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LETTER FROM THE EDITORS

Welcometothesecond issueof the Academy of EntrepreneurshipJournal. Asyou know,
the editorial mission of the AEJ is to publish empirical and theoretical manuscripts which
advance the entrepreneurship discipline. As editors of the AEJ, we intend to foster a
supportive, mentoring effort on the part of therefereeswhich will result in encouraging and
supportingwriters. Too often differing viewsare never heard because of a particular bias of
the editors. We welcome different viewpoints because in differences we find learning; in
differenceswedevelop under standing; in differenceswegain knowledgeand in differenceswe
develop the discipline into a more comprehensive, less esoteric, and dynamic metier. In
keeping with the pattern of excellence which the AEJ has established, this issue contains
articleswhich will be of interest to entrepreneurial scholars.

Throughout Volume 1, and continuing with the present issue, the Editorial Board has
maintained an acceptanceratefor manuscriptsof approximately 25% . Wethink that you will
recognize the high standar ds which the Board preservesin the contents of thisissue.

Wehave edited some of the manuscriptsin thisissuedueto spacelimitations. In every
instance, we have attempted to preservetheflavor of thearticle. When we havefailed in that
attempt, the authorsbear no responsibility.

Author sof manuscriptspublished inthe AEJ retain owner ship and must providetothe
Academy publication permission in which they hold the Academy harmlessfor any liability
associated with the publication of their manuscripts. Consequently, the authors are solely
responsible for the content of their articles and neither the Academy or the AEJ take
responsibility for that content.

Weinvitereadersto submit manuscriptsfor consider ation by the AEJ. We also hope
that you will join usat the National Conference of the Academy which isscheduled for April
1 through 4, 1997, in Las Vegas, and the International Conference, which is scheduled for
October 14through 17,1997, in Maui, Hawaii. For infor mation about the confer ences, check
our WEB page at:

http://www.wcu.edu/cob/faculty/conf.html

JoAnn and Jim Carland
Cullowhee, NC
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DOESFIRM ORIGIN MATTER?
AN EMPIRICAL EXAMINATION OF TYPES OF
SMALL BUSINESS OWNERSAND ENTREPRENEURS

Edward G. Rogoff, Baruch College, City University of New York
Myung-Soo L ee, Baruch College, City University of New York

ABSTRACT

To complement the previous attempts to define the elusive concept of entrepreneurship,
this study examines the impact of firm origin on small business ownersentrepreneurs and the
characteristics of their firms. A review of previous typologies is presented along with a
categorization of the groups of business owners/entrepreneurs from those typologiesinto three
basic groupings. 1) Creators, motivated by the vision of creating a new product or service; 2)
I nheritors, whose path to business ownership was paved by a family member; and 3) Operators,
who are motivated by the financial aspects of business operation. Distinctions among these
groups are explored on a sample of 231 businessowners. The existence of certain aspects of the
three groups is established by differences in goals, attitudes, knowledge, and demographic
characteristics. Policy implications and future research agenda are also discussed.

INTRODUCTION

Sincetheearliest writingsabout entrepreneur ship, there has been little agreement on
adefinition. In certain respects, thereisconsider able overlap between entrepreneur ship and
small business, if not, indeed business of all sizes. Entrepreneurship isnot limited to firmsof
acertain size, or to certain industries, or only to some cultures. Entrepreneurial activity is
carried out by people of both sexes, of all ages, and of all backgrounds. In some ways,
entrepreneur ship hasbaffled resear chersin social sciencesthe way subatomic particleshave
baffled physicists. Itsimpact isobserved, but thething itself seems ephemeral and invisible.

Like physicists seeing the marks left on the screen of an electron microscope by the
mysterious subjects of their inquiry, entrepreneurship researchers have examined the
economic activity that resultsfrom entrepreneur ship: the new enterprisesand jobsthat are
created, the new productsinvented, and the new servicesthat areoffered. But when it comes
to specifyingwhat it isthat createsthese phenomenon, thereislittleagreement. Thequestion
of what the definition of entrepreneurship is has been central in both theory building and
empirical work. A good definition will put boundariesaround entr epreneur ship and separ ate
it from all other types of business activity.

Richard Cantillon, the 18th century businessman and economist, described
entrepreneurs as traders who risked their own capital. For Cantillon, (Spiegel, 1983 and
Barreto, 1989) the central component of the definition of entrepreneur ship revolved around
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the concept of risk taking, which wasrarely encountered by the independently wealthy land
owning class or the salaried worker. Later research carried out by McClelland (1965),
McClelland and Winter (1969), and Timmons (1986), concluded that, to a moder ate extent,
entrepreneurs are risk takers. Other research, such as Brockhaus (1992), concluded that
entrepreneursare not risk takers.

Jean-BaptisteSay, aFrench textilemanufactur er and economist, wrotethat thehuman
contribution to economic growth camein threetypes. scientists, workers, and entrepreneurs
(Scott, 1933, p.4). Theentrepreneur'srolewasto coor dinatetheother elementsof production
such ascapital, labor, and land, produce products, estimatedemand, and mar ket the product.

Perhaps the most influential conception of the entrepreneur belongs to Joseph
Schumpeter (1947), whowr otethat entrepreneurshaveadesireto” found aprivatekingdom,
driveto overcomeobstacles, ajoy in creating, and satisfaction in exer cising one'singenuity."
Schumpeter saw the entrepreneur playing a key role in the economic world. Improved
products and more efficient processes of production were developed by the entrepreneur,
leading to a stronger, mor e efficient economy, albeit at the expense of the older, lessefficient
producers. Schumpeter termed this the process of " creative destruction." Thus, for
Schumpeter, the key central concept of entrepreneur ship isinnovation in the broadest sense
of theword, leading to increased economic efficiency and well-being.

Wilken (1979) saw a continuum of innovation when heexamined entr epreneurs. Some
entrepreneurs, heargued, will initiate anew venture, while others, on the opposite end of the
continuum, will only make minor changesto an existing one. Khan and M anopichetwattana
(1989) developed a model for distinguishing between innovative and non-innovative firms.
Smith and Miner (1983) showed the distinctions between “ craftsmen” and “opportunistic’
entrepreneurs based upon a sample of 38 business owners. Gartner, et al. (1989), as is
discussed in mor edetail below, posited eight typesof entr epreneur sbased upon factor analysis
of characteristics of a sample of 106 entrepreneurs which revealed different strategic
orientations. Archer (1991) saw three groupsof entrepreneurs: an €lite, general merchants,
and petty merchants. She madethisdistinction based upon a study of 19th century Detr oit.
Light and Rosenstein (1995) regject these distinctions and argue for a broad inclusion of the
self-employed and business owners, including those working part-time, under the rubric of
entrepreneurship. " Existing entrepreneurship theory is elitist” they concluded (Light and
Rosenstein, 1995, 2).

Gartner (1989) argued similarly that the central fact of entrepreneurship is
organizational creation. Accordingly, he proposed that research in the field of
entr epreneur ship focuson thepr ocessof new ventur ecr eation and ther oleentr epreneur shave
at that birth. Low and MacMillan (1988) similarly defined entrepreneur ship as" thecreation
of new enterprise.” They conclude™ ...entrepreneurstend to defy aggregation. They tend to
residein thetailsof population distributions, and though they may be expected to differ from
the mean, the nature of these differences is not predictable. It seems that any attempt to
profilethetypical entrepreneur isinherently futile." Cunningham and Lischeron (1991) point
out that any definition focusing on business creation excludes those who inherit or purchase
a business.
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Clearly, many entrepreneursarenot asinterested in thecreation of new enterprisesas
they arein operating or improving existing businesses. Somear einterested in creating profit
through various means of financial engineering, such asrestructuring the balance sheet of a
business by means of a public offering. Thus, creation of a new enterprise may be too
restrictive a definition to capture the broad array of entrepreneurial activity. Light and
Rosenstein (1995, 3) agree, stating, " wedeem it uselessto distinguish entrepreneursfrom the
self-employed on the ground that only entrepreneursinnovate.”

Carland, et al. (1984) propose a distinction between small business owners and
entrepreneurs. For theseauthor s, thedistinctionrestswith theemphasison an entrepreneur's
focus on innovation along with goals of growth and profit, whereas the small business owner
has less emphasis on innovation and sees the business as an extension of hisor her personal
goals.

