suggested in proposition P2A in 

figure 1, we would expect a negative relationship between optimism and risk 

perception – i.e. the more optimistic the more perceptual bias the less risk perception.  

 

P2A: Degree of optimism is positively related to a positive evaluation of 

opportunities. 

 

However, overconfidence also refers to people’s ability to estimate the accuracy of 

their own knowledge in a certain area (Simon, Houghton, and Aquino 2000; Forbes 

2005). In this respect then, entrepreneurial self-efficacy is equally an aspect when 

referring to a degree of overconfidence even though the difference is that 

overconfidence measures the accuracy of ability whereas entrepreneurial self-efficacy 

measure what people believe about their ability (Forbes 2005). Hence we might 

expect a negative relationship between entrepreneurial self-efficacy and risk 

perception suggested by P2C in figure 1.     

 

P2C: Entrepreneurial self-efficacy is positively related to a positive evaluation of 

opportunities 

 

 

Finally, the aspect of illusion of control suggests that individuals may overemphasize 

the extent to which personal skills can increase performance in situations when skills 

are not the deciding factor (Simon, Houghton, and Aquino 2000). Hence, this aspect is 

not only an aspect of internal locus of control, but also an aspect of entrepreneurial 

self-efficacy and believes in skills (see e.g. Boyd and Vozikis 1994). Hence, illusion 

of control suggests that locus of control as well as entrepreneurial self-efficacy is 

negatively related to risk perception as suggested by P2C and P2B in figure 1.    
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P2B: There is a positive relationship between the positive evaluation of opportunities 

and locus of control.  

 

 

 

 

CONCLUSION 

 

Inconclusive results, inconsistencies and serious methodological problems have 

frustrated research on individual characteristics in entrepreneurship studies. 

Reviewing numerous personal trait studies into the entrepreneurial phase that each 

trait aims to explain, this paper revitalize the trait approach in suggesting that the only 

major problem of trait studies is not the independent variables – i.e. the traits – but the 

comparison of results across different dependent variables. Indeed it is suggested that 

important traits such as need for achievement, entrepreneurial self-efficacy, optimism, 

and locus of control pertaining to aspects of entrepreneurial motivation and evaluation 

does not experience the ambiguity and equivocality as suggested by the highly quoted 

death sentence on trait studies by Gartner (1988). On the other hand, there is nor solid 

empirical evidence for these traits pertaining to the exact phase that these traits aims 

at explaining. Hence, this conclusion underlines the need to empirically explore the 

relevance of different psychological traits pertaining to different phases in the 

entrepreneurial process.  

Furthermore, the introduction of cognitive processes in entrepreneurship should not 

automatically lead to a neglect of psychological traits (Bandura 1986; Cantor 1990; 

Bandura 1999). The personal trait approach as well as the cognitive approach is both 

concerned with individual differences. However, where the personal traits can serve 

as the ‘having’ side of personality to explain the basic why-questions, the ‘doing’ side 

may be considered the how-question as the cognitive expression of these traits (Endler 

and Magnusson 1976; Epstein and O'Brian 1985; Endler 2000). In other words, 

cognitive factors mediate the influence of trait factors on individuals’ decision to 

become entrepreneurs (Katz 1992; Kolvereid 1997).  
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Finally, it is proposed in this paper that entrepreneurial self-efficacy, locus of control, 

and optimism is part of the fundamental having-side of the entrepreneur that explain 

why certain individual perceive relatively less risk than others. In this sense, 

psychological traits and cognitive processes are intertwined and we need to 

understand this interdependence empirically as well as theoretically to advance our 

knowledge. Thus more studies are needed that simultaneously investigate personal 

traits and cognitive processes in relation to different phases of new venture creation 
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Personal networks in different phases of new 

venture creation 

 

Abstract 

This paper takes stock of studies on the personal networks of entrepreneurs. It is 

suggested that what appears to be empirical inconsistencies in the effect of personal 

networks is a disregard of the important contingency of the entrepreneurial phase or 

an oversimplified description of the needs in different phases of entrepreneurial 

development as either a need for either information or resources. It is suggested how 

needs for resources and information as well as the legitimacy of the new venture 

change as the new venture develops from the phases of entrepreneurial intent to the 

phase of early growth. These changes are then related to theoretical as well as 

empirical evidence on the positive aspects of the personal network of the entrepreneur 

in terms of personal network size, the strength of ties, and the density of the personal 

network.  

 

 

Introduction 

The last twenty years of research on personal networks and new venture creation has 

contributed to the investigation of a wide range of characteristics more or less 

beneficial to new venture creation. The results of this endeavor are basically a 

scattered collection of research with diverging concepts, techniques, and measures. 

Despite broad agreement about the general importance of personal networks and 

personal relations, there is considerably less agreement and more ambiguity about the 

specific characteristics of personal networks that relate to success in creating new 

ventures (Bloodgood et al. 1995; Rowley et al. 2000; Hite & Hesterly 2001; Elfring & 

Hulsink 2003). Except for Hoang and Antoncic’s (2003) critical review of network-

based research in entrepreneurship in more general terms and Thornton’s (1999) even 
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more general review of sociology and entrepreneurship, no one has attempted to 

evaluate and review this body of research. This paper takes stock of the results of 

these relatively divergent studies on personal networks conducted so far with the 

single entrepreneur as the unit of research; this is often referred to as the 

entrepreneur’s egocentric network.  

The term ‘social network’ is frequently used to describe individuals’ informal or non-

work related networks. However, as suggested by Johannisson (2000) all networks are 

per definition social. Instead, the term ‘personal network’ is used throughout to 

include both social and business relations that may become intertwined in the 

different processes of new venture creation (Johannisson 2000). As suggested by 

Johannisson it is in fact this blending of ideological and affective commitment with 

business-like calculated interests that fuels the process of new venture creation. Hence 

personal networks are viewed as those that “reflect the personality of the 

entrepreneur” and which carry “the generic sense-making process that guide the 

entrepreneur…as a tool for realizing the venture” (Johannisson, 2000:371). 

Within the literature on personal networks in entrepreneurship, a noticeable dispute in 

theoretical as well as empirical research concerns the importance of density and 

strength of ties, which in turn may also be related to the size of the personal network. 

For example, several studies in entrepreneurship point to the benefits of dense 

networks manifested in – by definition relatively few – strong cohesive ties in 

obtaining the key resources needed for success in new venture creation (Larson 1991; 

Larson & Starr 1993; Brüderl & Preisendörfer 1998; Bhide 1999). Another group of 

researchers argue that entrepreneurs through weak ties in more sparsely connected 

networks benefit from superior information access, timing, control, and referrals with 

the possibility of recognizing new opportunities early from a diverse group of 

relations (Burt 1992, 1997; Portes & Sensenbrenner 1993; Krackhardt 1995; Singh et 

al. 1999; Baum et al. 2000). Hence, two types of personal network characteristics – a 

bonding approach and a bridging approach – are competing for recognition in the 

literature. However, it is often claimed that different types of networks have to be 

developed as different functional and strategic needs change (Butler & Hansen 1988; 

Gibb & Davies 1991). What constitutes an enabling personal network structure for 

one set of actions may well be disabling for others (Podolny & Baron 1997; Burt 
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2000). Hence, what appears to be contradictory theoretical and empirical implications 

of personal networks in prior studies may to some extent be traced back to a disregard 

of contingencies (Birley et al. 1991; Gibb & Davies 1991; Aldrich & Reese 1993; 

Larson & Starr 1993; Hite & Hesterly 2001; Schutjens & Stam 2003). 

 

This paper suggests that entrepreneurial phase as a contingency may reconcile these 

opposing approaches to personal network theory. This is equally suggested by 

empirical evidence indicating that the superiority of a particular type of personal 

network varies with the entrepreneurial stage of development (Birley 1985; Birley et 

al. 1991; Bloodgood et al. 1995; Schutjens & Stam 2003; Greve & Salaff 2003). For 

example, several researchers suggest that strong ties manifested in a dense network 

may play a more important role in the early stages of a new venture’s founding, while 

weak ties – of a more professional character – in sparse networks tend to become 

more beneficial later on (Birley 1985; Butler & Hansen 1988; Starr & MacMillan 

1990; Birley et al. 1991; Bloodgood et al. 1995; Hite & Hesterly 2001).  

 

The first section of this paper gives a short presentation of the different personal 

network characteristics in terms of network size, strength of ties, and personal 

network density that we will be referring to. Then, it is suggested how the process of 

new venture creation may be split into phases of entrepreneurial intent, opportunity 

discovery, emergent exploitation, and early growth. From this endeavor, it is 

suggested how different needs for information, support, and resources accrue at each 

stage. Empirical as well as theoretical studies on new venture creation and personal 

networks are then related to these different phases, and the importance of different 

types of personal networks in each stage of entrepreneurship is discussed. The 

discussion as well as the propositions made in this paper are illustrated in figure 1 

below. 
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Figure 1. Propositions put forth in this paper. 
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Personal network measures 

The paper primarily focuses on the theoretical and empirical aspects of a personal 

network of the focal entrepreneur. The personal network is broadly defined as the 

focal entrepreneur’s relations and contacts with others. Personal – or what is often 

referred to as egocentric – networks are especially useful for collecting network data 

from a target group, that is a small percentage of a population (minimum of overlap 

between alters as well as entrepreneurs) whose relations are not concentrated in a 

single personal structure (Wasserman & Faust 1994). This is exactly the case in 

entrepreneurship (Greve & Salaff 2003). Moreover, collecting network data that go 

beyond the egocentric network is a difficult and very demanding empirical task, 

whereas the egocentric network data can be conveniently collected from a single 

respondent.  

 

A variety of measures have been drawn and utilized from this relatively simple 

network structure to uncover different patterns that may be used for characterization 

of the differential positions of entrepreneurs. One of the most basic measures is 

network size, defined as the number of direct dyadic ties between the entrepreneur and 

his/her alters. This number indicates how many people the entrepreneur talks to 

during the process of new venture creation and measures the extent to which resources 

and information can be accessed through the direct ties of the entrepreneur (Aldrich et 

al. 1987; Greve 1995; Hansen 1995).  

 

Measuring network size, the dyadic ties are treated as dichotomous, i.e. either present 

or absent. However, we may also add value to the relational ties between 

entrepreneurs and alters in the egocentric network to obtain more information about 

the characteristics of the relationship and general network structure. Normally, this 

valuation is referred to as the strength of the relationship, or strength of tie, suggesting 

aspects such as degree of trust between parties, duration of relationship, and the 

ability to transfer fine-grained or tacit knowledge (Granovetter 1973; Aldrich & 

Zimmer 1986; Krackhardt 1992; Uzzi 1996; Rowley et al. 2000). Strength of ties may 
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be specified on the basis of four criteria: emotional intensity, frequency of contacts, 

degree of intimacy, and reciprocal commitment between relational parties 

(Granovetter 1983, 1973). This suggests that relations can be gauged as either weak 

(entailing a limited investment of time and intimacy, subsuming an array of formal or 

informal personal acquaintances) or strong (often with relatives and close friends 

entailing a high investment of time and intimacy as well as reciprocity). Krackhardt 

(1992) uses the concept of ‘degrees of friendship’ as the measure of tie of strength. In 

this analogy, a tie is defined as weak if it describes an acquaintance or a loose 

acquaintance and strong if the focal person describes the relationship as a friendship 

or a close friendship.  

 

Finally, bringing in the relationship between alters shifts the reference from a sole 

focus on the dyad to the triad, considering not only the direct communication between 

the entrepreneur and his/her alters. This brings us to a third type of measure, namely 

density and redundancy. Density describes the proportion of pairs of alters that are 

connected, whereas redundancy describes the extent to which an ego’s contacts are 

connected to each other as well the relative number of the entrepreneur’s direct dyadic 

ties that are connected to each other (Burt 1992). In other words, it is a comparison of 

the number of ties against the total number of actors in the network excluding the ego.  

 

Hence, the central aspect is whether or not alters are interconnected. If two alters are 

not interconnected, they span a structural hole; if alters are interconnected, one of 

them is redundant (Burt 1992). The rest of this paper will relate these three measures 

from a theoretical as well as an empirical point of view to the different phases of new 

venture creation.  

 

 

Entrepreneurial phases 

Several scholars in entrepreneurship and new venture creation have suggested that 

new venture creation may be split into different phases, recently paraphrased as 

phases of opportunity discovery and exploitation (e.g. Kirzner 1979, 1997; Shane & 
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Venkataraman 2000; Hitt et al. 2001; Zahra & Dess 2001; Eckhardt & Shane 2003; 

Davidsson & Honig 2003). The next section combines this research with a few 

insights gained from research on the organizational life cycle in order to explore the 

different needs of emotional support, resources, and information in different phases 

and how the needs change as the new venture progresses to the next phase (see e.g. 

Kazanjian 1988 and Hite & Hesterly 2001). This endeavor will assist us in answering 

questions such as which resources are important, why and when they are important, 

and consequently how the entrepreneurs may obtain them from their personal 

networks.  