Despite the extensive resear ch effortsto defineand delineate entr epreneur ship, there
has not been a study which explores and explains entrepreneurial activities based on firm
origin. Thus, it isthe purpose of thispaper to exploretheissueof firm origin and examineits
impact through a survey of a diverse group of small business owners.

THEORETICAL ISSUES

Thereexistsamarket for small businessowner ship. Smelser (1976, 126) says" Likeall
markets, themarket for entrepreneurial serviceshasademand and supply side." Thesupply
side, intheformulation offered her e, ismadeup of opportunitiesthat includebusinesseswhich
are available for purchase, franchises, family businesses available for children of ownersto
grow into, and ideaswaiting to be tested in thereal world. The demand sideiscomprised of
current and aspiring business ownerswho areinterested in owner ship of someform. Light
and Rosenstein (1995, 12-25) also proposea supply and demand model. They seesupply asthe
peopleand thehuman resour cechar acteristicsof thewor kfor cesuch asethnicity, sex, age, and
education. They formulate the demand side as the financial differential between what
entrepreneurs earn and salary employment.

Inthemodel implicit inthisstudy, thesupply sidemade up of owner ship opportunities
can be described as having numer ous characteristicsincluding price, whether the businesses
are franchises or independent, what industries the businesses are in, whether financing is
available, and the size of each enterprise. The supply side isinfluenced by factors such as
technology, which may give an advantage to businesses of certain size or management; the
economy, which affectsthe demand for theproduct or service of each businessand influences
interest ratesand other financing terms; and tax laws, which have an impact on the decision
to sell a business by its current owner and the price a future owner iswilling to pay.

Thedemand side is comprised of the people who want to buy or start businesses and
become owners. Thedemand sideis affected by factor s such asthe unemployment rate and
current employment opportunitiesas measur ed by wages, benefits, and other characteristics
such as flexible time that potential entrepreneurs may value, as well as the ethnic and
educational backgroundsand thevaluesof aspiringentrepreneurs. Inthetraditional economic
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model of entrepreneurship, the characteristics such as age and education of the potential
entrepreneurs are on the supply side. In this model, where the commodity is business
owner ship, characteristics such as age and education are on the demand side.

The interaction of supply and demand ultimately determines the types of small
businesses and the characteristics of entrepreneurial activity that one observes. The size
characteristics, industry focus, typesof technology used, and pr ofitability of thebusinessesthat
are created and operated under this rubric of entrepreneurship, are all products of this
interaction of supply and demand.

Therefore, based onthismarket typeof inter action, differ ent typesof entr epreneur ship
and small business ownership will be observed. For example, as computer and
communicationstechnology have changed, more home-based businesses have developed. As
immigration by groups predisposed to entrepreneur ship increases, franchise opportunities
increaseto meet their preferencefor businesseswhich have alr eady been designed. Thus, the
types of small business and entrepreneurial venturesthat are observed are products of this
supply and demand process and will change over time.

Dramatic evidence of this is provided by reading the work of early students of
entrepreneurship. Inthe1730'sCantillon defined entrepreneur sastrader s, takingtherisk of
purchasing at a fixed price and gambling on selling at a higher, but uncertain price. Say,
writing in the 1820's, believed that land or other natural elements were one of the essential
ingredients of entrepreneurship, along with capital and human effort. Schumpeter, writing
during the Great Depression, saw entrepreneurs as essential to his process of creative
destruction: the tearing down of old methods and products and replacing them with better
methods and products.

Other examples exist, but the point is that entrepreneurship has been defined in
different waysat different times. Asthemanifestation of thisinteraction between supply and
demand, entrepreneur ship has been and remains a moving tar get, affected by the supply of
opportunities and the demand created by the aspiring entrepreneurs.

Thispaper exploresthe nexus between thissupply and demand that takes place when
an entrepreneur makes the decision to enter the realm of ownership. At that time, the
entrepreneur'spreferencescombinewith optionsavailableto producea cour se of action. For
thisreason, it may becritical to examinethe conditionsprevailingat theorigin of theventure.

DEVELOPING TYPES OF ENTREPRENEURS BASED ON EXISTING TYPOLOGIES

Vesper (1980) offer sacomprehensivelist of potential entry strategiesfor ventures. He
statesthat the selection of the entry strategy has broad implicationsfor future success of the
ventur e, and heprovidesan eleven category typology for entrepreneurial strategies. Theseare
(1) solo self-employed individuals, (2) team builders, (3) independent innovators, (4) pattern
replicators, (5) economy of scaleexploiters, (6) capital aggregators, (7) acquirers, (8) buy-sell
artists, (9) conglomerators, (10) speculators, and (11) apparent value manipulators.

Shuman et al. (1982) propose aten group typology: (1) Independent, started venture
from scratch, (2) Acquirer, (3) Successor in family business, (4) Successor in non-family
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business, (5) Franchiser, (6) Franchisee, (7) Corporate entrepreneur, (8) Non-profit
entrepreneur, (9) Self-employed, and (10) Other. Their typology, whilebroadly inclusive, has
categories which are not mutually exclusive.

Gartner et al. (1989) perfor med an analysisof asampleof entr epreneur sbased on their
individual characteristics, thestrategiesthey followed, thestructuresand processesthey used,
and the environments in which their organizations functioned. A factor analysis of these
variablesyielded eight types. 1) Thosewhoareusing entr epreneur ship to escapeto something
new, 2) Those who put deals together, 3) Those who apply skills and contacts they have
previously developed, 4) Those who purchase firms, 5) Those who use their expertise to
compete, 6) Those who stress service as a competitive strategy, 7) Those who have a unique,
new idea, 8) Those who adapt an existing strategy but do it somewhat better.

Analysisof thesedifferent approachesled to aconceptualization of threedistinct types
of entrepreneurs:

1. Creators. Creators are defined asthose who have initiated a new venture with the dream of
a creating a new product or service.

2. Inheritors. Thisgroup includesthosewho haveinherited a businessfrom afamily member or
who were brought into a business through a family connection.

3. Operators. Operators are those who purchase a business or a franchise. They are motivated
by financial goals, lack of options, or a desire to buy an existing business or to
franchise a proven formula as a way to minimize risk.

It isthe aim of thisresearch to conceptualize these three types based on the origin of
thefirm and toinvestigatetheeffectsof theseorigin differenceson thebusinessoper ation over
itslifetime. Parallelsand differ ences between the existing typologies and the types examined
herearesummarized and compared in Table 1. Inthisstudy, respondentswereasked to pick
from alist of seven statementswhich best described their path into business owner ship or, if
none of the seven applied to them, to briefly write out their scenario for businessinitiation.
The statements wer e developed based on focus group interviews and pretests of the survey
instrument. The statementswer e not designed to be mutually exclusive, but to represent the
scenario including career issuesand personal motivation that most accurately described the
respondents pathintobusinessowner ship. All therespondentsfit oneof theseven statements.
The seven statements were used to capture as much variation as possible regarding the
conditionsprevailingat thetimeof venturefor mation, with thegoal of aggr egr ating categories
to produce the following three types of entrepreneurs.
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Tablel
Summary of Typology Systems and Comparison with Types Proposed for Resear ch in Present Study
Authors Rogoff & Lee Vesper et al. (1980) Shuman et. al. Gartner et al.
(1982) (1989)
Criterion Conditions at Strategic Operational Personal
Firm Origin Strengths/
Situation Based
Creators Self-Employed I ndependent, Pursuing a
Individuals Started from Unique ldea
Team Builders Scratch
I ndependent Corporate
Innovators Entrepreneur
Non-Profit
Entrepreneur
Self-Employed
Entrepreneurship Inheritors Self-Employed Successor in Family
and Small Individuals Business
Business Types Team Builders Self-Employed
Operators Self-Employed Acquirer Escaping to
Individual Successor in Non- Something New
Pattern Replicators Family Business Putting a Deal
Economy of Scale Franchiser Together
Exploiters Franchisee Roll over
Capital Aggregators Corporate Skills/Contacts
Acquirers Entrepreneur Purchasing a
Buy-sell Artists Self-Employed Firm
Conglomerators L everaging
Speculators Expertise
Apparent Value Aggressive
Manipulators Service
Team Builders Methodological
Organizing

Table2 showstheseven choicesthat respondentswer eoffer ed regar dingtheconditions
and their goalsat thetimethey initiated their venturesand how these seven statementswere
aggregated to create three categories. Option 1isthe Creators, who comprise 54% of the
sample. Options2 and 3 arelnheritors, who comprise 9% of thesample. Options4 through
7 are Operatorswho comprise 36% of the sample. All responsesto the Other category could
be easily recoded within the three categories.
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Table2: Seven Responses Regarding Business Initiation

Path of Initiation Category | Respondents | Percentage
(n=223)
| created this business totally from scratch. Creatinganew | Creators 110 49%

product or service had always been my dream.

| inherited thisbusinessfrom my parents. | would havechosen | Inheritors 12 5%
another career if my parents had not been in this business.

| inherited this business from my parents, but alwayswanted | Inheritors 10 4%
to establish my own venture.

| got into this business when | did not have any other | Operators 11 5%
alternatives. | lost my job and could not continue my career.

| started thisfranchise business as a means of getting intothe | Operators 12 5%
businessworld. | wanted to start abusiness, but | did not want
to take the chance on a completely new business.

| got into this franchise business after | retired from my | Operators 2 1%
previousjob. | did not want to take a lot of risk.

| bought an existing businessbecause| saw agood opportunity | Operators 67 30%
with it.