 

Most of these life cycle models, however, do not focus on the initial aspects of new 

venture creation (e.g. Miller & Friesen 1984; Drazin & Kazanjian 1990). Even models 

that explicitly position themselves in an entrepreneurial setting of new venture 

creation often refer to the emergence stage as the stage where the organization is 

legally created. This is basically the approach used by Dubini and Aldrich (1991), 

who define entrepreneurship as the pursuit of entrepreneurial opportunities 

disregarding the process of entrepreneurial opportunity creation. In other words, these 

studies basically focus on the initial stages of new venture creation once the 

entrepreneurial opportunity has been recognized or created maintaining its focus on 

resource acquisition (e.g. Birley et al. 1991; Larson & Starr 1993; Bloodgood et al. 

1995; Hite & Hesterly 2001). Hence, we need to obtain additional insights from 

research in opportunity creation (e.g. Kirzner 1979, 1997; Kaish & Gilad 1991; 

Busenitz & Lau 1996; Hills et al. 1999; Shane & Venkataraman 2000; Shane 2000; 

Gaglio & Katz 2001; Krueger 2003; Ardichvili et al. 2003). A rather literal reading of 

Shane and Venkataraman (2000) suggests that the phase of opportunity discovery 

actually consists of at least two phases in terms of diverging needs from a personal 

network: a phase of entrepreneurial intent followed by a phase of opportunity 

discovery. 
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ENTREPRENURIAL INTENT  

As emphasized in a recent almost canonized definition of entrepreneurship by Shane 

and Venkataraman (2000), entrepreneurship and new venture creation are about: “the 

nexus of two phenomena: the presence of lucrative opportunities and the presence of 

enterprising individuals” (200). The term ‘enterprising individual’ indicates that the 

behavior of entrepreneurial individuals is not entirely determined by the outside 

world, but is instead a result of autonomous individuals indicating that new ventures 

are neither coerced into being nor randomly created as passive byproducts of 

environmental circumstances. Instead, new ventures are the direct outcome of 

individuals’ intentions and consequent actions (Katz & Gartner 1988). What is 

important in this context is that personal networks are the context for action, but they 

do not act themselves. Early on Kirzner (1979) argued that people need motivation 

and support to fuel their perceptive interests in discovering opportunities in the market 

– referred to as entrepreneurial alertness. Thus, any discovery of an entrepreneurial 

opportunity by a prospective entrepreneur is preceded by a state of heightened 

alertness to information (Ardichvili et al. 2003). This aspect is equally related to the 

term ‘entrepreneurial intent’ as defined by Bird (1988) as the state of mind that directs 

peoples’ attention and action toward a particular vocational or business goal. These 

intentions are created as a result of a complex interplay between on the one hand a 

social, political, and economic context and on the other hand the individual’s personal 

history and abilities and current personality that underlies the opportunity analysis and 

resource acquisitions (Bird 1988). Finally, Burt (1992) contends that the odds of 

entrepreneurial behavior increase if someone is inclined towards entrepreneurial 

behavior. Hence, intrinsic motivation, entrepreneurial alertness, or entrepreneurial 

intent is often seen as an important inspiring factor and the first real step in the 

process of new venture development (Kirzner 1979, 1997; Bird 1988; Kaish & Gilad 

1991; Herron & Sapienza 1992; Bhave 1994).  

 

Moreover, the heightened alertness to information and propensity to act on an 

entrepreneurial opportunity are dependent upon the entrepreneur’s personal network. 

For example, evidence suggests that the initial financial commitment, emotional 

support as well as motivation are all factors that are influenced by strong ties in the 
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network (Wellman 1981; Granovetter 1985; Krackhardt 1992; Brüderl & 

Preisendörfer 1998). In their research on human and social capital, Davidsson and 

Honig (2003) found evidence that encouragement from close friends and family – i.e. 

strong ties – was strongly associated with the probability of new venture founding. 

Moreover, Johannisson (1988) suggests that strong ties may help the entrepreneur 

mobilize self-confidence as well as cognitive and emotive resources that are important 

in new venture creation. In a Norwegian study, Jenssen and Koenig (2002) find 

evidence that strong ties are significantly important for obtaining entrepreneurial 

motivation. In fact, Zhao and Aram’s study (1995), which focuses specifically on 

aspects of pre-founding, found that Chinese entrepreneurs seem to benefit from 

intensity of networking as a proxy for strong ties. Finally, as suggested by Rousseau 

et al. (1998), trust not only creates confident expectations but also makes the trusted 

or trusting relation more comfortable about entering a vulnerable situation and 

perhaps more likely to accept the risk associated with new venture creation. In other 

words, if the individual believes that she can count and depend on the resources from 

her personal network – including aspects of emotional support and concrete resources 

– we would expect her to be more inclined towards entrepreneurial behavior – i.e. 

become entrepreneurially intent. 

 

From this reasoning, we would expect that a dense network with strong ties capable of 

maximizing the level of trust in the personal network will be beneficial to obtain a 

sufficient amount of entrepreneurial intent. Moreover, we would expect strong ties to 

require more effort and intimacy, which as a natural consequence decrease their 

occurrence influencing the size of the network (Granovetter 1985; Uzzi 1996). This 

leads to the following proposition: 

 

P1: Strength of ties and network density will be positively related and network size 

will be negatively related to entrepreneurial intent. 

 

Once the individual is predisposed and the entrepreneurial intent is formed we would 

expect the process of opportunity search to progress (Krueger et al. 2000; Shook et al. 

2003; Greve & Salaff 2003). 
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OPPORTUNITY DISCOVERY  

On the other side of the nexus is what Shane and Venkataraman (2000) refer to as the 

presence of lucrative opportunities. The term ‘presence of’ indicates that opportunities 

waiting to be discovered already exist independently of the individual very much 

inspired by an Austrian tradition as explicated in Kirzner (1979, 1997). The premise 

in this approach is that markets are in disequilibrium. However, opportunity-seeking 

actors cannot start an active search process as the opportunity cannot be clearly 

defined ex ante (Shane 2000). Even though they do not actively search, 

entrepreneurially alert individuals are expected to see opportunities that are embedded 

or latent, while non-entrepreneurially alert individuals simply see the environment as 

it is. Opportunity identification is thus often related to situations of asymmetric 

information, combined with the entrepreneur’s particular information sensitivity and 

cognitive capacity that allows him to see opportunities even if he is not actively 

searching for them (Kirzner 1997). Hence, what is of central importance is that the 

entrepreneurially alert individuals keep their eyes and ears open (alertness) for yet 

unspecified and undiscovered opportunities. This is actually consistent with 

Schumpeter’s (1934) studies in the sense that people who have early access to new 

information – what Schumpeter sees as a result of an exogenous shock – are more 

likely to discover new combinations. Thus, we would generally expect that people 

with access to more information are better at discovering entrepreneurial opportunities 

(Shaver & Scott 1991; Kaish & Gilad 1991; Fiet 1996; Kirzner 1997). 

 

The personal network is clearly of central importance in this process, acting as a 

complex screening device keeping the individual up to date with information on 

entrepreneurial opportunities even if the information tends to be fuzzy, inaccurate, and 

diverse (Birley 1985; Coleman 1988; Burt 1992; Fiet 1996; Powell et al. 1996; Singh 

et al. 1999). As argued by Burt (1992), opportunities jump out everywhere, but it is 

the network that defines who gets to know about them and when they know. 

Basically, “Who you know affects what you know” (Nahapiet & Ghoshal 1998:252). 

Thus, only people occupying a certain position in the network are able to receive 
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relevant information. In this way, the entrepreneurial network stimulates 

entrepreneurship by creating opportunities that are not readily available for actors 

outside or at different positions in the network. For example, in a US study Hills et al. 

(1997) found that among 171 respondents, 50% claimed (ex post) that they discovered 

their entrepreneurial opportunities through their personal network. The question is 

how this relates to the structural characteristics of network size, strength of ties, and 

personal network density. 

 

As argued early on by Boissevain (1974), the number of relationships is the most 

important property of egocentric networks because the amount of available 

information increases with number of relationships. Generally, studies on network 

size and opportunity recognition expect that a high number of contacts indicate the 

possibility of receiving more, and possibly valuable, information. Thus, the more 

people you have relationships with, the greater the chance of obtaining the 

information needed for new venture creation. For example, a study on opportunity 

recognition by Singh et al. (1999) found that network size significantly affected the 

number of opportunities recognized by entrepreneurs. In this study, questionnaires 

were obtained from 308 entrepreneurs who had recently founded consulting firms in 

the information technology industry. The entrepreneurs were asked to report or recall 

the number of new venture opportunities during a one-year period. However, even 

though this study may indicate that network size is important in the initial stages of 

new venture development, it did in fact measure the opportunity generation of existing 

firms at a different stage of development. Finally, in two cross-sectional studies, 

Greve (1995) and Greve and Salaff (2003) found that network size varied according to 

entrepreneurial stage. In the initial stage of idea development, the network was 

significantly smaller than in the later stages of organizing and running the firm. 

However, the study does not say whether the network size of entrepreneurs is 

generally larger than for non-entrepreneurs. Hence, the importance of network size in 

this particular phase is not considered. Finally, focusing on existing firms, Shan et al. 

(1994) and Ahuja (2000) found that the number of collaborative relationships formed 

was positively related to innovative output, e.g. patents. Even though most of these 

studies do not relate number of network contacts to opportunity search in this phase of 
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new venture creation, we still expect a positive relationship between network size and 

opportunity search.   

 

P2: The size of the personal network will be positively related to the discovery of 

opportunities.  

 

The literature on strength of ties and entrepreneurial opportunity discovery mainly 

focuses on the argument of ‘strength of weak ties’ as put forth in the seminal paper by 

Granovetter (1973). Whereas the size of the network measures the amount of 

information the entrepreneur can access, the aspect of strength of ties is expected to 

measure access to a diversity of information. According to Granovetter (1973), weak 

ties are often more important in spreading innovations and general knowledge 

diffusion because they tend to serve as bridges between otherwise disconnected 

groups of actors and pieces of information. The argument is that strong ties lead to 

less efficient diffusion of information because people with whom the focal 

entrepreneur has a strong relationship tend to know one another and have access to the 

same information. This aspect is often referred to as the transitivity of networks. 

Transitivity is the tendency that two individuals who are strongly connected to a third 

party form mutual relationships over time. In other words, two individuals who both 

have strong ties to a third individual are likely to be at least weakly tied to one 

another. The main reason is that individuals strive to reduce inconsistencies in their 

social and cognitive worlds and attempt to establish a balance in their interpersonal 

relationships (Granovetter 1973; Burt 1992). As a consequence, the so-called 

‘forbidden triad’ – where an individual has a strong tie to two individuals who are not 

interconnected themselves – is unlikely to be a stable structure. Thus, those with 

whom one is closest tend to move in similar social circles where information 

circulates at a high velocity, suggesting that each person tends to know what the other 

person knows. Consequently, information provided by strong ties is typically very 

similar to the information the individual already has. 

 

This rather simple assumption has far-reaching consequences for the large-scale 

structure of the personal network and the availability of information. Most 
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importantly, ties that bridge otherwise disconnected regions of a personal network are 

likely to be weak, suggesting that weak ties are more likely to connect an individual to 

diverse information. Thus, compared to strong ties, weak ties may come from multiple 

and distant parts of the social system (Granovetter 1983). They represent local bridges 

to disparate segments of the entrepreneur’s personal network that may otherwise be 

disconnected and thus may open the door to new options (Granovetter 1973; Burt 

1992). In this sense, weak ties are expected to be particularly beneficial for spotting 

entrepreneurial opportunities because weak ties provide access to a diverse set of 

topics and lead to a more varied set of information than strong ties (Bloodgood et al. 

1995). In contrast, a network of homogeneous ties may be of limited value. As 

suggested by Burt (1992), ties to more than one person with similar characteristics or 

in similar social locations are redundant and of questionable value in providing new 

information. Thus, a network of homogeneous ties will, according to Burt (1992), be 

of limited value regarding generation of new information because people have access 

to the same limited sources and tend to interpret the information in similar ways.  

 

Like the empirical findings on network size, empirical studies relating opportunity 

recognition to strength of ties in the actual phase of opportunity discovery in new 

venture creation are sparse. However, some studies focusing on respondents at 

another stage of new venture founding do indicate some support for the strength of 

weak ties argument. For example, using a combined measure of patents and 

trademarks with self-reported measures of innovation, Ruef (2002) found evidence 

that entrepreneurs are more likely to engage in what they report as innovative activity 

if they engage in information from weak rather than strong ties. However, none of the 

respondents were actually in the first stage of new venture development. They were 

either established entrepreneurs in later venture stages or failed entrepreneurs. Using 

respondents from later stages as well, Singh et al. (1999) found support for the 

importance of weak ties to opportunity recognition in the sense that they were 

exposed to more opportunities that may be pursued or launched as new ventures. 