HYPOTHESES

Table 3 showsthe various hypothesesregar ding how thethree groupsare expected to
differ from each other on goalsand attitudes. Creators, driven by thevision of anew product
or service, arehypothesized to be oriented strongly toward creating anew product or service,
utilizingtheir skills, and contributingto society. Creator sar ealsoexpected toview themselves
astrueentrepreneursand to behighly satisfied with their business. They arenot expected to
bemotivated by financial rewards; nor arethey expected to view their activity ashighly risky
because of their belief in their vision.

Inheritors, who have not initiated the business they now own, are expected to score
lower than the other groupsrelativeto the goals of new business and new product creation.
They arealso expected tobelessgrowth oriented and lesscommitted to contributingtosociety.
On all other measuresthey are expected to be in the middle ranges.

Operators are expected to be motivated by financial rewards and the creation or
purchase of the new business that will help them achievethat goal. Their knowledge scores
areexpected to be high becausethey arefundamentally businessoriented. They areexpected
to he highly growth oriented, satisfied with their businesses, and to view themselvesastrue
entrepreneurs. They are not expected to be oriented to contributing to society or creating a
new product asa primary goal.
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Table 3: Hypotheses Regarding Goals and Attitudesfor Three Types of Entrepreneurs
Goal/Attitude Creators Inheritors Operators
Financial Low Medium High
Replacing Current Job High Medium Medium
Creating New Product High Low Low
Creating New Business Medium Low High
Gaining Respect Medium Medium High
Utilizing My Skills High Medium High
Contributing to Society High Low Low
Risk Awareness Low Medium Medium
Objective Knowledge Medium Medium High
Growth Orientation Medium Low High
Consider Myself to be True Entrepreneur High Medium High
Satisfaction with Business High Medium High

METHODOLOGY

In an attempt to establish thetypesof small businessownersand entrepreneur s based
onthethreetypesdiscussed above, 231 small businessowner swer equestioned about the path
they followed into business owner ship, goalsthat motivated them at thetime of theinitiation
of their venture, current goals, variousdemographic factor s, and factsabout their businesses.

They were also given a nineteen question test of their business knowledge, asked to
subjectively judge their own levels of business knowledge, and toreport their level of formal
education. Education hasbeen shown to be a potent positiveinfluence on entrepreneur ship.
Light and Rosenstein (1995) estimatethat each additional year of education resultsin a.7%
increasein thelikelihood of aworker entering self employment. Robinson and Sexton (1994)
found approximately similar results. Cooper and Dunkelberg (1987) found higher levels of
education among entr epr eneur sthan thegeneral population. Becauseeducation’seffectscan
be myriad, three measur es mentioned above wer e included in this study.

The questionnaires were distributed and collected by account executives from local
radio stationsin four mid-sized, eastern and midwestern United States cities. The types of
businessesthat participated r epresent an extremely broad range: from antiquestorestotravel
agencies. The account lists maintained by the radio station account executives are a virtual
censusof businesscompiled from Chamber of Commer celists, telephonedir ectories, and visual
inspection of the area.

Steps weretaken to insure anonymity and unbiased responses. Questionnaires were
distributed at random to business owner sfrom theaccount lists. Participantsweregiven the
option of returning the completed questionnairesin a postage paid envelope directly to the
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investigators. Approximately onethird of therespondentsavailed themselves of thisoption.
Thebalance of therespondentsretur ned the completed questionnairesdirectly to their radio
station account representatives. The surveys included a cover letter from the researchers
describing the purpose of the study and assuring them of confidentiality. Respondentswere
encouraged to call the resear chers directly with any questions. Of the 231 respondents, 11
called prior to returning their questionnairesto be reassured of confidentiality. Theradio
station account executiveswer einstructed to giveeach participant up to six weeksto complete
the questionnaire and to follow up at least five times to encourage completion. 49% of the
guestionnaireswere completed, returned, and deemed usable. A follow-up survey of 38 non-
respondents showed no significant differences between them and the respondents on
demographic or business characteristics.

Table4 showsthecharacteristicsof thesample. Of the231respondents, 73% aremale,
adtatisticthat isstableacr ossthefour major survey cities. Therespondentsarepredominately
married (70.9% ), and white (95.1%). 75.3% havebeyond high school level education and the
median ageis40. 83% haveincomesmor e of than $70,000 per year. Therespondentsare,in
general, of aretail nature (48.7%) and locally focused (74.5%).

Table4: Demographic Characteristics of the Sample
Characteristic N Per cent
Gender: Male 165 73.0
Female 61 27.0
Age: Under 20 2 0.9
21-30 23 10.1
31-40 89 39.2
41 - 50 74 326
51 - 60 27 11.9
61 and over 12 55
Income: Under $30,000 18 8.1
$30,001-$50,000 44 19.9
$50,001-$70,000 44 19.9
$70,001-$90,000 37 16.7
$90,001-$110,000 29 13.1
$110,001-$130,000 14 6.3
$130,001-$150,000 8 3.6
$150,001-$170,000 5 23
$170,001 and over 22 10.0
Education: 1-8th Grade 3 13
Some High School 5 2.2
High School Graduate 48 211
Some College 69 304
College Graduate 79 34.8
Graduate Degree 23 101
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Comparing this sample to characteristics of small business in general showed some
important similarities: Women own approximately 27% of businesses in the United States
(Brush, 1992) and 27% of the sample is women. Based upon Internal Revenue Service
reporting, 23% of businesses are corporations, but the sample is 47.8% corporations.
Accordingto 1992 Censusstatistics, 24.8% of businessesareof aretail nature, but thesample
hereisnearly half retail. Thus, it cannot proven that thesmall businessownersin thissample
comprise a sample whose characteristics are generalizable to all small business owners.

A seven-point Likert scalewith (1) being“ Strongly Disagree” and (7) being “ Strongly
Agree’ throughout thesurvey wasused to measur eattitudesand estimatesof goalsat thetime
of initiation of theenterprise. Analysiswas performed usingtwo group T testsand analysis
of variance (ANOVA) in SAS.

RESULTS

Table 5 shows the characteristics of the three groups of business owners and their
businesses. Thereisno statistically significant difference among thethree groupsregarding
ageor education. The Creators businesses are somewhat mor e focused in the service sector
and the I nheritorsaresomewhat morefocused in theretail sector. However, analysisof these
differencesdid not reveal them to be controlling variablesof what was obser ved asdiffer ences
among the groups.

Mean incomeishighest for thelnheritorsat $86,200, with the Creator shaving a mean
annual incomeof $75,200 and the Oper ator shaving a mean income of $65,200. In general, the
Inheritorsinthesampleown thelar gest, longest-established businesses. Themean number of
full-time employeesis highest at 18.9, mean revenueisthe greatest at over $2.2 million, and
mean yearsin existenceisover 35. Itislikely that thesize of theventuresiswhat leadstothe
highest income on the part of the Inheritors.

Operators, with the lowest income among the sample, own the second lar gest firmson
average. Themean number of full-time employeesis 11.56, mean yearly salesrevenueis$1.9
million, and the average yearsin existence for their firmsisnearly 15. Creators have the
smallest and youngest firmswith under ten full-timeemployeeson aver age, an aver ager evenue
of $919,000, and an average of 8.6 yearsin business.