Finally, a Norwegian study by Jenssen and Koenig (2002) indicates that weak ties 

more often give access to information compared to strong ties, whereas strong ties 

seem more important than weak ties in obtaining motivation and finance.  
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In summary, although evidence on strength of ties and opportunity recognition is 

relatively sparse, there are indications that weak ties give access to relatively more 

diverse information than strong ties. However, evidence does not suggest whether 

weak ties are relatively more beneficial in this stage of development than strong ties 

because it only focuses on the aspects of diverse information access. 

 

The premise that more diverse information is obtained through weak ties may, 

however, be counterproductive as regards the discovery of entrepreneurial 

opportunities because this may require access to tacit and complex information. A 

central presumption in the strength of weak tie argument is that weak ties can 

substitute for strong ties (Ahuja 2000). According to Burt (2000), it is not the strength 

of ties that matters, but rather the position in the network. However, the 

substitutability varies with the content transmitted through each type of tie. This does 

not only accrue to the distinction between support and information, but also to types 

of information. For example, if the transmitted content is simple, data transfer through 

a weak tie may be adequate to obtain information from alters. However, if the content 

of information is tacit and fine-grained, the entrepreneur needs strong ties (Krackhardt 

1995; Uzzi 1997; Rowley et al. 2000; Hite 2003). As suggested by Johannisson 

(2000), entrepreneurs in particular rely primarily on tacit knowledge mainly 

transmitted through metaphors, hands-on demonstrations and mentorship like peer 

entrepreneurs. Similarly, Kale et al. (2000) find a positive relationship between strong 

ties and the degree of learning in inter-firm alliances. Moreover, as suggested by 

Weick (1995), a dense network with strong ties is more adept at creating meaningful 

information. Finally, as stressed by Johannisson (1988), quite a long time is needed to 

develop a relationship based on trust and reciprocity that facilitates enactment 

behavior and eventually opportunity creation.  

 

In order to reconcile these differing approaches to the strength of weak or strong ties a 

second type of contingency has been suggested in the literature: uncertainty in terms 

of stabile or dynamic industries (see e.g. Rowley et al. 2000 and Elfring & Hulsink 

2003). For example, Rowley et al. (2000) found that firms operating in industries 
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requiring a relatively high rate of innovation activity – such as the semiconductor 

industry in which alternative strategic decisions are demanded – would benefit from 

weak ties, whereas firms operating in more stable industries – such as steel production 

– would benefit from strong ties. As suggested by Rowley et al. (2000), this 

contingency equally relates to the notion of exploitation versus exploration as put 

forth by March (1991), i.e. whether or not the firm’s strategies are designed to exploit 

existing technologies, skills, and information or whether the firm’s strategies are to 

explore the environment for emerging innovations and other significant changes. 

Finally, Elfring and Hulsink (2003) distinguish between incremental and radical 

innovation in relation to degree of innovation. They propose that new ventures 

pursuing incremental innovations benefit from using weak ties, whereas ventures 

pursuing radical innovations tend to benefit from using a mix of strong and weak ties. 

This leads to the following propositions on the strength of strong or weak ties: 

 

P3a: Strength of ties is positively related to the discovery of opportunities in new 

venture creation if the entrepreneur mainly seeks to refine and extend existing 

competencies, technologies, and paradigms. 

 

P3b: Strength of ties is negatively related to the discovery of opportunities in new 

venture creation if the entrepreneur mainly seeks to explore the environment for 

emerging innovations and other significant changes. 

 

When focusing on the aspect of information access, the premise of these studies is that 

a relatively dense network of contacts with a low amount of structural holes and a 

high degree of redundancy is highly disadvantageous in relation to entrepreneurial 

opportunity recognition because information will simply recirculate within the group: 

“Contacts are redundant to the extent that they lead to the same people, and so provide 

the same information benefits” (Burt 1992:17). The focus on activities within the 

group creates structural holes in the information flow between groups. Some people 

may belong to – or at least have contacts in – two or more different networks, giving 

them the opportunity to break the flow of information between groups or across the 

structural hole that integrates otherwise separated information or separated ways of 
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thinking and behaving. Basically, an idea that is mundane in one group may be a 

valuable insight in another. According to Burt (1992), it is this early access to diverse 

information that makes entrepreneurs appear as gifted, creative people in the process 

of opportunity discovery. In fact, Burt points out that the French word ‘entrepreneur’ 

initially comes from the French verb ‘entreprendre’. The verb ‘prende’ literally means 

‘to take, grasp, or snatch’, while ‘entre’ means ‘between’ (Burt 1992). He uses this 

parallel to illustrate that entrepreneurial opportunities typically arise when an 

individual occupies a position in a network between otherwise unconnected 

individuals.  

 

Some of these arguments clearly resemble the arguments put forth as the strength of 

weak ties. However, Burt (1992) points out that the causal agent in this phenomenon 

is not the weakness of ties, but rather the structural holes that it spans. Thus weak ties 

are only correlated with density, and weak ties are not a cause. The structural hole 

generates the information benefit whether the tie is weak or strong. Thus, information 

benefits travel across all bridges – weak as well as strong. However, weak ties are not 

automatically bridges (Burt 1992). Additionally, the weak tie argument focuses only 

on the amount of weak ties and not the degree to which alters are redundant or not.  

 

There are few empirical studies on opportunity recognition in the actual phase of 

opportunity discovery in new venture creation. Moreover, challenges in gathering data 

on crosscutting relationships have forced researchers to use diversity in the personal 

network as a proxy for density, i.e. the idea that alters bring about diverse information 

(e.g. Van de Ven et al. 1984; Burt 1992; Kirzner 1997; Nahapiet & Ghoshal 1998; 

McEvily & Zaheer 1999; Ahuja 2000; Baum et al. 2000; Renzulli et al. 2000; Ruef 

2002). Taking this into consideration, some research on ventures in later stages 

indicates a relationship between higher innovative rates in new ventures and network 

redundancy (or diversity as a proxy), whereas other studies do not seem to find 

significant differences. For example, studying small to medium-sized manufacturers, 

McEvily and Zaheer (1999) found that firms with low density networks, i.e. networks 

with a low degree of redundancy and a relatively high number of structural holes, 

were associated with a greater acquisition of capabilities as an innovative capability 
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important for firms. Looking at network diversity as a proxy for redundancy, Powell 

et al. (1996) showed that established firms in the US biotech industry obtained a more 

information-rich position from a more diverse set of relations. A study from the 

Canadian biotech industry by Baum et al. (2000) on start-ups, i.e. established firms 

that are no longer in the stage of conception, supports these findings. Focusing on the 

diversity of alliance partners as a proxy for redundancy, network diversity was 

significantly related to innovative capability (captured by patenting) as well as rates of 

revenue. Moreover, evidence from a sample of 766 entrepreneurial teams who 

attempted to start a new business venture supports the hypothesis that individuals 

embedded in a diverse set of network ties comprising of strong ties, weak ties, and 

advisors with no prior contact are relatively more innovative (in terms of patents and 

trademarks as well as a subjective perception of innovation in nine categories by the 

entrepreneur) than individuals relying on homogeneous ties (Ruef 2002). In fact, 

evidence suggests that personal networks with complete heterogeneous ties encourage 

innovation at almost three times the rate of networks with completely homogeneous 

ties (Ruef 2002). Finally, Hargadon and Sutton (1997) show how a firm exploits its 

position between two unconnected alters – i.e. using a structural hole – to develop 

new products. 

 

In contrast, Singh et al. (1999) did not find support for the importance of structural 

holes to opportunity recognition in their study on information technology consulting 

firms. This is somewhat surprising since they obtained significant results on the 

relationship between weak ties and opportunity recognition as suggested earlier on. 

However, in their study an ego-network method was employed allowing only five 

alters and hence a maximum of ten structural holes. As equally suggested by Singh et 

al., allowing only five alters may not be sufficient to fully assess the importance of 

structural holes mainly because of a bias toward strong ties. Then, this approach may 

underestimate the number of structural holes because strong ties tend to be mutually 

connected as suggested by the theory of transitivity of networks. Moreover, using this 

approach we will not be able to see the actual variation in number of structural holes 

among different individuals. Finally, a longitudinal study by Ahuja (2000) in the 

chemical industry shows that the amount of structural holes was actually negatively 
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related to innovation output as measured by number of patents. According to Ahuja, 

technological collaboration is a central feature in this particular industry, implying 

that working with competitors or customers is a precondition for innovation in the 

first place. Hence, it is difficult to relate aspects of this particular industry to 

industries at large. The dubiousness of these contrary results leads to the following 

proposition: 

 

P4: Personal network density is negatively associated with the discovery of 

opportunities in new venture creation. 

 

 

EMERGENT EXPLOITATION 

Once the decision to pursue a new venture is made and the opportunity is discovered, 

action must translate intent into a new venture (Bird 1988). The central focus in this 

phase of new venture creation is the accumulation of resources including aspects of 

obtaining financial capital, setting up business deals, getting necessary knowledge, 

and mobilizing resources in general (Greve 1995 and Greve & Salaff 2003). We 

would not expect the entrepreneur to control all the resources required to develop the 

market and eventually to profit from the opportunity. Hence, most of these resources 

must come from other people and institutions (Venkatraman 1997). However, the 

liabilities of newness in terms of a low degree of legitimacy and reputation combined 

with a lack of necessary resources makes the new venture largely dependent upon its 

network to obtain these necessary resources as an alternative to the market mechanism 

in an arm’s length relationship (Butler & Hansen 1991; Hite & Hesterly 2001).  

 

Whereas the fundamental dogma in the phase of opportunity discovery is related to 

the aspect of opportunity recognition through weak ties spanning structural holes, 

mainly associated with Granovetter (1973) and Burt (1992), the primary focus in this 

emergent phase of exploitation is how network closure – mainly associated with 

Coleman (1988, 1990) – fosters identification with a group of alters, which may 

facilitate the emergence of effective norms and trust among individuals in the 

network, which then again facilitates exchange of resources. According to Coleman, 
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the optimal personal network structure is a dense, interconnected network in which 

the entrepreneur’s alters are connected to each other. It is difficult and unproductive in 

any context to make large joint investments, share knowledge, and combine skills and 

resources without a certain amount of trust and a corresponding reduction of 

opportunism in the relationship (Coleman 1988). Coleman (1990) states that 

redundant ties among individuals result in a resolution to collective action problems. 

This is done through improved coordination, which is supported by trust in a repeated 

and relatively stable network. Trust is not merely an attitude held by one party toward 

another, but is basically a characteristic of the relationship (Whitener et al. 1998), 

largely formed and developed through repeated interaction where the entrepreneur 

and the alter build positive expectations to each other over time (Blau 1964; Luhmann 

1979; Larson 1992). Thus, strong ties reflect relatively intense, emotion-laden and 

reciprocal relationships that require repeated and frequent meetings as well as energy 

to create and maintain. On the other hand, the close contact and mutual dependency 

between the parties furnish a great obligation as well as an exchange of resources 

below market price (Starr & MacMillan 1990; Larson & Starr 1993; Jones et al. 

1997). Hence, strong ties often provide trust, which is critical when dealing with 

uncertainty and the procurement of resources particularly important in new venture 

creation (Granovetter 1983; Johannisson 1988; Nelson 1989; Dubini & Aldrich 1991; 

Krackhardt 1992).  

 

Empirical evidence equally supports the importance of strong ties in this phase of 

emergent exploitation. The studies by Birley (1985) and Birley et al. (1988) 

distinguish between social (or informal) ties (e.g. family, friends, and acquaintances) 

and professional (or formal) ties with whom the entrepreneur has a business-like 

relationship (e.g. banks, accountants, and lawyers). An analysis of these networks 

over time (using cross-sectional analyses) suggests that social ties of network support 

based on strong ties were most important in the initial phases of new venture 

development, whereas formal sources based on weak ties come to the fore: “… when 

the elements of the firm are set and the entrepreneur is seeking to raise finance” 

(Birley 1985:114). A study by Schutjens and Stam (2003) partly supports these 

results. The shift from social to business contacts is found to be significant, but only 



 128 

holds for outsourcing, suppliers, and cooperative relationships, whereas down-stream 

contacts (such as sales relationships) become increasingly social over time (Schutjens 

& Stam 2003). Finally, a vast amount of evidence equally suggests that the wealth of 

relatives and other strong relations plays a critical role in the initial resource 

acquisition and financing of new ventures (see e.g. Starr & MacMillan 1990, Holmes 

& Kent 1991, Norton 1991, Bhide 1992, Scherr et al. 1993, Petersen & Rajan 1994, 

Fluck et al. 1998, and Avery et al. 1998). This leads to the following proposition:  

 

P5: The strength of ties is positively associated with the successful exploitation of 

opportunities in the emergent phase of new venture creation. 

 

As mentioned, we would expect a network of primarily strong ties to require more 

effort and intimacy, which as a natural consequence decreases their occurrence 

influencing the size of the network (Granovetter 1985; Uzzi 1996). This aspect is 

indicated in Greve (1995) and Greve and Salaff (2003). Their findings suggest that the 

size of the personal network differed according to the entrepreneurial stage. In the 

emergent phase (also referred to as the planning phase), the network was significantly 

smaller than in the later stages of infancy (also referred to as the establishment phase). 

However, the study does not say whether the network size of high performing 

entrepreneurs is generally higher than that of low performing entrepreneurs or non-

entrepreneurs. Even so, these results support the hypothesis concerning the different 

needs of the two stages of new venture founding; a small-size network is associated 

with dense networks with relatively strong ties, whereas a relatively bigger network is 

associated with a sparser network of weak ties.  

 

Hence we would assume the following proposition: 

 

P6: The size of the personal network is negatively associated with the successful 

exploitation of opportunities in the emergent phase of new venture creation. 
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Finally, the creation of trust and curbing of opportunism are highly facilitated in dense 

networks, where sanctions for deviant behavior are more easily imposed since 

information about actors diffuses rapidly to other related actors (Coleman 1988; 

Walker et al. 1997; Rowley 1997). Furthermore, the sanctions are expected to be more 

effective since the collective sanctions and the loss of reputation in the whole network 

more often outweigh the benefits of opportunism. For example, according to the 

rather well-developed literature on ethnic entrepreneurship the critical task of 

obtaining financial support in the founding process is directly systemized as a rotating 

credit relationship in dense ethnic networks (see e.g. Coleman 1988). Thus, personal 

networks with a high density are often found relevant as a source of social and 

economic support moderating different aspects of uncertainty by creating governance 

mechanisms based on trust instead of market mechanisms (Coleman 1990; Uzzi 1996, 

1999; Lorenzoni & Lipparini 1999).  

 

P7: Personal network density is positively associated with the successful exploitation 

of opportunities in the emergent phase of new venture creation. 

 

 

EARLY GROWTH PHASE  

It is expected that new ventures entering the early growth phase have obtained a 

sufficient amount of fundamental resources as well as greater legitimacy and 

reputation. The focus in this stage is turning from mere survival and viability to 

detailed strategic decisions to intentionally grow in a certain direction (Hite & 

Hesterly 2001). At this stage, the entrepreneur is confronted with two basic 

challenges; resource availability and resource access under favorable terms of 

exchange. As a consequence, the new firm requires a more extensive and specific set 

of resources often only accessible outside the entrepreneur’s immediate network 

(Butler & Hansen 1991; Hite & Hesterly 2001). Hence, during this stage of new 

venture development, entrepreneurs are more likely to acquire their resources through 

calculative networks. These networks are egocentric networks where the focal actor’s 

ties are more business related and primarily motivated by expected economic 

cost/benefit analysis (Hite & Hesterly 2001). Moreover, these networks contain 
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mostly weak ties. Hence, the entrepreneur may access a wider range of resources, 

which may not be available in the dense network based on strong ties to close friends 

and relatives. According to Butler and Hansen (1991), the network in this stage is 

gradually comprises individuals from the pre-existing personal networks and new 

individuals as well as organizations such as suppliers, customers, and capital 

providers directly linked to the new venture. These relatively sparse personal 

networks facilitate the search for critical resource providers, such as business angels 

or venture capitalists, who may offer the new venture further access to financial 

resources, suppliers, distribution channels, and customers. 

 

Moreover, the scarcity of personal network – i.e. the existence of structural holes – in 

this phase of new venture creation not only relates to the information aspect as 

suggested in the phase of opportunity discovery. Another important aspect with 

structural holes is their ability to enjoy efficiency and brokerage advantages based on 

the ability to arbitrage non-redundant information and resource exchange (Burt 1992). 

In other words, the entrepreneur may act as an intermediary between otherwise 

disconnected parties who then have to rely on the entrepreneur for exchange.   

 

Except for the few studies that specifically distinguish between phases of new venture 

creation, empirical evidence on new venture development in the early growth phase is 

difficult to distinguish from evidence in the emergent phase of exploitation. A large 

group of empirical evidence does consider both periods of new venture development 

at the same time. However, since the needs change in these two periods of new 

venture development, we would expect research that does not distinguish between 

these phases to present insignificant results.  

 

For example on the aspect of network size a study by Baum et al. (2000) on biotech 

start-ups suggests that a larger alliance network to other ventures may improve start-

up performance. Particularly the number of alliances with other pharmaceutical 

companies, universities and other research institutes as well as marketing alliances 

was significantly related to performance. The respondents in this network were drawn 

from a group of existing new ventures that all had grown to a stage in which strategic 
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alliances were created. Thus, this evidence supports the need for a relatively big and 

sparse network in the stage of infancy. As mentioned, evidence suggests that the size 

of the personal network of entrepreneurs increases as the venture moves from the 

emergent to the early growth phase (Greve 1995 and Greve & Salaff 2003). However, 

evidence from a population of firms from both the emergent and early growth phase 

of new venture development is more blurred. For example, Aldrich et al. (1987) found 

that network size was significantly related to start-up success. However, a study by 

Aldrich and Reese (1993) using data from the same area of North Carolina as the 

initial study by Aldrich et al. (1987) found no significance when relating network size 

to entrepreneurial success. The same goes for a Swedish study by Johannisson (1996), 

which studied potential and actual founders using self-reported success as the 

dependent variable. Finally, Ostgaard and Birley (1996) did not find any significant 

relationship between network size and performance in terms of sales and profit 

growth. They did, however, find that larger firms on average were more likely to have 

large networks. This finding may indicate that firms in later stages (using firm size as 

a dubious proxy) are more likely to have a larger network. This leads to the following 

proposition: 

 

P8: The size of the personal network is positively associated with the successful 

exploitation of opportunities in the early growth phase of new venture creation.   

 

 

As suggested, we expect that week ties and structural holes become increasingly 

important in this phase of early growth, which is equally supported by the sparse 

empirical evidence that exists on these matters. For example, from a sample of 

Swedish entrepreneurs, Davidsson and Honig (2003) argue that – as the process of 

new venture generation progressed – weak ties helped the entrepreneur connect to 

specific knowledge and necessary information, which was not available in his/her 

close network. They argue that bridging networks through weak ties comes more to 

the fore as the entrepreneur moves to the stage of infancy. This evidence suggests the 

importance not only of weak ties, but also of bridging – i.e. the importance of 

structural holes.  
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P9: The strength of ties is negatively related to the successful exploitation of 

opportunities in the early growth phase of new venture creation. 

 

P10: The density of the personal network is negatively related to the successful 

exploitation of opportunities in the early growth phase of new venture creation. 

 

However, once again it is noteworthy that evidence that does not distinguish between 

the two phases tends to be equivocal. For example, from a sample of 159 relatively 

new ventures (between two and ten years old) with less than 50 employees, Ostgaard 

and Birley (1996) found that networks containing many strong ties as measured by the 

percentage of strangers in the personal network were significantly more often 

associated with new venture growth. However, when using a combined measure of 

frequency of contact with number of years the entrepreneur has known the relation, 

Ostgaard and Birley (1996) did not find any significant success for sales growth, 

increase in number of employees, or in profitability. Thus, the result of strength of ties 

in this study is blurred. The same goes for a Swedish study by Johannisson (1996), in 

which neither frequency of exchange (daily, weekly, less frequent) nor degree of 

friendship (well acquainted, acquainted, strangers, unknown) turned out to be 

significant. However, none of these studies distinguish between stages of new venture 

development.  

 

CONCLUSION AND PERSPECTIVES 

This paper suggests that most researchers do not consider the effect of stage of 

development when measuring the success of different types of personal network 

characteristics. Moreover, if these aspects are considered, researchers make a 

simplified distinction between opportunity identification as the primary objective in 

the initial stage manifested in weak ties and resource procurement as a primary object 

in later stages manifested in strong ties. However, evidence suggests that equally 

important to information on possible opportunities in the initial phases is financial and 

emotional support. Moreover, the necessity of strong ties in transferring fine-grained 

information, which may be important for opportunity identification, is equally not 
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considered. Hence, both weak and strong ties often give access to information as well 

as finance, suggesting that the information and procurement of resources go through 

both types of ties in different phases of new venture creation. 

 

This paper suggests how the success of certain personal network characteristics is 

related to different phases of new venture creation – we may refer to this as a cross-

sectional review of personal network characteristics. Since we would expect at least 

some entrepreneurs to succeed in each phase of new venture creation, we may 

conclude that personal networks are not always fixed and need to change according to 

the different contextual requirements. However, this paper and the vast amount of 

research on structural characteristics of personal networks do not explain how the 

personal network actually changes in density, size, and strength and importantly how 

the entrepreneur can use his or her network strategically in the process of new venture 

creation. In a seminal paper, Larson (1992) describes how exchange in a dyad may 

become institutionalized. From qualitative studies, Larson and Starr (1993) seek a 

description of the typical development of the personal network. For example, they 

depict how personal relationships become more multiplex in the sense that informal 

relations may become formal or the other way around. This aspect of multiplexity is 

equally suggested in a longitudinal study by Johannisson (1996). Even though these 

process perspectives do shed some light on how personal relations are born and how 

the strength and formality of ties change, more research is needed to understand this 

process in greater detail. Hence, whereas this paper seeks the grounds for the structure 

aspect of personal networks, we still need a process perspective to describe how 

entrepreneurs may use and change their personal network in a strategically sound 

manner. In short, the ability to influence the personal network in a strategically sound 

manner is likely to be a critical component in the success of new venture creation. 

 

The relatively simple ways of measuring the structural aspects of personal networks in 

terms of size, strength, and density do have some limitations, however. A central 

presumption relating effects of personal networks to different aspects of new venture 

creation is that entrepreneurial behavior is embedded in interpersonal networks, which 

may facilitate or hinder the successful development of new ventures (Larson 1992; 
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Hite & Hesterly 2001). Moreover, it is presumed that the personal network of the 

entrepreneur is virtually synonymous with the new venture’s network, as network ties 

initially exist on the interpersonal level (Birley 1985; Greve 1995; Hite & Hesterly 

2001). However, studying new venture creation over time, it is increasingly difficult 

to keep a clear demarcation between the entrepreneur’s relations and the relations to 

the new venture and other employees in the new venture. Thus, using the network of 

the entrepreneur as the only relational mechanism may be highly problematic as the 

new venture develops. 

 

Moreover, like other individuals, entrepreneurs differ in their competences in using 

and utilizing their networks as well as their absorptive capacity (Cohen & Levinthal 

1990). For example, Mcgee et al. (1995) show that positive effects of networks only 

accrue to new ventures where the managers (or entrepreneurs) have a certain level of 

know-how and experience with co-operation. This is further supported by Cooper et 

al. (1991), who found that age and management experience were positively correlated 

with the use of network ties for information that was relevant to the start-up of a new 

venture. This suggests that the sheer size of the network may be secondary to the 

competences of the entrepreneur including financial resources, level of education, and 

work experience. Moreover, it has also been suggested that individuals differ in their 

propensity and capability to form network connections in the first place (Burt et al. 

1998).  

 

Common to these structural studies on personal networks is the focus on the different 

aspects of relations and not the specific resources accruing from these relationships 

(Jenssen & Koenig 2002). Clearly we cannot treat every personal tie as equally 

important in the process of new venture creation. Moreover, building a typology of 

eight different types of relational embeddedness, Hite (2003) clearly illustrates that 

relational ties are not homogeneous, but highly heterogeneously. Thus, even though a 

few of these studies on network size focus on a group of alters that should be more 

related to issues of new venture founding, the heterogeneity of these ties still makes 

the sheer number of ties or density difficult to compare directly. Finally, evidence 

suggests that we cannot assume network characteristics to be generic across borders 
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(Dodd & Patra 2002) and across market context, such as extent of competition, 

maturity of the industry, and size and growth rate of the market (Eisenhardt & 

Schoonhoven 1996). For example, evidence suggests that US entrepreneurs have 

significantly larger networks than Swedish entrepreneurs, who have significantly 

larger networks than Norwegian and Italian entrepreneurs (Greve & Salaff 2003).  
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Governance Mechanisms in the Pecking Order  

of New Venture Finance 

 

Abstract 

This paper seeks to develop taxonomy of governance mechanisms in new venture 

finance by introducing elements of transaction cost economics as well as elements of 

the relational contracting literature. Contractual forms of governance are suggested to 

be applicable only if exchange hazards are very low. If exchange hazards increase, the 

exchange parties – i.e. the entrepreneur and the investor – need to rely on a 

combination of formal contractual governance mechanisms and relational governance 

mechanisms based on personal or calculated trust. Finally, these governance 

mechanisms are related to the typical pecking order of new ventures and different 

types of finance.  

 

 

Introduction 

Principal-agent theory has been the primary focus in new venture finance, (see e.g. 