For the purpose of the study, a firm is defined as a family firm if ownership resides
within the family and two or more family members are employed. Asonewould expect, by
definition, the Inheritors have a family connection 100% of the time. But both Creators at
46% and Operatorsat 60% have significant family componentsto their enterprises. Inthe
caseof Operatorsand Creator s, thesefamily connectionstend tobewith member sof their own
or younger generations, while the Inheritors always have an older generation connection.

To sum up the characteristics shown in Table 5, it is clear that the Inheritors own
larger, longer established firms. Asaresult of this, they earn more money but aresimilar to
the other groupsin age and education dimensions. The Operators and Creators are more
similar to each other, but the Operators own larger firms, with longer average tenure, yet
actually earn less.
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Table5: Characteristics of Business Owner and Firm by Type
Variable Creators Inheritors Operators F p
(n=114) (n=22) (n=92)
Mean Age 35.9 33.8 36.7 0.70 4960
Mean Education Attained 4.26 4.23 4.22 0.03 .9753
Some College | Some College | Some College
Mean Income $75,200 $86,200 $65,200 2.32 .1004
Number of Employees (6) 9.57 18.91 11.56 2.02 1352
Sales Revenue (000) 919 a* 2272b 1,910 b 4.57 .0116
Yearsin Business 8.6la 35.14b 1492 ¢ 27.57 .0001
Family Connection to Business No: 46% Yes: 100% No: 60% 242 .0913
* The same superscript implies that two means ar e statistically the same while different super script means
statistically significant difference between the two at the 5% level.

Table6 outlinestheresultswhen respondentsin thethreegroupswer etested astotheir
goals and motivations at the time of their ventureinitiation using a seven point Likert scale.
Thegoal of " earning lotsof money" isscored a5.11 by theCreators, a5.84 by thelnheritors,
and a 5.12 by the Operators (F=1.90, p=.1523). Thelnheritors scoreis higher, though not

statistically significant. The goal of "replacing my current job" scored highest with the
Creators, at 4.40, lower with the Inheritors, at 2.25 (who often had no current job to replace
asthey weremovinginto the family businessdirectly from school), and in the middlefor the
Operators, at 3.75. Thesefindings are significant at the 0.0002 level (F=3.07).

Asonewould expect, the goal of creating anew product or serviceisscored highest by
the Creators, at 3.60, second by the Operators, at 3.06, and lowest by the Inheritors, at 2.55
(F=3.07, p=0.0483). The goal of creating a new venture is scored by the three groups with
similar levelsof statistical significance. Creatorsscored a5.31, Operatorsscored a5.03, and
Inheritorsscored a4.10 (F=3.67, p=0.0269). Thegoal of " not losing my investment money"
is scored highest by the Operators, 5.55, next by the Creators, 4.82, and lowest by the
Inheritors, 4.70 (F=3.99, p=0.0198). Thisfinding isconsistent with the hypothesized financial
orientation of theOperators, but surprisingly, thelnheritorswhorunlarger, presumably more
valuable businesses, areleast concerned with protecting their investments. Perhapsthisisso
because owner ship isspread throughout thefamily and their per sonal investmentstend to be
on paper rather than in the cash investments necessary to initiate a new venture, such asis
usually made by the Creators and Operators.

Per sonal goalsalso show strong distinctionsamong the groups. The goal of " building
somethingfor my family" isscored 5.71by Inheritors, 5.45by Operators, and 5.05by Creator s
(F=1.87,p=.1559). Though statistically not significant, thisranking seemstor eflect theculture
of the Inheritor's family, which has already passed along wealth and power to a second
generation. TheOperators increased valueon thisgoal ascompared tothe Creatorsislikely
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areflection of the Operators greater financial orientation. Thegoal of " gaining respect and
recognition from others' also showssignificant differencesamongthethreegroups. Creators
scorethisa 4.90, Inheritorsa 4.60, and Operators a 4.26 (F=3.41, p=.0349). It islikely that
thesedifferencesaretheresult of the Operatorsbeing moreoriented tothefinancial rewards,
while the Creators are more oriented to the creation of a new product or service. One can
speculate that the Inheritors probably see respect and recognition as being engendered by
financial attainments and social status, but that conclusion awaits a larger sample study.

Thegoal of "living how and where like" isscored highest by the Inheritorsat 5.95,
5.18 by theOperators, and 5.05 by the Creator s(F=2.52, p=.0829), per hapsr eflecting that the
Inheritors choicetoenter their family businesswasbased significantly uponissuesof potential
lifestyle. Giventheir highest aver ageincome, it certainly appear sthat thepull of amorelavish
lifestyleis strongest on the Inheritorsgroup.

" Utilizing my skillsand abilities" isa goal that scored highest with the Creators, 6.09,
and similarly with the Inheritors, 5.65, and Operators, 5.66 (F=0.68, p=.5056). Thisresult
from the Creatorsisdirectionally consistent with what would be expected from someone who
holds a personal vision for the creation of a new product or service. Finally, on the goal of
"contributingtosociety," thereappearstobenostatistically significant differenceamongthe
three groups. Creatorsscorethisa 4.60, Operatorsscoreit a 4.35, and Inheritors scoreit a
4.25(F=.68, p=.5056). All threegroupsseetherewardsof entrepreneurship in per sonal terms,
not societal terms.
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Table 6: Goalsfor Business Initiation for Three Types of Business Owners

Goal Creators | Inheritors | Operators F p
(n=114) (n=22) (n=92)

Money Goal: Earning lots of money 511 5.84 5.12 1.90 1523
Job Goal: Replacing my current job 4.40 a* 225b 3.75¢c 8.64 .0002
Product Creation Goal: Inventing new 3.60a 255b 3.06¢c 3.07 .0483
product/service
Business Creation Goal: Creating a new 53la 410b 5.03a 3.67 .0269
venture
Not losing my investment money 482a 470 a 555b 3.99 .0198
Building something for my family 5.05 571 5.45 1.87 1559
Gaining respect and recognition from others 490a 4.60 a 426b 341 .0349
Living how and wherel like 5.05 5.95 5.18 252 .0829
Utilizing my Skillsand Abilities 6.09 a 5.65b 5.66 b 2.99 .0523
Contribution to Society 4.60 4.25 4.35 0.68 .5056
* The same superscript impliesthat two means ar e statistically the same while different super script means
statistically significant difference between the two at the 5% level.
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To summarize theresultsin Table 6, one can see a pattern of consistent differences
amongthethreegroups. Creators, driven by thevision of developinganew product or service,
scor e highest on the product and businesscreation goals, and highest on the goalsof " gaining
respect and recognition from others' and " utilizing my skills and abilities." Operators,
consistent with their financial orientation, score highest on the goal of protecting their
investments and scor e strongly on the goal of " building something for my family."

Inheritorsareclearly thefurthest apart from theother two groups. Their money goal
isthehighest, their creation related goalsar e scored thelowest, and they scored lowest (albeit
not by much) on thegoalsof " utilizing my skillsand abilities’ and " contributing to society."

Table7showsthescoresthethreegroupscompiled on variousattitudinal questionsand
atest of obj ectivebusinessknowledge. Tomeasuretheir assessment of therisk associated with
small business, they wer easked how much they agreed with thestatement, " Therisk of failure
for small business is low." Since a score of less than 3 on the seven point Likert Scale
represents disagreement, the Creator sdisagree with this statement most strongly, rating it a
1.85. Inheritorsscore it a 2.43 and Operators score it a 2.59 (F=4.41, p=.0133). Clearly,
Creator s seem to have an enthusiasm that isnearly blind to the realities of businessrisk.

Aspart of theresearch, a19item test of general businessknowledge wasadminister ed
to each respondent. The items were compiled from core curriculum material for
under graduate businessmajorsat alarge college. On that measure, Creator s score 13.54 and
Operators score a nearly identical 13.36, while Inheritors score 11.91 (F=2.21, p=.1126). It
should be reiterated that Inheritors are approximately the same age, with the same mean
education level astheother two groups. Therespondentswerealso asked to subjectively rate
their level of businessknowledgeon aseven point Likert Scale. Onthismeasure, thelnheritors
scor e higher, though not statistically significant at 5.55, than the other two groups, while
Creators score a 5.09 and Operators score a 5.02 (F=1.29, p=.2772). Therefore, while the
Inheritors seem to be lower in actual general business knowledge, they rate themselves
somewhat higher than members of the other groupsrate themselves. If true knowledge is
knowing what one doesn’t know, then the Inheritorsgroup isin a dangerous position. Any
conclusive difference among the groups in the area of business knowledge may require
additional futureresearch.