Amit, Glosten, and Muller 1990; Petersen and Rajan 1994; Cable and Shane 1997; 

Wright and Robbie 1998; Manigart and Sapienza 2000; Amit, Brander, and Zott 2000; 

Hellmann and Puri 2002). The central issue is how the investor (principal) motivates 

the entrepreneur (agent) through different types of contractual relationships or 

governance mechanisms to act on behalf of and in the interest of the investor in the 

context of bounded rationality, uncertainty, information asymmetry, and opportunism 

(Jensen and Meckling 1976; Eisenhardt 1989). Even though this stream of research 

has provided insight into agency problems and has specified different contractual 

solutions to a hierarchical relationship between investors and new ventures, agency 

theory answers only a subset of the broader questions in new venture finance; if, how, 

and under what circumstances investors can use formal contractual solutions to 

mitigate problems of bounded rationality, information asymmetry, and opportunism in 

a hierarchical setting (Cable and Shane 1997). However, the answers to these 
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fundamental questions in the context of new venture finance appear to be overly 

negative. It appears that even the fundamental ‘if’ question is hard to get by. Hence, it 

is often suggested that new ventures face a financial gap due to severe agency 

problems (Petersen and Rajan 1994; Wright and Robbie 1998; Manigart and Sapienza 

2000; Amit, Brander, and Zott 2000). By the same token, acquiring finance is often 

referred to as one of the most important problems for the creation of new ventures 

(Scholtens 1999). As a consequence, most new ventures are financially constrained 

and have to ‘bootstrap’ their new ventures to grow and survive in terms of finding 

creative ways of acquiring finance without turning to bank or equity finance or 

alternatively to minimize the need for financial resources by securing resources at a 

low cost (Winborg and Landstrom 2001; Harrison, Mason, and Girling 2004; Ebben 

and Johnson 2006).  

 

Instead of a sole focus on the formal contractual options of investors, this paper 

introduces the transactional relationship between the entrepreneur and the investor as 

the primary unit of analysis. The transaction not only encompasses the exchange of 

financial resources, but also any kind of information and social action establishing a 

linkage between the parties. Focusing on the transaction, the primary research 

question is where and how transactions should be governed under different 

transactional circumstances in the context of new venture finance. This paper seeks to 

answer this question by developing taxonomy of governance forms and a general 

framework for understanding new venture finance in relation to different transactional 

characteristics. Finally, these different forms and mechanisms of governance are 

related to the typical pecking order of new ventures (Cosh and Hughes 1994; Petersen 

and Rajan 1994; Berggren, Olofsson, and Silver 2000) and three fundamental 

financial sources, including different types of bank finance, private equity finance, 

and finance obtained from strong ties such as friends and relatives.  

 

Governance – where and how? 

A common framework for answering the where and how question – related to the 

same neo-economic basis as agency theory – is based on transaction cost economics 

(see e.g. Williamson 1979, 1985, 1991; Uzzi 1997; Poppo and Zenger 2002). A key 
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feature of the transaction cost approach is the comparative analysis of different formal 

contractual forms of governance and the selective match of these forms to the 

characteristics of the concrete transactional situation (Williamson 1985, 1996). This 

framework has traditionally been the primary theoretical focus from where to examine 

the basic choice between integration (hierarchical governance) and arm’s length 

market transaction, i.e. the essential make or buy decision, as well as the optimal 

governance mechanisms in inter-firm alliances (Gulati 1995). In the context of new 

venture finance, the entrepreneur as well as the investor are equally confronted with a 

basic make or buy option. The entrepreneur needs to decide whether to make/procure 

financial resources inside the firm if possible or buy financial resources from external 

sources, whereas the investor needs to decide whether to make or buy an expected 

stream of future payments. Moreover, the optimal answer to this decision may be 

somewhere in between as a hybrid or an alliance between exchange parties. Insight 

from this approach is used here to outline the basic characteristics of four generic 

types of governances; hierarchies, equity based hybrids, non-equity based hybrids, 

and markets.  

 

Recently, however, transaction cost economics has been criticized for downplaying 

the social and relational aspects of exchange in its primary focus on formal contracts 

between anonymous legal units. As a consequence of this criticism, a number of 

researchers have turned their focus towards the relational contracting literature as an 

alternative or a complement to formal contracts as emphasized by transaction cost 

economics (Gulati 1995, 1998; Uzzi 1997; Dyer and Singh 1998; Rowley, Behrens, 

and Krackhardt 2000; Malhotra and Murnighan 2002; Poppo and Zenger 2002; Luo 

2002; Lazzarini, Miller, and Zenger 2004). This paper incorporates the relational view 

into the framework of transaction cost economics by introducing the relational 

influence on behavioral as well as transactional characteristics. Contrary to the 

traditional approach in transaction cost economics, prior relationships between the 

entrepreneur and the investor or relationships developed in the course of transacting 

are introduced in the analysis. These relational aspects are of critical importance if we 

seek to understand the underlying mechanisms of exchange in the hybrid and 

hierarchical types of governance in the context of new venture creation. Finally, this 
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taxonomy is related to the characteristics of central financial sources in new venture 

finance.  

 

TRANSACTION COST ECONOMICS IN THE CONTEXT OF  

NEW VENTURE CREATION 

The central premise of the transaction cost approach is that different types of formal 

contracts between the transacting parties facilitate governance of different types of 

transactions5. Thus, in the context of new venture finance, transaction cost economics 

suggests that transactions between entrepreneurs and different types of investors can 

be governed through different types of formal contractual relations. Contracts in this 

context is a formal agreement between the entrepreneur and the investor that 

encompasses the sort of actions each is to take in different circumstances, flows of 

payments between them, and dispute resolution mechanisms. Thus, in simple terms, it 

represents promises of obligations to perform particular actions in the future. In the 

event of default or disagreement, legal systems or other third parties are expected to 

decide whether or not the entrepreneur, or the investor, fulfills the agreed range of 

acceptable behaviors specified in the formal contract. Generally, by placing these 

credibly enforceable limits on the actions of each party, formal contracts are 

suggested to facilitate and constrain exchanges through the reduction of uncertainty, 

the enhancement of control, and the mitigation of different types of transactional 

hazards (Jensen and Meckling 1976; Williamson 1979, 1985).  

 

Following the logic of transaction cost economics, different types of formal contracts 

not only facilitate different types of transactions between the entrepreneur and the 

investor, the choice of formal contracts equally affects the cost of contracting. This is 

the basis for a central theoretical prediction; that of ‘discriminating alignment’, i.e. 

simple transactions between parties should be matched with simple and economical 

forms of contracts, whereas more complex transactions should be matched with more 

costly and complex forms of contracts with increased amounts of safeguards 

(Williamson 1985). Using simple forms of formal contracts to manage a complex 

                                                 
5 This paper does not intend a thorough introduction and description of transactions cost economics 
(see e.g. Williamson 1975, 1996) – only to relate it to new venture financing. 



 151 

transaction would incur a risk of contractual breakdown, whereas using complex 

forms of formal contracts to manage simple transactions would be to incur costs 

without gain. Thus, contingent on the characteristics of transactions to be organized 

between the entrepreneur and the investor and their respective transaction costs, some 

forms of contractual governance are superior to others. Notice, however, that the prior 

relationship or relationships developing in the course of transaction between the 

entrepreneur and the investor are not considered in this framework. 

 

Sources of transaction costs in the context of new venture finance 

The fundamental behavioral assumption of bounded rationality suggests that it is 

infeasible for the investor and the entrepreneur to negotiate and write complete 

contracts that fully describe each exchange party’s rights and responsibilities in all 

conceivable future contingencies. Moreover, even though the investor may obtain 

more detailed information on the private information held by the entrepreneur as well 

as possible future scenarios in or outside the exchange relationship with the 

entrepreneur or visa versa, the cost in time and resources may surpass the benefits of 

this knowledge. Moreover, expecting the entrepreneur or the investor to act in 

accordance with the spirit of the contract is not feasible due to the second behavioral 

assumption of opportunism. Opportunism encompasses a wide range of behaviors 

such as shirking, non-cooperative strategic bargaining, failure to share important 

information, and failure to honor agreements and obligations (Williamson 1975). For 

example, the entrepreneur or the investor may hide information regarding their own 

and/or their co-workers abilities and willingness to work, knowledge of expected 

future payoffs, and other types of negative information. This is akin to what is 

referred to as adverse selection in principal-agent theory associated with ex ante costs 

of contracting, where exchange partners may hide their private information and 

misrepresent their true abilities and preferences (Eisenhardt 1989). In addition, the 

entrepreneur may hire relatives or close friends who are not covered by or thought of 

in the original contractual terms only to seize money from the investor. On the other 

hand, the investor may seek to steal the ideas of the entrepreneur to appropriate the 

potential economic profit in the transaction relationship. Hence, the entrepreneur may 

be unwilling to share valuable, proprietary knowledge with the investor if the 
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entrepreneur is not credibly assured that this knowledge will not be readily shared 

with or exploited by potential competitors. In agency theory, this type of opportunistic 

behavior is referred to as moral hazard (Eisenhardt 1989); an ex post contractual 

agency problem that needs to be safeguarded ex ante in the contract.  

 

Although not all entrepreneurs or investors are prone to opportunism, the assumption 

of bounded rationality suggests that it is either too costly or plain impossible to 

identify opportunistic individuals ex ante (Williamson 1996). Moreover, the 

entrepreneur often has no prior track record or operational history, which makes it 

even harder to disclose the propensity to act opportunistically (Sahlman 1990; Amit, 

Brander, and Zott 2000). Thus, in this framework, the mere possibility for 

opportunistic behavior combined with bounded rationality necessitates the 

introduction of different kinds of costly safeguards to monitor and enforce the 

contractual arrangement (Williamson 1985).  

 

Characteristics of transactions in the context of new venture finance  

Transaction cost scholars often define aspects of asset specificity, uncertainty, and 

measurement difficulty as characteristics of transactions affecting transaction costs 

and choice of governance in a transacting relationship. Asset specificity in this context 

suggests that transactions between the investor and the entrepreneur entail transaction-

specific investments in time and resources in terms of physical as well as human 

assets. These specific investments may include the costs of negotiating and writing a 

customized contract between the entrepreneur and the investor, which to some degree 

may be useless outside the specific transaction. Moreover, investors as well as 

entrepreneurs often have to pay an ‘entry fee’ for initializing a relationship with 

another party and obtaining a minimum of information about the transacting party. 

For example, investors may need to spend time and energy analyzing business 

proposals, assessing the competences and the trustworthiness of the entrepreneur, as 

well as disclosing private information specific to the entrepreneur. On the other hand, 

the entrepreneur may need to disclose some of the private information held by the 

investor and develop a unique understanding of the investor’s investment procedures 

and habits to obtain a satisfactory contractual agreement. Once again, these 
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investments may be useless or at least not as valuable in another transactional 

relationship. Finally, parties may be vulnerable to the negative signaling effects 

following a breakup. Investors as well as entrepreneurs may be unwilling to engage in 

future transactions with parties with a bad track record of breakups. In other words, if 

asset specificity goes up, the potential exchange hazards and the necessary complexity 

of the formal contract as well as the transaction costs associated with the exchange 

will increase (Joskow 1988; Poppo and Zenger 2002). 

 

Unanticipated changes in events such as unforeseeable changes in demand, supply, 

technological environment and unexpected changes in the behavior of the 

entrepreneur or the investor equally challenge the contractual governance of 

transactions (Balakrishnan and Wernerfelt 1986; Heide and John 1990). The 

uncertainty associated with new venture finance is almost per definition relatively 

high, especially if the entrepreneur pursues commercial applications of new and 

highly uncertain technologies (Aldrich and Fiol 1993; Moore 1994; Mason and 

Harrison 2000). The core of the problem is that formal contracts are relatively 

inflexible and therefore not well suited to handle transactions surrounded by a high 

degree of uncertainty. Moreover, if contingencies that could not possibly have been 

accounted for in the initial contract arise, the entrepreneur or the investor may 

reinterpret the contractual terms to suit them as an aspect of opportunism. Thus, as the 

degree of uncertainty rises so does the potential for opportunistic behavior as well as 

expected costs of writing and enforcing a contingent claim contract (Williamson 

1985).  

 

Finally, the quality of effort put forth by transacting parties may be difficult or 

impossible for the other party to measure, monitor, and enforce (Barzel 1982; 

Demsetz 1988; Poppo and Zenger 1998). This is especially a problem if the 

performance measures of transacting parties associated with the contractual terms are 

ambiguous and not easily defined and if transacting parties seek opportunistic actions. 

As suggested by Barzel (1982) observing the activities involved in transforming input 

to output is often a reasonable proxy to outcome observation. However, if the mean-

end framework is difficult to ascertain, transacting parties may have incentives to 
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behave opportunistically and limit their effort accordingly. Thus, as more information 

is needed to evaluate behavior, more complex forms of governance are needed to 

handle the transaction. Particularly, creative processes simply cannot be completely 

specified in advance (Alchain and Demsetz 1972). This is most likely the case in 

several processes of new venture creation. Thus, if problems of measurement are 

numerous in a particular transaction, it is expected that the complexity of the contract 

is equally high as well as the corresponding transaction costs in terms of writing, 

monitoring, and safeguarding the transacting relationship.  