Regarding the growth plans for their businesses, the three groups do not score
differently asa statistical matter, but thedir ection of thediffer encesissuggestive of apattern.
The Creators are the most negative to the statement, " | do not intend to make my business
bigger," which is consistent with entrepreneursgripped by a vision of creating a venture as
seen in Table 6. Creatorsrated this statement a 2.71, while Operatorsrated it a 2.62, and
Inheritors, already owning the largest businesses of the three groups, rated it the highest at
3.14 (F=0.65, p=.5234).

In responseto the statement, " | consider myself atrueentrepreneur,” Creators, who
score the highest at 5.37, demonstrated that they accept Schumpeter’s definition that
entrepreneurs areinnovators. Operatorsand Inheritorsscored 4.86 and 4.85 respectively,
showing that the Inheritors vision of themselves may be at variance with reality.

Academy of Entrepreneurship Journal, Volume 1, Number 2, Fall 1996



14

Finally,in ameasureof their level of satisfaction, therespondentsrated the statement,
"1 am very happy with my current business.” Herethelnheritorsat 5.57 and the Creatorsat
5.47, are somewhat above the Operators at 5.22 (F=1.21, p=.3000), though not statistically
different. In general, it would seem that the overall level of work-related satisfaction among
these groupsis high.

Table 7: Attitude Differences Among Types

Variable/Statement Creators | Inheritors | Operators F p
(n=114) (n=22) (n=92)

Risk Ignorant 185a* 243b 259b 441 .0133
"Risk of failurein small businessislow"
Objective M easur e of Knowledge 13.54 11.91 13.36 221 1126
(# correct out of 19)
Subjective M easure of Knowledge 5.09 5.55 5.02 1.29 2772
Growth Objective (Inverse) 271 3.14 2.62 0.65 5234
"1 do not intend to make my business bigger™"
Entrepreneurial 537a 486b 485b 291 .0568
"1 consider myself atrue entrepreneur”
Satisfaction 5.47 5.57 5.22 121 .3000
"1 am very happy with my current business"
* The same super script implies that two means ar e statistically the same while different super script means
statistically significant difference between the two at the 5% level.

Again, Table 7 shows strong differences among the three groups. Creators are the
most growth oriented, theleast risk mindful, and themost likely to consider themselves" true
entrepreneurs.” Inheritorsaretheleast growth oriented, but themost likely toratethemselves
as knowledgeable when, in fact, their level of business knowledge seems lowest of the three
groups. Operators are the most cognizant of the risks of business, and arerather strongly
growth oriented, but they arethe least satisfied of the three groups.

Since there are significant differencesin the mean size and length of existence of the
three groups businesses, the question arises if these variables are, in fact, controlling the
outcomesobserved. An analysisperformed dividingthesampleintothreegroupsof relatively
equal numbers based on size of the respondent’'s business, showed that business size was
neither avery strong, nor aconsistent predictor of goalsand attitudes. A correlation analysis
performed on the variables of objective and subjective measures of knowledge, years in
business, and business size measured by employment and revenue, showed mostly very low
correlations. The strongest correlation was between years in business and full-time
employment, r=.321, p=.0001.
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CONCLUSIONS

Thisstudyisan exploratory test of differ encesbetween thr eetypesof entr epreneur sand
small business owner s based upon the originsof their enterprises. Seven alter natives of new
ventureinitiation was used and found to captureall theresponses of the 231 businessowners
inthesample. Theseven groupswereaggregated intothreegroups: Creators, Inheritors, and
Operators, and these groups wer e compared on measur es of motivation at the time of new
ventureinitiation, demographic measures, and current attitudes. Therespondentswerealso
given al9item test of general businessknowledge and char acteristicsof their businesseswere
recorded.

The results support the three group categorization does lead to important
discriminating findings among the groups, although many of the hypotheses, especially
regarding the Operator category, are not substantiated. 1n addition to not being different
from the other groupsregarding the specific hypotheses, Operatorsreport the lowest level of
satisfaction. The hypotheses regarding Creators are substantiated except that they are as
financially motivated asthe Operator sand not significantly moresatisfied than the other two
groups. Inheritors are clearly different in motivation, firm characteristics, and goals.
Contrary tothehypotheses, however, they aremoregrowth oriented, not less, than theothers
and arenolessoriented towardscontributingto society. Also, on the objectiveknowledgetest
they scorethe lowest, but rate themselves the highest on the subjective knowledge.

RESEARCH IMPLICATIONS

Future research needs to focus on testing the existence of these types through
longitudinal studiesto seeif individualsmovefrom onegroup toanother and for what r easons.
L arger samplestudiesthat are morerepresentative of the general business population would
beuseful to confirm thesefindingsand to explorewhether therearethreegroupsasthemodel
of pathsintobusinessproposed here. M ost importantly, having established herethat thereare
distinct groups of entrepreneursthat can beidentified based upon the origin of their firms,
futureresearchinthefield of entr epreneur ship should explor etheseconstructs. Studiesshould
be cognizant of which of these groups are, in fact, being examined.

POLICY IMPLICATIONS

Governmentsat all levelsinvest heavily in the fostering of business development and
entrepreneurship. Thisstudy demonstratesthat, based on a simple categorization of paths
followed to businessinitiation, that at least three distinct groupsexist. It also showsthat the
growth potential and potential returnsto the economy are significantly different for each of
the three groups. Creators, being closest to the classic definition of entrepreneurs, are
interested in developing new productsand services, and arehighly growth oriented. It would
seem that they are most likely to generate growth and for that growth to be focused around
new productsand services. Operator saremor econser vative, lessgrowth oriented, and areless
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likely to create truly new ventures. Inheritors are the least growth oriented, least
knowledgeable about business (but think they know the most), and the most oriented to the
financial rewardsthey can receive. |1t would seem that Inheritorswould represent thelowest
potential return for government expenditures aimed at creating economic growth.

Economic policy aimed at minimizing contraction may beinterested in promotingthe
activitiesof Inheritorsand Oper ator s. Policy aimed at producing new j obs, new products, new
services, and enhancingthecompetitiveadvantage of an economy, would bebest accomplished
by fostering the activities of Creators.
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THE USE OF FORMAL BUSINESS PLANNING
BY NONPROFIT ENTREPRENEURSIN THE
DEVELOPMENT OF THE NEW NONPROFIT VENTURE

David M. Piltz, Cardinal Stritch College
ABSTRACT

Entrepreneurshipisdefined as* the creation and management of new businessesand the
characteristics and special problems of entrepreneurs’ (Gartner, 1990). Despite Gartner's
identification of " special problems,” a study conducted by Miller and Simmons (1992) suggested
that the differences between founding and non-founding nonprofit executives are very
comparable to the differences found among profit oriented entrepreneurs and managers.

There has been very little research conducted on the activities of entrepreneursin the
nonprofit sector. The research undertaken in this study will help to provide data that can be
utilized in support of future research contrasting the activities of profit oriented and nonprofit
entrepreneurs in the development of new business ventures. To what extent do nonprofit
entrepreneurs make use of formal business planning methods in the development of nonprofit
entrepreneurial ventures? Thisstudy considered the extent of formal business planningin light
of the nonprofit entrepreneurs background, education and experience.

A thirty-six question survey of one-hundred (100) nonprofit entrepreneurswasconducted
to determine the extent of formal business planning methods employed prior to initiation of the
new nonprofit venture. The survey was pilot tested to establish reliability and validity. The
dependent variable considered in the study is the level and extent of formal business planning
undertaken including whether formal business planning wasundertaken and who conducted the
planning process. |ndependent variables include previous business experience, management
background, level of education achieved and educational background (i.e., area of interest).

The analysis of the data suggested that for the nonprofit entrepreneur, formal business
planning isnot an important factor in the development of the new nonprofit venture. Nonprofit
entrepreneurs, regardless of background, seemed to put little emphasis on formal planning
methods to establish the need and market for the nonprofit venture. These individuals seem to
rely instead on informal discussionswith potential clients, professionalsin thefield, input from
volunteer boards and personal perceptions or feelings. Thiswas indicated by the results of the
chi-square analysis of formal planning by education and experience.

INTRODUCTION
Thereislittlewritten onthesignificanceof nonpr ofit (non-gover nmental) or ganizations

and their impact on the economy. Newman and Wallender (1978) suggest that the range of
business possibilities and management processes in the nonprofit sector are similar to for
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profits. Entrepreneurshipisdefined as" the cr eation and management of new businessesand
thecharacteristicsand special problemsof entrepreneurs(Gartner,1990)." DespiteGartner's
identification of "special problems,” a study conducted by Miller and Simmons (1992)
suggested that the differences between founding and non-founding nonprofit executives are
very compar abletothedifferencesfound among profit oriented entr epr eneur sand manager s.
Theidea of the entrepreneur as arisk-taking individual seeking a track to personal wealth
does is not considered to be an integrative part of public sector or nonprofit endeavors.
Although the idea of the "public entrepreneur” may seem a contradiction in terms,
entrepreneursand entrepreneurial activitiesin the profit oriented and nonpr ofit sectorscan
and must possess similar characteristics to assur e success (Ramamurti, 1986).

Vesper (1990) identifiesfivefactor sdictatingtheentrepreneurial needsin undertaking
new ventures. Theseincludetechnical knowledge of the area of business; a concept or idea of
an unmet need; resource availability, including start-up capital; personal contacts that will
support the new venture; and demand for the product/service trandating into " orders.”
Vesper suggests that these factors will influence the type of venture undertaken by the
entrepreneur (Vesper, 1990).

Schollhammer and Kuriloff (1979) suggest that new venture start-up represents a
rational step-by-step procedur eby which theentrepreneur systematically plansand enter sthe
market. Long and Ohtani (1986) provide a sequence of events that generally occur in the
creation of anew venture. Thisgeneral process can be adapted more easily to a broad range
of venture possibilities. Studies by a variety of researchers (Phillips & Kirchoff, 1989;
Reynolds, 1986; Bruno, L eidecker, & Harder, 1986) indicatethat thesuccessor failureamong
entrepreneurial businessventuresisdependent, in part, onthetypeof businesschosen. L awler
(1963) and Stuart & Abetti (1988) indicatea high correlation between successand the previous
experience and/or education of the entrepreneur.

The question answered through this research is. To what extent do nonprofit
entrepreneur smakeuseof formal businessplanning methodsin the development of nonpr ofit
entrepreneurial ventures? Thisstudy will consider the extent of formal business planningin
light of the nonprofit entrepreneur s background, education and experience.

PROBLEM STATEMENT

Although a number of significant studies have been undertaken to establish the
characteristicsof entrepreneur sand thepr ocessesutilized in thedevelopment of profit making
ventur es, no significant studieshave been identified to describethe development of nonpr ofit
enterprises. Thisstudy will provide new information and conclusionsregarding the formal
planning activities of the nonprofit entrepreneur in the development of new nonprofit
ventures.
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VARIABLES

The dependent variable considered in this study is the level and extent of formal
business planning undertaken including whether formal business planning was undertaken
and who conducted the planning process. |ndependent variablesinclude previous business
experience, management background, level of education achieved and educational background
(i.e.,, area of interest).

HYPOTHESIS
This research was expected to reveal differencesin the education and experience of

entrepreneursin thenonprofit sector and theeffect of those differ enceson business planning.
The hypothesisfor the study is stated below:

The nonprofit entrepreneur’s educational background and experience in business operations
will influence the extent of business planning undertaken prior to new venture start-up.

METHODOLOGY

To accomplish the goal of this study, a cross-sectional survey methodology was
employed to obtain infor mation from asimplerandom sampleof one-hundred (100) founders
of nonpr ofit organizationsintheStateof Minnesota. Datafor thisstudy wascollected utilizing
a self administered questionnaire. Although previously developed surveyswerereviewed, it
was determined that a questionnaire needed to be custom designed for the research. The
questionnairewas pre-tested utilizing a separ ate sample of ten (10) nonpr ofit entrepreneurs
to estimatereliability and validity.

Thequestionnair e contained thirty-six (36) questionswith questionscovering founder
background prior to initiating the development of the nonprofit organization; planning
methods used in organizational development; financing of the new organization; and initial
oper ations. Personal characteristics questions wer e asked to obtain data on the per sonalities
and habits of the subjects. Questionswere asked about the previouswork experience of the
subjects asit related to preparation for business ownership or the development of skillsto
oper ate a new business venture, as well asthe educational background and preparation for
businessoper ations. Finally, questionswer eposed todeter minetheactual planning, financing
and operational processes employed by the individual entrepreneursto develop and initiate
the new business venture.

Participants (N=100) for the study were selected through a simple random selection
process from the member ship of the Minnesota Council of Nonprofits (MCN). MCN isan
association of nonprofit organizations formed in 1987 to serve as an advocate for nonprofits
in the State of Minnesota sharing resear ch, infor mation and serviceswith and for nonpr ofits,
aswell asacting as a vehicle for organized political action for nonprofit organizations.
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Thequestionnairewasdistributed viamail. All surveyinstrumentswer ecoded toallow
for tracking of surveysreturned and follow-up toimprovethesurvey return rate. Returned
surveyswer ereviewed for completeness. Background infor mation wasalsoreviewed toassure
that the respondent is the founder of the organization. Non-compliant respondents were
excluded from thesampleprior tothedata analysis. Chi-Square Analysiswas conducted for
the hypothesis to determine if the association between the independent and dependent
variables was statistically significant at the .05 level.

LIMITATIONS

The limitations of this study related generally to the methodology chosen for data
collection. These limitations include the fact that although respondents were limited to
organizationsthat arenot morethan fiveyearsold, responseswer e self-reported and subject
to the limitations of biasincluding selectivity, halo effect and selective recollection. Second,
the sample was limited to nonprofit organizations in the State of Minnesota and wer e not
necessarily r eflective of theexperiencesof nonpr ofit entrepreneur sin other partsof theUnited
States. Third, thestudy did not seek to providecomparisonsbetween nonpr ofit entr epreneurs
and their profit oriented counterparts. Alternatively, it sought to provide baseline data for
future comparisons with profit oriented ventures. Finally, the study did not attempt to
evaluatethe extent or effectiveness of business planning methods and processes employed in
the start-up of the new nonprofit venture. The measurement of success of methods and
processes employed was outside the purview of this study.

FINDINGS

The results found in the following Tables 1-4 indicate that there is no relationship
between thevariablesof level of education, degreear ea, experiencein thefield of endeavor and
management experiencein relation to the degree of formal business planning at the .05 level
of significance. Although the survey doesnot yield areason why thisoccurs, clearly nonpr ofit
entrepreneursdo not employ formal planning methods in the development of new ventures.

Survey questions 12 and 18 were considered and analyzed via chi-squar e testing as
displayed in Table 1 above. Question 12 asked respondents to indicate the highest level of
education achieved prior tostart-up of thenew nonpr ofit venture. Question 18 asked whether
a formal business plan was prepared prior to organizational start-up. The chi-square test
resultsindicatethat nonprofit entrepreneursarenot moreinclined to utilizeformal planning
methodsin thedevelopment of thenew nonpr ofit venture. Although frequencies suggest that
individuals possessing a four year college degree might be more likely to employ formal
planning methods, thisdid not significantly impact theindicated non-use of formal planning
in development of the new nonpr ofit.
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Table 1: Education by Formal Business Planning

Formal Business Planning High Some 2 Year 4Year Graduate Row Total
School College Degree Degree Degree
Yes 1.98 3.29 1.98 11.52 8.23
2 3 3 12 7 27
No 4.02 6.71 4.02 23.48 16.77
4 7 3 23 18 55
Column Total 6 10 6 35 25 82

Minimum Expected Frequency = 9.488

Chi-Square Value = 1.12642; DF = 4; Significance = .05

Chi-Square Value (1.12642) is not greater than Expected Frequency (9.438)
Accept Null: Education does not impact the extent of formal business planning

Thechi-squareanalysisdisplayedin Table2 used infor mation obtained thr ough survey
questions 13 and 18. Question 13 asked respondentsto identify their degree area while, as
stated earlier, Question 18 asks about the extent of formal business planning. Although
frequenciesindicate that social service graduates are moreinclined to use formal planning
methods, overall indications are that no degree area signified atrend towar ds utilization of
formal planning methods.