 

Transactions between entrepreneurs and investors all differ along these 

characteristics. The question is how do these transactional differences influence the 

choice of formal contract and contractual governance? In other words, where and how 

can transactions be governed between the entrepreneur and the investor, and 

eventually, what types of financial sources fit these criteria?  

 

Forms of governance in the context of new venture f inance 

Transaction cost economics conceptualizes contractual forms in terms of three generic 

types of contractual regimes: Market contracts, hybrids, and hierarchies (e.g. 

Williamson 1991). Market contracts represent simple market or arm’s length 

transactions based on relatively simple, formal, standardized contracts. In a market 

contract, the individual transactions are easily and unambiguously enforced by the 

legal system. Moreover, prices act as the only coordinating mechanism signaling all 

relevant information to the transacting parties. Thus, exchange of information 

between the transacting parties in a market contract is minimal and transactions can be 

managed through relatively simple routines (Williamson 1985; Bradach and Eccles 

1989; Dyer and Singh 1998). In this sense, arm’s length transactions require only 

minimal investments in governance mechanisms and entail low transaction costs. This 

type of contract is particularly optimal if faced with simple exchanges where the 

exchange hazards in terms of asset specificity, measurement difficulties, and 

uncertainty is relatively low (Williamson 1991). Among the available financial 

sources to new ventures, finance based on collateral agreements corresponds 
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particularly well to these characteristics. These include vehicle loans, equipment 

loans, and commercial mortgages, which do not normally require additional guarantee 

or collateral, but use the underlying asset as collateral instead (Petersen and Rajan 

1994). Moreover, these types of loans are very popular among new ventures (Avery, 

Bostic, and Samolyk 1998; Berger and Udell 1998). For example, according to the 

ENSR Enterprise survey 1999, 33% of early stage ventures (<5 years) have bank 

credit guaranteed by collateral. However, even though the market contract relying on 

collateral to mitigate problems of exchange hazards is an important form of 

governance between investors and entrepreneurs, most new ventures do not hold 

adequate amounts of collateral to obtain the necessary resources to further the 

development of the new venture (Petersen and Rajan 1994; Scholtens 1999). This is 

especially true in industries with few tangible business assets such as professional 

services firms, in very labor-intensive industries, and industries with very liquid assets 

compared to fixed assets (Avery, Bostic, and Samolyk 1998; Scholtens 1999). In this 

case, the entrepreneurs need other types of financial sources to ensure the continued 

success of the new venture. 

 

However, if/when finance based on different types of collateral with a low degree of 

exchange hazards is no longer sufficient to continue the operations of the new 

venture, the entrepreneur needs to find other financial sources: sources where 

problems of asset specificity, uncertainty, and measurement difficulty may rise. In this 

case, entrepreneurs as well as investors need to opt for more extensive and detailed 

customized contracts in order to decrease the risk of contractual breakdown. Hence, 

instead of relying on classical ‘anonymous’ contract law (as in market contracts), the 

contractual parties may turn to hybrid types of governance and/or contracts relying on 

neoclassical contract law and excuse doctrines where the identity of the transacting 

parties is of critical importance (Williamson 1991). Moreover, hybrid or intermediate 

forms of contracts use customized complex contracts outlining in greater details the 

remedies for different contingencies and specifying processes for resolving 

unforeseeable outcomes – and exchange of supplement prices as coordinating 

mechanisms (Dyer and Singh 1998). In this sense, hybrids blend the elements of the 

market and the hierarchy: thus suggesting that the entrepreneur and the investor may 
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enter hybrid arrangements when the transaction costs associated with a transaction are 

intermediate and not high enough to justify vertical integration or low enough to 

justify a market contract (Williamson 1985; Bradach and Eccles 1989). Like alliances 

between firms, these hybrid arrangements may include several formal contractual 

arrangements between transacting parties such as a formal command structure and 

authority systems, incentive systems facilitating short-term performance measures, 

standard operating procedures, and dispute resolution mechanisms that may or may 

not bypass court rules (Gulati and Singh 1998).  

 

The hybrid form of governance represents a continuum reflected in the type of hybrid 

governance. A dichotomous classification of hybrid governance structures is often 

made on the basis of their possible use of equity-based ownership (Pisano 1989; 

Gulati 1995; Lui and Ngo 2004). Non-equity hybrids are more akin to the market type 

of governance, even though the contractual terms do not use classical ‘anonymous’ 

contract law, are more complex, and require relatively more communication, 

monitoring, and transparency (Pisano 1989; Gulati 1995; Poppo and Zenger 2002).  

 

However, if transaction hazards in terms of asset specificity, uncertainty, and 

measurement difficulty are too high to justify non-equity hybrid governance, structure 

parties may turn to equity-based hybrids. Equity-based ownership in the context of 

new venture finance suggests that the investor takes an equity position in the new 

venture. In this sense, equity-based hybrids are more akin to the hierarchy than the 

market. Through the introduction of shared equity or ownership, the problems of 

potential hold-ups decrease and the potential for addressing unforeseen contingency 

increases (Williamson 1975; Gulati 1995; Poppo and Zenger 2002; Lui and Ngo 

2004). These benefits need to be weighed against the increased cost of negotiation, 

administration and possible very high exit costs (Pisano 1989; Gulati 1995; Lui and 

Ngo 2004).  

 

Finally, transaction hazards may ascend to a degree where markets as well as hybrid 

types of governance are too expensive in terms of governance costs and too risky in 

terms of contractual breakdown. In this case, the entrepreneur and the investor may 



 157 

chose to remove the transaction from the market and internalize it in the hierarchy. In 

this sense, the hierarchic organization is considered a response to a market failure 

(Williamson 1991), like the notion of a financial gap in new venture finance from a 

principal-agency point of view (Cable and Shane 1997). In the transaction cost theory, 

hierarchic governance forms rely on bureaucratic or administrative control and 

evaluation through employment law to mitigate high levels of transaction hazards in 

the market (Masten 1988; Williamson 1991). This type of governance provides access 

to a broader and more flexible set of administrative control systems, which are subject 

to an implicit law of forbearance where fiat is a central and often costly mechanism 

without the ‘straitjacketing’ effect of contracts. In this context, however, this is only 

the case if the investor takes over the new venture and hires the entrepreneur as a 

‘simple’ employee. However, in most cases, removing the transaction from the market 

or the hybrid suggests that the ‘traditional’ relationship between the new venture and 

the investor is surpassed, whereas social relations and obligations between exchange 

parties become the center stage.   

 

 

RELATIONAL ASPECTS OF EXCHANGE IN THE CONTEXT OF  

NEW VENTURE CREATION 

The sole emphasis on a formal contractual apparatus and formal safeguards is only 

applicable in competitive, idealized markets where buyers and sellers are in fact 

anonymous to each other, like for instance the market exchange in the transaction cost 

approach (Granovetter 1985). However, actors frequently act in a social context where 

attempts at purposive economic action are embedded in concrete ongoing systems of 

social relations using exchange protocols associated with noncommercial attachments 

of social control such as trust, reputation, sanctions, and norms of reciprocity inherent 

in long-term cooperation between exchange parties (Macneil 1980; Granovetter 1985; 

Coleman 1990; Ring and Van de Ven 1992; Gulati 1995, 1998; Ghoshal and Moran 

1996; Uzzi 1997, 1999; Zaheer, McEvily, and Perrone 1998; Dyer and Singh 1998; 

Rowley, Behrens, and Krackhardt 2000; Poppo and Zenger 2002). Hence, on top of 

the formal contractual arrangements between an investor and an entrepreneur, a more 

informal type of relationship may emerge or may exist prior to the exchange 
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agreement. Moreover, this embeddedness influences the behavioral as well as the 

transactional characteristics of the transaction between the entrepreneur and the 

investor, which is not considered in the transaction cost economics framework. 

 

Particularly in the hierarchical type of governance – where exchange hazards are too 

high to justify market or hybrid exchanges – the effect of embeddedness is the single 

fundamental mechanism that allows the entrepreneur to obtain finance from investors 

instead of a mere takeover. Thus, ignoring the effects of personal embeddedness prior 

to the exchange agreement or the embeddedness developed in the course of exchange, 

the transaction cost framework gives an inadequate description of the mechanism of 

exchange in hybrid as well as hierarchical forms of governance between organizations 

(e.g. Macneil 1980; Ring and Van de Ven 1994; Gulati 1995; Uzzi 1997; Dyer and 

Singh 1998; Rowley, Behrens, and Krackhardt 2000; Gulati, Nohria, and Zaheer 

2000; Poppo and Zenger 2002).   

 

A central premise of the relational stream of research is that through personal 

interaction the parties to the agreement may develop trust that helps mitigate the 

problems of bounded rationality, opportunism, and incomplete contracts (Macneil 

1980; Uzzi 1997; Dyer and Singh 1998). Thus, performing transactions with personal 

contacts is more effective, because it embeds commercial exchanges in a web of 

obligations (DiMaggio and Louch 1998). Moreover, the transacting parties may be 

acquaintances, friends, or even relatives prior to the transaction, incurring a certain 

amount and type of trust not considered in the traditional transaction cost economics 

framework. Two types of trust can be identified in the literature ranging from the 

highly calculative trust, where cooperation is maintained because it is in the self-

interest of the transacting parties given the repeated nature of the transaction, to the 

altruistic or personal trust where generosity and kindness are at center stage, and 

where the long-term payoff to cooperation is not considered (Williamson 1996).  

 

In a strong relationship characterized by personal trust, the new venture and the 

investment per se are not crucial points, but can be seen rather as an investment in a 

social relationship between an entrepreneur and an investor. On the other hand, in a 
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relationship based upon calculated trust, the investor trusts the entrepreneur because 

the investor calculates that the entrepreneur’s short-run benefit from behaving 

opportunistically is outweighed by the entrepreneur’s long-run benefit from continued 

cooperation. In this sense ‘calculated trust’ is not necessarily tied to the personal 

characteristics of the entrepreneur, such as trustworthiness and opportunistic 

preferences. In the extreme case, even if the entrepreneur may be lying to the investor 

and may appear untrustworthy, the investor may still trust the entrepreneur to do a 

certain thing or act in a certain way. Here ‘calculated trust’ has to do with information 

and expectations (Luhmann 1979).  

 

According to March and Olson (1989), the core idea of trust is that it is not based on 

an expectation of justification. They argue that if trust is justified by expectations of 

positive reciprocal consequences, it is simply another version of economic exchange 

that has nothing to do with real trust. Thus, this type of trust basically uses the same 

underlying construct and governance mechanism as the formal contracts (Malhotra 

and Murnighan 2002). However, even if it is just another version of economic 

exchange, the personal interaction and embeddedness between the transacting parties 

provide both sides with information on expected behavior in different circumstances, 

which in turn mitigates problems of uncertainty, information asymmetry, bounded 

rationality, and opportunism. In sum, the main distinction between these two types of 

trust-based transactions is, in this context, the object of trust. In a relationship based 

on calculated trust, the object of trust is related to the expectations surrounding the 

concrete business proposal, whereas in a relationship based on personal trust, the 

object is the entrepreneur or the investor and not the investment in the new venture 

per se. Finally, we would expect that personal trust is only feasible between close 

personal relations such as close friends and relatives, whereas calculated trust 

develops in weak relations.  

 

Evidence equally suggests that relational governance mechanisms between transacting 

parties provide a number of beneficial outcomes such as lowering transaction costs 

and opportunism in the exchange and reducing relational risk and uncertainty (Gulati 

1995; Nooteboom, Berger, and Noorderhaven 1997). When ignoring these effects of 
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social relations, transaction cost economics yields poor explanations and predictions 

of non-market types of governance, like the hybrid and the hierarchy (Ring and Van 

de Ven 1992; Uzzi 1997). Thus, the ‘a priori’ assumption of opportunism in the 

transaction cost approach is only applicable if the transacting parties are and continue 

to be anonymous to one another.  

 

Personal embedded relationships promote distinctive governance mechanisms as an 

alternative to formal contracts whether or not they are based on personal or calculated 

trust. Moreover, personal embedded relationships have the potential to promote 

transfer of fine-grained information between the transacting parties and occasionally 

to create joint problem solving to overcome hurdles of information asymmetry and 

paucity as well as increase the combined value of the investment (Gulati 1995; Uzzi 

1997; Walker, Kogut, and Shan 1997; Kale, Singh, and Perlmutter 2000; Rowley et 

al. 2001). Thus, the presumption of a fixed degree of information asymmetry and 

bounded rationality in transaction cost economics does not hold if the economic 

behavior of the entrepreneur and the investor is or becomes embedded in a personal 

relation. In other words, the investor and the entrepreneur, through their relationship, 

may disclose private information from their transacting parties from where to base 

their future expectations. Moreover, the investor may provide benefits to the new 

venture such as complementary competences and a good reputation besides the 

invested money (Stuart, Hoang, and Hybels 1999; Thornton 1999). 