Table 2: Degree Area by Formal Business Planning

Formal Business Planning General Business | Social Technical Other Row Total
Education Services
Yes 6.83 5.20 9.43 2.60 293
4 5 11 3 4 27
No 14.17 10.80 19.57 5.40 6.07
17 11 18 5 5 56
Column Total 21 16 29 8 9 83

Chi-Square Value = 2.80708; DF = 4; Significance = .05
Minimum Expected Frequency = 9.488
Chi-Square Value (2.80708) is not greater than Expected Frequency (9.438)
Accept Null: Degree Area does not impact extent of formal business planning

Theanalysispresented in Table3 utilized survey questions2 and 18. Question 2 asked
survey respondentstoindicatetheyear sof experiencethat theindividual had inthefield prior
toinitiating the nonpr ofit venture. Question 18 wasdescribed previously for Tables1 and 2.
As per the data analysis, despite the entrepreneur's level of experience in the field, no
significant relationship exists between experience and a tendency to use formal planning
methods. Frequency data suggeststhat individualswith lessexperiencein thefield aremore
inclined not to use formal planning than their more experienced counterparts, although
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individuals with ten or more years of experience also appear strongly biased against for mal
planning prior to initiating the new nonprofit venture.

Table 3: Experiencein Field by Formal Business Planning

Formal Business Planning Less Than 1-3 4-6 7-10 Over 10 | Row Total
OneYear Years Years Years Years
Yes 8.78 5.53 4,23 1.95 6.51
9 3 6 2 7 27
No 18.22 11.47 8.77 4.05 13.49
18 14 7 4 13 56
Column Total 27 17 13 6 20 83

Accept Null:

Chi-Square Value = 2.87816; DF = 4; Significance = .05

Minimum Expected Frequency = 9.488

Chi-Square Value (2.87816) is not greater than Expected Frequency (9.438)
Y ears of Experience does not impact extent of formal business planning

Analysisfor Table 4 was accomplished utilizing infor mation from questions 3 and 18
inthesurvey. Question 3inquired asto the yearsof experiencein management possessed by
the nonprofit entrepreneur prior to initiating the new nonprofit venture. Question 18 was
described previoudly. Although not statistically significant, it appear sthat only management
experience may have some limited impact on the degree of formal business planning for
entrepreneur swith limited management experienceor thosewho haveextensiveexperienceas
managers prior to initiating the new nonprofit venture.

Table 4: Experience in Management by Formal Business Planning

Formal Business Planning Less Than 1-3 4-6 7-10 Over 10 | Row Total
OneYear Years Years Years Years
Yes 8.78 3.58 2.60 5.20 6.83
6 3 6 6 6 27
No 18.22 7.42 5.40 10.80 14.17
21 8 2 10 15 56
Column Total 27 11 8 16 21 83

Accept Null:

Chi-Square Value = 8.36241; DF = 4; Significance = .05

Minimum Expected Frequency = 9.488

Chi-Square Value (8.36241) is not greater than Expected Frequency (9.438)
Y ears of Experiencein Management does not impact extent of formal business planning
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CONCLUSIONS

Based on the analysis of the data, nonprofit entrepreneurs, regar dless of background,
seemed to put littleemphasison for mal planning methodsto establish theneed and mar ket for
the nonprofit venture. These individuals seem to rely instead on informal discussions with
potential clients, professionals in the field, input from volunteer boards and personal
perceptionsor feelings. Thiswasindicated by theresultsof the chi-squareanalysis of for mal
planning by education and experience.
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CRITICAL BUSINESS KNOWLEDGE AND
COMPETENCIES: DIAGNOSING THROUGH
THE BUSINESS LIFE-CYCLE.

Mark R. Young, Winona State University
ABSTRACT

Many public and private sector organizations seek to provide business assistanceto small
businesses. I1n an effort to better understand which types of assistance are beneficial and when
they are needed this paper empirically investigates the classification of women-owned small
businessesin the business life-cycle, the priorities and problems they face, and their usage and
satisfaction with assistance providers. Support was found for the relationship between the
dominate problems a firm faces and the stages of growth a firm undergoes. Asa firm gainsthe
knowledge and/or resourcesto successfully solvethecurrent problemsit evolvesintothe next life-
cycle stage and faces another set of dominate issues.

INTRODUCTION

Women-owned businesses play an increasingly important role in the economic
development of our society. To encourage and develop these businesses both public and
private sector organizations have created and provide business assistance such as: training,
literature, funding, consulting, etc. However, thereislittle understanding of which types of
assistance are beneficial and when a particular type of assistance should be provided.
Categorizingtheproblemsand growth patter nsof small businessesin asystematicway should
improvetheefficiency and effectiveness of thedelivery of these support services. In addition,
small business owners would be able to assess current challenges and anticipate key
requirementsastheir business grows.

Inresponse, thisstudy empirically investigatestheclassification of women-owned small
businessesin thebusinesslife-cycle, theprioritiesand problemsthey face, and their usageand
satisfaction with assistance providers.

Haire (1959) wasamongthefirst to proposethat the development of a businessfollows
some uniform pattern. The concept of modeling business life-cycle stages is prevalent in
management literature, Churchill and Lewis(1983) and Smith, Mitchell and Summer (1985)
provide good reviews and discussion of the concept. Thisstudy utilizesafour stagelife-cycle
model (Kazanjain, 1988) that is consistent with most models found in the literature and
explicitly describes stages as linked to dominant problems, seefigure 1.

Cowan (1988) reviews and critics the concept and classification of organizational
problems. Cowan notes that there has been little integration of empirical results around
conceptually derived problem categories. Much of theresearch in problem classification has
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been conducted with executives in larger organizations, and therefore, may not be
gener alizabletowomen small businessowners. Toavoid someof thelimitationsof predefined
problem categoriesthis study will empirically derive a suitable problem classification.

Figure1: BusinessLife-cycle
Stage 1 Stage 2 Stage 3 Stage 4
Conception & Commercialization Growth Stability
Development
Resour ce Production related Sales/mar ket Profits,
acquisition start-up share growth, controls,
& technology organization growth
development issues

Industry structure may have a strong influence on the natur e and timing of problems
afirmfaces. Industriesdiffer most strongly in their fundamental strategicimplicationsalong
anumber of key dimensions, Porter (1980) providesaframework for classifyingindustriesas:
Emerging, Fragmented, Mature or Declining.

Emerging: Theindustryisnewly formed or refor med by technological innovations, shiftsin r elativecost
relationships, emergence of new consumer needs, or other economical and sociological
changes that elevate a new product or service to the level of a potentially viable business
opportunity.

Fragmented: No firm in the industry has a significant market share that can strongly influence the
industry outcome. Therearealargenumber of small and medium-sized companies, many
of them privately held. Low barriersto entry, little economies of scale and diver se mar ket
needs characterize the industry.

Mature: Theperiod of rapid industry growth hasslowed to modest gr owth causing mor e competition
for market share, greater emphasis on cost and service, overcapacity, and sophisticated
buyers. New products and applications are harder to come by and manufacturing,
marketing, distribution, and selling methods ar e often under going change.

Declining: Unit sales in the industry have declined for a period of time and are not explained by
business cycles or short-term discontinuities. Margins are shrinking and there are few
competitors.

Little research has been conducted in the classification of business-owners and their
stages of development. Therefore, an empirically developed classification system based on
experiencewill beutilized. Themajor business assistance providersin the state (Minnesota)
in which the study was conducted were identified and included for evaluation. Figure 2
illustratesthe proposed model for linking management prioritiesand problemstothegrowth
patterns of a business and to the required knowledge and/or competencies.
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Management Priorities/
Dominant Problems

Organizational Systems
Sales/Marketing
People
Production
Strategic Planning
Resolution External Relations Problems

Business Life-Cycle

Knowledge/Competencies Industry Environment

Formal Training

Seminars Mature Declining Profegsional
Networking
Print materials Rookig
Technical Assistance Conceptual & [ Commer-
Development | cialization
Seasopt dc}z
Growth Stability <
&
%
o
v Business Life-Cycle
Search
Figure2

Critical Business Knowledge and Competencies:
Diagnosing through the Business Life Cycle

METHODS

The population for this study was defined as women small business owners (50% or
greater interest in the company) operating in south eastern Minnesota. Funding resour ces
dictated the geographical boundaries of the sample. After an exhaustive search and a
preliminary study it was concluded that no comprehensive listing of women business owners
exists for the described population. Therefore, it was decided to purchase the listings of
women businessowner sfrom American Business|nfor mation, Inc. Itisrecognized thelisting
isnot the complete population, however, it doesprovidearepresentative sampleof all but the
smallest startup companies. A five page mail survey was sent to 3000 randomly selected
women businessownerson thelist. After atwoweek responsetime 297 (10% response) usable
surveyswerereturned. A follow up survey wassent to a sample (1000) of the nonrespondents
which provided an additional 195 usable surveys. Asafinal check on nonresponse a phone
survey was conducted with 25 of the nonrespondents. There was no statistically significant
difference between thefirst and second wave of mail respondentsnor the phonerespondents.
Theresults presented in thisreport are based on atotal response of 492 respondents.