 

 

COMBINING CONTRACTUAL AND RELATIONAL GOVERNANCE 

MECHANISMS 

 

In the traditional transaction cost economics framework, transactional characteristics 

of the concrete transaction determine the optimal form of governance – i.e. where and 

how transactions should be governed. In this framework, behavioral characteristics 

such as bounded rationality and opportunism do not enter the picture, but are 

considered uniformly distributed across transactions of diverging kinds. Thus, aspects 
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of exchange hazards lead to different optimal forms of governance and their 

corresponding formal contractual solutions. 

 

If exchange hazards are relatively small, the market contract is the optimal solution. 

The market contract in the context of new venture finance corresponds to a broad 

range of straightforward formal contractual investments based on collateral. However, 

if exchange hazards rise, hybrids may be necessary to avoid the danger of contractual 

breakdown. In the hybrid type of governance, the relational characteristics – i.e. the 

existing or developing embeddedness between the entrepreneur and the investor – 

support the formal contractual solutions in the sense that they provide the transacting 

parties with more or less fine-grained information which is not readily available to 

outside investors. This information allows transacting parties to develop a sense of 

calculated trust and refine their expectation in relation to their transacting party 

accordingly. Thus, when entrepreneurs seek bank finance without guarantees and 

collateral or private equity, such as venture or business angel capital, relational forms 

of governance as well as formal contracts are used to govern the transaction between 

the parties. Finally, if exchange hazards ascend even further, the optimal form of 

governance may be to internalize the transaction in the hierarchy. In this context, this 

suggests that the transaction between the entrepreneur (as a representative of the new 

venture) and the investor is removed from the market. Instead, the transaction is solely 

based on relational governance where personal and altruistic trust between the 

investor and the entrepreneur becomes the central governance mechanism. These 

aspects are illustrated in Figure 2 suggesting how relational and transactional 

characteristics in combination points to different optimal forms of governance.  
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Figure 1. Combining relational and contractual characteristics in defining forms of 

governance  

 

 

THE PECKING ORDER 

The final part of this paper relates these different forms of governance to the typical 

pecking order of new ventures. This will allow us to see not only the typical form of 

governance at different stages of new venture founding but also the demands for 

certain personal network characteristics at different stages of new venture founding 

accruing from the specific governance mechanisms. The financial order of new 

ventures has been shown to be consistent with the pecking order hypothesis in a large 
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and mature business context (Cosh and Hughes 1994; Petersen and Rajan 1994; 

Berggren, Olofsson, and Silver 2000). In short, the pecking order hypothesis suggests 

that firms have a hierarchy of financing preferences with internal finance on top 

followed by external debt followed by external equity as a final resort. Translated to 

the context of new ventures the pecking order suggests that new ventures first use 

financial sources based on internal resources and then different kinds of loan 

arrangements. However, contrary to the pecking order hypothesis in the context of 

mature publicly listed companies only a relatively small number of new ventures have 

access to external equity financing. Particularly, public equity is almost never 

available to new ventures (Berger and Udell 1998). In sum, if we look at the financial 

life cycle of a typical new venture the proportion of financing from insiders increases 

to a certain point and then decreases as the fraction of first debt, and occasionally 

private equity such as business angel capital and venture capital rises. The final part of 

this paper suggests how the pecking order in terms of financial sources may be related 

to governance mechanism and consequently changing relational requirements 

between investors and entrepreneurs as the new venture unfolds.  

 

Hierarchical governance  

Besides the entrepreneur’s own money, evidence suggests that relatives and close 

friends are the most important source of capital in the initial phases of new venture 

founding, often referred to as love money (Holmes and Kent 1991; Norton 1991; 

Bhide 1992; Scherr, Sugrue, and Ward 1993; Petersen and Rajan 1994; Fluck, Holtz-

Eakin, and Rosen 1998; Avery, Bostic, and Samolyk 1998). In their US study, Berger 

and Udell (1998) found that the largest sources of finance for small businesses were 

the principal owner(s) (including principal’s equity, loans, and credit card debt) 

responsible for 31.33% of the total financing. Other US studies equally suggest that 

new ventures (< two years) rely most heavily on ‘loans’ from the owner, co-founders, 

and/or relatives (Petersen and Rajan 1994). Moreover, relatives and close friends 

often provide personal collateral or guarantees to serve as security for different types 

of bank debt (Petersen and Rajan 1994). These ‘loans’ are, however, in effect 

hierarchically governed and should not be considered market or hybrid types of 
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funding (Binks and Ennew 1997; Berger and Udell 1998). Thus, finance with 

collateral in the personal wealth of relatives and friends are considered part of the 

hierarchical finance of the new venture even though it is obtained through a market 

contract.  

 

The importance of this type of capital stems from the high degrees of transactional 

hazards in new venture finance, particularly in the initial stages. Initially, the 

entrepreneur and the new venture have no track record or reputation established in the 

financial market. The degree of exchange hazards at this stage is extremely high, 

especially in terms of uncertainty and difficulties measuring and benchmarking 

performance (Bhide 1992; Fluck, Holtz-Eakin, and Rosen 1998). Evidence (or 

signals) that the business concept works, that the entrepreneur is competent, 

trustworthy, serious, emotionally and financially committed, and that customer 

demand does exist in relation to the new combinations typically does not exist. Then, 

the assumptions of bounded rationality and opportunism as well as a very high degree 

of exchange hazards make it impossible for the transacting parties to rely on formal 

contractual solutions. Instead, the transaction is removed from the market or the 

hybrid to the hierarchy. Here the transacting parties are no longer the investor and the 

entrepreneur, representatives of the new venture; instead friends and relatives and 

social obligations take center stage. Thus, aspects of the underlying investment are not 

the object of the transaction and do not enter the equation accordingly.  

 

Hence, before turning to external financial sources the entrepreneur must first reduce 

the degree of uncertainty and problems of moral hazard and adverse selection by 

providing some kind of evidence or signals to potential external investors that the 

business concept works, that the entrepreneur is competent, trustworthy, serious, 

emotionally and financially committed, and possibly that customer demand exists in 

relation to the new combinations and so on and so forth. The only way to do this 

initially is to obtain finance from sources where the possibility of opportunism and 

problems of informational asymmetry does not exist or at least is not important.  
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Finally, recent research on new venture finance – labeled ‘financial bootstrapping’ – 

points to at least two additional methods that entrepreneurs may use at this stage of 

development where the only way of obtaining resources is through an internal mode 

of resource acquisition (Winborg and Landstrom 2001; Harrison, Mason, and Girling 

2004; Ebben and Johnson 2006). One way to bootstrap at this stage of venture 

creation is by delaying payments to external actors to improve cash flow with the risk 

of jeopardizing the external actors’ trust in the new venture and the entrepreneur. In 

the same vein the entrepreneur may seek longer-term payments with suppliers or lease 

equipment to delay upfront payments (Winborg and Landstrom 2001; Ebben and 

Johnson 2006). Secondly, if the new venture is at a stage where it is already producing 

a product, it may bootstrap through minimizing stocks even though this may result in 

longer delivery times or alternatively use methods towards customers that improve 

cash flow by obtaining advance payments, charging high interests on overdue 

invoices, or delaying delivery to customers (Winborg and Landstrom 2001; Ebben 

and Johnson 2006). These techniques all represent methods of obtaining finance 

through an internal mode of resource acquisition – i.e. modes that are used as a result 

of decisions in hierarchical governance.  

 

 

Low risk market governance 

As suggested by the pecking order hypothesis, new ventures generally turn to bank 

financing after spending all possible sources of internal finance (Norton 1991; Holmes 

and Kent 1991; Scherr, Sugrue, and Ward 1993; Petersen and Rajan 1994). Evidence 

in both Europe and the US likewise indicates that commercial banks are the most 

popular source of finance for new ventures (Riding and Swift 1990; Binks and Ennew 

1997; Meyer 1998). Despite scant empirical evidence specifically related to new 

venture financing, research on small and medium sized enterprises in Europe suggests 

that 46% of the SMEs state that they use long- or short-term bank loans as a financial 

source (2001 Exco Grant and Thornton survey of European SMEs). A US study 

suggests that commercial banks are responsible for 18.75% of the total financing 

among SMEs (Berger and Udell 1998).  
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However, initially we would not assume that the entrepreneur has built a strong 

relationship with the bank thus far. Of course, the entrepreneur may have been doing 

business of a more private nature with the same bank and somehow proved 

trustworthy prior to the establishment of the new venture. Generally, however, at the 

initial stage of bank financing we would not expect trust to be a sufficient contractual 

mechanism considering the very high degree of uncertainty and information 

asymmetry. Even if the prospect has already turned into a new venture most likely 

with the help of internal financial sources, it rarely possesses audited financial 

statements, credit ratings or other relatively objective measures easily monitored by 

the bank (Verheul and Thurik 2001). 

 

As a result, banks normally rely on collateral or other kinds of relatively reliable 

guarantees as governance mechanisms to mitigate the very high degree of uncertainty 

and information asymmetry and possibly reduce the interest rate. Thus, the 

availability of tangible assets to work as collateral or different kinds of reliable 

guarantees is often essential in bank financing (Avery, Bostic, and Samolyk 1998; 

Berger and Udell 1998). Some of the bank financing is relatively straightforward for 

products such as vehicle loans, equipment loans, and commercial mortgages that 

normally do not require any additional guarantee or collateral, but use the actual 

collateral instead. However, apart from those types of relative straightforward loans, 

most new ventures do not hold adequate amounts of collateral to obtain long- or short-

term loans (Petersen and Rajan 1994; Scholtens 1999). This is especially true in 

industries with few tangible business assets such as professional services firms, in 

very labor intensive industries, and industries with highly liquid assets compared to 

fixed assets (Avery, Bostic, and Samolyk 1998). In other words, long and short-term 

external bank finance (i.e. disregarding the straightforward type of loans just 

mentioned) is typically not available to new ventures until they have achieved a 

substantial level of tangible business assets to pledge as collateral (Berger and Udell 

1998). According to the ENSR Enterprise survey 1999, 33% of early stage ventures 

(<5 years) have bank credit guaranteed by collateral. The fixed assets of the venture 

only account for 4% of this collateral, whereas the entrepreneur and/or relatives 

account for 25%. 
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Non-equity hybrid governance 

After spending the financial resources of friends and relatives through personal trust, 

and using every thinkable asset as collateral the entrepreneur typically turns to short- 

or long-term non-equity bank loans (Cosh and Hughes 1994; Petersen and Rajan 

1994; Berger and Udell 1998; Berggren, Olofsson, and Silver 2000; Verheul and 

Thurik 2001).  

 

Problems in relation to exchange hazards at this early stage of new venture finance 

are, however, still a threat. Adequate information on the specific prospects of the new 

venture is in general not available to uninformed investors when entrepreneurs with 

fairly unproven, perhaps even highly technical, projects with no records of 

profitability require non-equity finance. Even if the prospect has already turned into a 

new venture, most likely with the help of hierarchically governed financial sources as 

well as investments based on different types of guarantees and collateral, the new 

venture rarely possesses audited financial statements, credit ratings or other relatively 

objective measures that are easily monitored by the investor bank or other forms of 

non-equity hybrid governance forms. On top of this, banks rarely posses the 

competence to monitor and predict future streams of income in the first place 

(Verheul and Thurik 2001). In other words, we would not expect the bank to be able 

to assess the specific prospects of the new venture or whether the income stream 

generated from the specific investment is sufficient to cover the interest and capital 

repayments involved from publicly available information at this stage of new venture 

development.  

 

However, empirical evidence suggests that a close relationship between entrepreneur 

and banker may potentially reduce some of these exchange hazards through increased 

information sharing and often results in lower transaction costs, better credit 

agreements and especially availability of credit for the entrepreneur (Meyer 1998; 

Uzzi 1999; Brau 2002). For example, in their US study, Petersen and Rajan 1994 

found that the loan amount – and whether the loan is granted at all – was significantly 

correlated with the strength of the relationship between the new venture and the bank. 

A study by Brau (2002) suggests that new ventures with banking relationships enjoy 
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lower interest rates, whereas ventures with a large number of banks have to pay higher 

rates. Thus, new ventures that borrow money from multiple banks are charged a 

significantly higher interest rate (Petersen and Rajan 1994). In the same vain, Berger 

and Udell (1998) found that the amount of collateral required decreased with the 

strength of relationship between bank and entrepreneur. Finally, from a huge US 

sample, Dunkelberg (1998) reports the importance of different characteristics in the 

relationship between the entrepreneur and the bank. According to this, 79% of the 

entrepreneurs rated ‘knows you and your business’ as very important – the most 

important of all characteristics. Thus, as a relationship between the bank and the 

entrepreneur develops over time, both parties will possibly be able to disclose some of 

the private information held by the other party and obtain much more fine-grained 

information and develop an increased amount of calculated trust to reduce haggling 

and monitoring costs (Petersen and Rajan 1994; Uzzi 1999). For example, the bank 

may be able to learn about the new venture sales by monitoring the cash flows of the 

entrepreneur as well as the new venture. This is supported by the fact that new 

ventures tend to concentrate their borrowings and a broad range of services including 

transactions, deposit services, checking and savings accounts, etc. in a single bank 

(Petersen and Rajan 1994).  

 

Hence, the complex formal contractual solutions surrounding hybrid types of 

governance are supported by refined expectations obtained from the transfer of fine-

grained information in the transactional relationship between bank and entrepreneur 

(Meyer 1998). As suggested by Slovin, Sushka, and Polonchek (1993), the bank 

serves as a repository of private information. Then, the relationship between the 

entrepreneur and the investor reduces the need for collateral to mitigate problems of 

exchange hazards combined with complex formal contracts. 
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Equity-based hybrids  

In the context of new venture finance, transactions based on equity positions are most 

often associated with business angels and venture capital6. Since the eighties (and the 

mid-nineties in Europe), these types of financial sources have obtained an 

increasingly important position in new venture finance with notable success stories 

such as Microsoft, Apple, and Intel (Thornton 1999; Manigart and Sapienza 2000). 

 

Typically, the equity investor invests in common stocks in the new venture through 

some kind of equity contract. Furthermore, capital is normally provided in several 

investment rounds, ideally giving the entrepreneur and the new venture just enough 

money to get to the next predefined investment round (Prowse 1998). Moreover, the 

amount of funding in early rounds is relatively small because investors will not make 

large financial commitments to entrepreneurial firms without more information to 

base their expectations on (Gompers 1995). Then, with the option to abandon an 

investment project at predefined stages investors minimize problems of exchange 

hazards while at the same time disclosing private information from their transacting 

party (Sahlman 1990; Gompers 1995; Podolny 2001).  

 

After the investment is made, equity-based investors often serve on the board of 

directors. In this position, the investor may provide the venture with a variety of 

inputs such as operating services, access to new business contacts or better business 

deals, additional financing, recruitment of knowledgeable board members, provision 

of general business knowledge, financial and strategic discipline, as well as legitimacy 

toward third parties (Gorman and Sahlman 1989; MacMillan, Kulow, and Khoylian 

1989; Bygrave and Timmons 1992; Mason and Harrison 1994; Ehrlich et al. 1994; 

Sapienza, Manigart, and Vermier 1996; Fried, Bruton, and Hisrich 1998; Prowse 

1998; Lumme, Mason, and Suomi 1998; Stuart, Hoang, and Hybels 1999; Manigart 

and Sapienza 2000; Lee, Lee, and Pennings 2001). Thus, the relational embeddedness 

allows for joint problem solving arrangements which may not be considered in the 

                                                 
6 Venture capitalists and business angels are treated as one type of equity-based finance. For a detailed 
description of each type of private equity-based finance (see e.g. Prowse 1998, Amit, Brander, and Zott 
1998; Manigart and Sapienza 2000; and Mason and Harrison 2000). 
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traditional transaction cost approach (Uzzi 1997; Rowley, Behrens, and Krackhardt 

2000).  

 

Moreover, with the frequent contact, the investor may obtain fine-grained information 

which is otherwise unavailable in the market by monitoring the daily operations of the 

venture and by actively participating in board meetings. The ability to disclose private 

information of the entrepreneur and obtain more general information about the new 

venture’s future prospects is the reason equity-based investors, such as venture 

capitalists and business angels, exist in the first place (Sahlman 1990; Amit, Brander, 

and Zott 1998). Thus, equity-based hybrids are particularly important in situations 

where asymmetric information and exchange hazards are especially significant. 

Evidence suggests that equity-based financing is more prominent in industries where 

exchange hazards as well as informational concerns are important. Such industries 

include biotechnology, computer software, and other high-tech industries where 

information about both the entrepreneurs and their products is a major concern and 

where informational asymmetry is significant in contrast to more routine-based 

investments in for example retail outlets and restaurants (Amit, Brander, and Zott 

1998; Prowse 1998; Manigart et al. 2002). The latter may be more easily monitored 

by conventional non-equity based financial intermediaries, such as conventional 

banks, and does not require an expensive setup of equity finance (Amit, Brander, and 

Zott 1998). Thus on top of the formal contractual aspects of equity finance, the 

relational embeddedness between transacting parties allows the investor and the 

entrepreneur to transfer fine-grained information and allows for joint problem solving 

arrangements. Moreover, combining this with the aspect of investment rounds makes 

this form of governance a possible mechanism at this stage of new venture finance.  

 

Conclusion and perspectives 

Except in the market type of transaction, entrepreneurs as well as new ventures 

benefit from the individual dyadic relationships to investors through the development 

of trust and the possible transfer of fine-grained information. However, using social 

relations as a way to disclose private information and mitigate problems of 
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opportunism is not without costs in terms of time and resources (Burt 1992; Larson 

1992; Das and Teng 1998; Poppo and Zenger 2002). Thus, the entrepreneur should 

invest in the development of relational governance only when significant exchange 

hazards in terms of active specificity, uncertainty, and measurement difficulty are 

present. Using the hierarchy in every circumstance then is to incur costs that are not 

necessary in relation to the transactional characteristics. The cost of maintaining this 

relational embeddedness should then be treated as the cost of fiat as in the transaction 

cost framework. Thus, in order to obtain the optimal form of governance given the 

relational, transactional, and behavioral characteristics of an exchange, we need to 

balance the relational cost with the cost of using formal contractual mechanisms.  

 

Moreover, as suggested in this paper the ability to obtain finance is primarily related 

to the characteristics of the entrepreneur’s personal network as well as the networking 

activities of the entrepreneur. The typical pecking order suggests that in the initial 

stages of finance, the entrepreneur need to rely on what we have been referring to as 

personal trust contrary to calculated trust. Indeed, the underlying transaction between 

the investor and the entrepreneur in this phase is not the investment in the new 

venture, but an investment in a personal relationship. Moreover, it has been suggested 

that personal networks characterized by strong ties and cohesiveness are favorable in 

this endeavor. The next step according to the pecking order is what was referred to as 

low-risk market governance. This particular step relied heavily on collateral, which is 

especially problematic for new ventures with few tangible assets. However, this 

particular mode of governance typically does not require specific network 

characteristics or individual characteristics but instead rely on institutional 

characteristics outside the scope of the individual.  

 

Following the collateralized stage of finance, the pecking order suggests that new 

ventures primarily rely on short- and long-term bank loans referred to as non-equity 

hybrid governance. Even though exchange hazards in this stage of new venture 

finance is still high it is suggested that an embedded relationship with the bank (or 

banker) has the potential to reduce some of these hazards through increased 

information sharing and hence better credit availability. This particular form of 
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governance suggests the importance of embedded ties with the banker. Finally, the 

last stage of the pecking order for new firms is what is referred to as an equity-based 

hybrid. It was suggested that on top of the formal contractual aspects of equity 

finance, the relational embeddedness between the entrepreneur and the equity investor 

allows the investor and the entrepreneur to transfer fine-grained information and 

allows for joint problem solving arrangements. Moreover, combining this with the 

aspect of investment rounds makes this form of governance a possible mechanism 

even though the exchange hazards are still relatively high. Then once again the 

importance of embedded ties and personal networking is manifested in the available 

governance mechanisms in new venture finance. 
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Dansk resume (Danish summary) 
 

Den første artikel i denne afhandling tager udgangspunkt i forskningen inden for 

entrepreneurship som objekt for egen forskning under overskriften: Status blandt 

tidsskrifter inden for management og forumet for forskningen inden for 

entrepreneurship. Flere studier har forsøgt at sætte forskning inden for 

entrepreneurship i relation til management-disciplinen som et svar på spørgsmål om 

feltets status og hvorledes entrepreneurship er relateret til centrale videnskabelige 

tidsskrifter inden for management.  Med afsæt i social netværksmetode søger denne 

artikel først at afdække statushierarkiet blandt en lang række tidsskrifter inden for 

management, herunder at opdele disse tidsskrifter i klynger. Med udgangspunkt i dette 

statushierarki søger artiklen dernæst at finde ud af, hvorledes forskning inden for 

entrepreneurship er placeret i forhold til dette statushierarki. Det konkluderes bl.a., at 

entrepreneurship har opnået en stigende legitimitet og status i den dominerende 

diskurs i management-feltet igennem de sidste 20 år. Særligt inden for gruppen af 

generelle management- og sociologi-tidsskrifter har interessen for entrepreneurship 

været voksende.   

Trods den stigende interesse fremstår feltet imidlertid fragmenteret og 

usammenhængende, og ny forskning søges sjældent placeret i forhold til feltets 

eksisterende forskningsresultater. Flere akademikere inden for feltet har derfor 

argumenteret for, at feltet bør søge mod et fælles enhedsskabende paradigme, der med 

epistemologisk, ontologisk og metodologisk ensretning kan styre feltet til en 

integreret fælles forståelsesramme. Hvor besnærende en sådan tanke end måtte 

fremstå, tvinger genstandsfeltets mange analyseniveauer og enheder, samt 

kompleksiteten indenfor disse, feltet til at benytte en bred vifte af ontologier, 

epistemologier og metodologier fra en lang række discipliner såsom psykologi, 

sociologi og management. I stedet for at søge en indsnævring af feltet søger denne 

afhandling at udvide forståelsen og kendskabet til skabelsen af nye virksomheder ved 

at præsentere læseren for en systematisk gennemgang af en del af denne litteratur det 

beskæftiger sig med – eller er relateret til – skabelsen af nye virksomheder. 

Afhandlingen fokuserer på individet som analyseenhed i relation til skabelsen af nye 

virksomheder. Hvert individ bringer tre grundlæggende typer af kapital i spil i relation 
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til andre individer – human kapital, social kapital og finansiel kapital. Denne 

afhandling diskuterer følgelig hver af disse typer af kapital i forhold til eksisterende 

undersøgelser inden for feltet.  

 

I den første af disse artikler diskuteres aspekter af human kapital i forhold til 

skabelsen af nye virksomheder under overskriften: ”En revitalisering af 

personlighedstræktilgangen som komplementær til den kognitive tilgang under ny 

virksomhedsskabelse”. Hovedpåstanden i denne artikel er, at introduktionen af 

processen i skabelsen af nye virksomheder som en kontingens kan genoplive 

personlighedstræktilgangen indenfor feltet, der ellers har været udskældt som følge af 

manglende empirisk gyldighed. Der argumenteres for, at denne manglende gyldighed 

primært skyldes at personlighedstræk i overvejende grad, er blevet testet på 

entrepreneurer i allerede eksisterende virksomheder, med en implicit antagelse om at 

personlighedstræk er stabile under hele den entrepreneurielle skabelsesproces. Som et 

resultat af den manglende empiriske gyldighed har dele af feltet forkastet hele 

personlighedstræktraditionen til fordel for en kognitiv tilgang. Artiklen søger 

efterfølgende at vise hvorledes de to tilgangen er komplementære og at de 

repræsenterer forskellige faser og aspekter i skabelsen af nye virksomheder.     

 

I den næste af disse artikler diskuteres aspekter af social kapital i forhold til skabelsen 

af nye virksomheder under overskriften: ”Personlige netværk i forskellige faser i 

skabelsen af nye virksomheder”. En gennemlæsning af litteraturen om personlige 

netværkskarakteristika viser, at feltet er delt i to lejre såvel empirisk som teoretisk. 

Den ene lejr finder teoretiske og empiriske argumenter for, at tætte netværk er 

fordelagtige i forbindelse med den nødvendige ressourcefrembringelse i skabelsen af 

nye virksomheder, hvorimod den anden lejr peger på vigtigheden af løse personlige 

netværk i forhold til mulighedsidentifikation. Artiklen peger dels på, at vigtigheden af 

tætte versus løse sociale netværk afhænger af, hvilken fase den nye virksomhed 

befinder sig i, dels at tætte sociale netværk ligeledes er vigtige i forbindelse med 

mulighedsidentifikation, såvel som løse sociale netværk kan være vigtige i 

frembringelsen af ressourcer.  
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I den sidste artikel diskuteres aspekter af finansiel kapital i forhold til skabelsen af nye 

virksomheder under overskriften: ”Governance-mekanismer i 

finansieringsrækkefølgen af nye virksomheder”. Relationen mellem entrepreneur og 

investor ses som en transaktion mellem to parter, og artiklen udvikler en taksonomi, 

der søger at svare på, hvor og hvordan en transaktion skal reguleres under forskellige 

transaktionskarakteristika. To overordnede kontraktformer identificeres – den ene er 

baseret på kontraktuel regulering og den anden er baseret på relationel regulering, 

hvor der i sidstnævnte sondres mellem relationel regulering med udgangspunkt i 

personlig tillid versus kalkuleret tillid. Disse reguleringsformer relateres til de typiske 

finansielle kilder for nye virksomheder, og der argumenteres for, at kontraktuel 

regulering er optimal ved lav transaktionsusikkerhed, hvorimod relationel regulering 

med afsæt i personlig tillid mellem parterne er optimal ved høj 

transaktionsusikkerhed. Endelig relateres denne referenceramme til den typiske 

finansieringsrækkefølge for nye virksomheder.      