The mail questionnaire was comprised of five major sections. 1) Service Provider
Evaluation, 2) Business Life-Cycle, 3) Industry Life-Cycle, 4) Problem Priorities, and 5)

Academy of Entrepreneurship Journal, Volume 1, Number 2, Fall 1996



28

Owner and BusinessProfile. Evaluationsof serviceprovidersand prioritizing problemswere
both done utilizing 7 point scales which helps facilitates the use of multivariate statistical
techniquesin the analyses.

Short scenarios wer e developed for each of the four stages of the business life-cycle.
Respondents simply checked the one that most closely matched their firm. The same self-
categorization method was also used to identify the industry stage.

Eighteen problems wer e presented and therespondentsindicated on a1to 7 scalethe
degreetowhichtheproblem wascurrently thefocusof their attention. Thefinal section of the
guestionnaire was comprised of simple fill in the blank or check the box type questions
describing themselves and their companies.

ANALYSISAND RESULTS

Thetypical respondent could bedescribed aswell educated (77% somepost high school
education), operatingasmall (fewer then 10employees, 89% ) ser vicebusiness(63%), for more
then 7 years (60% )and isa member of the chamber of commerce (54%). It isinteresting to
note that only 8 percent belong to economic development type or ganizations.

Figure3presentsthebusinesslife-cycle
stages of the respondents. 51 percent of the | oo
women owned businesses are in the

development stage while an additional 37 @ cccccccccccccccc
percent are in the commercialization stage.

The measure of business life-cycle was a self- -
categorization, indicated by selecting one of
four descriptions that most closely matched Figure 3

their business. The validity of the self-
categorization was assessed by examining
three external variables (size, age of firm,
growth) with the four different stages. Table 1 presentsthe meansfor each variable within
each stage. Asexpected, themeansof age (year s) and size(number of employees) increasewith
each stage, suggestingamovement of firmsthrough stages. Growth (1992 sales/1991 sales) was
not statistically different amongthefour stages, however, thepatter n of themeansthroughthe
stages is reasonable. These findings offer
support for the validity of the stage model. .

Industry stages are provided in figure 3%

4 and indicate that 38 percent arein mature
industries and 36 percent describe their s
industriesasfragmented. Validity of industry o a0

stages was not examined. Emeraing
In general, the respondents have not _

utilized the various business assistance _ Figure4 _

available nor do they rate the providersthey | ndusiries of Women Owned Businesses

Business Life-cycle of Women Owned Businesses
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have used as " very useful”. Only two of the thirteen providerswere used by more then ten
per cent of therespondents. Univer sitiesand technical collegeswer eused by 15and 27 per cent
of therespondentsrespectively. Of thewomen who have used the servicesonly onethird rate
the assistance at the higher end of the useful scale.

Table1: Meansof External Variablesand Stage of Life-cycle

Stage 1 Stage 2 Stage 3 Stage 4 F p
Conception | Commercialization Growth Stability
Size 1.07 1.08 1.66 1.50 22.2 .00
Ageof Firm 3.6 3.8 4.0 4.7 3.7 .01
Growth 13 .90 24 .06

Per sonal savingsand commer cial banksarethetwo dominant funding resour ces used
by thewomen businessownersin thisstudy. It isinterestingtonotethat over one-third of the
respondentseither " havenot used " or havefound commer cial banks" not useful” . Forty five
per cent of therespondentshaveutilized family or friendstofinancially assist their businesses.
Other loan and/or grant programsremain relatively unused (lessthen 4%).

Finance (44%) and marketing (15%) wer eindicated asthetwo ar easwher ethey could
useassistancemost at thecurrent time. It should berecognized thehigher mentionsof finance
are probably due the emphasis and order bias created in the questions preceding the open-
ended " assistance now" question.

Attainingprofitability or market shareisthemost frequently mentioned (43%) " maj or
issue" facing the sampled women owned small businesses. Closely related to attaining
profitability was the priority of cost control (38%). Other problemsrated as major issues
were: Product support/customer service(36% ), meeting salestar gets(27%), and establishing
thefirms position in its product/market segments (25%). Thesethreeissuesare all directly
related to attaining mar ket sharetheir number oneissue. When asked to describetheir most
serious problem currently facing their company the leading response was marketing (21%).

Firms were grouped by the stage of the business life-cycle and also by industry stage
to see if significant differences existed on the ratings of the 18 problems. The analysis
(multivariate analysis of variance) resulted in an overall significant finding for the business
life-cycle (Fs, 05, = 1.84, p<.000) suggesting ther ear esignificant differencesin problem ratings
acrossstages. Table2 presentsthemeansof the 18 problemsacr ossthefour businesslife-cycle
stages. The MANOVA resultsdid not support significant differencesacrossindustry stages
(Fs4608 = 1.07, p<.352).

Principle componentsfactor analysis with varimax rotation was performed to better
reveal the factor structure among the 18 problems. Four interpretable factors, presented in
table 3, resulted and accounted for 52 percent of the cumulative variance.
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Table 2: Key Issues by Business Life-cycle

Development Commer cialization Growth Stability
Mean Mean Mean Mean
Developing New Products/technology 221 2.27 3.03 2.20
Securing Financing 3.32 3.25 2.89 4.00
Acquiring Outside Advisor ¥Boar d 155 201 143 3.10
Product support/ customer service 4.63 4.00 450 2.50
Attracting capable personnel 4.18 4.00 5.00 4.00
Adequate facilities 311 3.27 3.57 4.60
Developing network of vendors 3.06 2.98 2.89 2.50
Production volumes to meet demand 2.64 312 3.74 1.60
Meet salestargets 4.02 3.67 4.09 4.00
Management depth & talent 3.35 3.07 4.08 3.70
Cost control 4.73 4.29 4.73 4.30
Organizational roles, policies 3.03 2.68 391 4.30
M anagement information systems 2.62 2.66 3.17 3.10
Profitability or market share 4.86 4.85 4.69 4.60
Penetrating new geogr aphical areas 3.15 3.25 3.23 4.90
Administrative redtape 345 3.20 3.68 2.80
Financial systems & controls 3.09 3.07 3.67 2.20
Establishing firms position in market 3.85 4.00 3.70

Table3
Problemsand Priorities

Rotated Principle Components Factor Analysis

Management | Marketing Information External Relations
Sales Systems

M anagement Depth/Talent 12

Cost control 71

Product support /service .69

Organizational policies & roles .58

Capable personne .50

Profitability/ Market share 75

Position in market segments 74

Salestargets .61

Penetrating new territories 57

New products 35

Redtape .76
Information System .64
Cost control .63

Outside advisor/board
Securing financial resour ces
Facilities/space
Production volume
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A one-way analysis of variance (ANOVA) was conducted on the factor scoresand the
life-cycle stages to examine different priorities among stages. Table 4 displays the results
which are significant for three of the four factors.

Table4: Factor Means Across Business Life-cycle

Development Commercialization Growth Stability
M anagement * A4 -.15 49 -.22
Marketing 10 .05 -11 .01
Information Systems* -.05 -.02 41 -.01
External Relations * -.14 A5 -.04 1.13

* Significant at p<.10

Tofacilitate examination and inter pretation of the problem factors meansacrossand
within stages, the means have been plotted in figure 5. Eighty-eight percent of the women
owned businesseswer e categorized in the commer cialization (37%) or the development stage
(51%) of the business life-cycle. It is interesting to note that the dominate factor in the
development stager elatesto management issues, however , management issuesbecomeof least
concernin the next stageof commer cialization. External relations (advise, funding, facilities,
production) dominatetheconcer nsin thecommer cialization stage after beingof least concern
in the development stage. Marketing and salesissuesremain asatop priority in both early
stages and again in thefinal stability stage.

DISCUSSION

Support wasfoundfor ther elationship between thedominateproblemsafirmfacesand
the stages of growth a firm undergoes. As a firm gains the knowledge and/or resour ces to
successfully solvethecurrent problemsit evolvesintothenext life-cyclestageand facesanother
set of dominateissues. Tofacilitatethisorganizational lear ning cycle exter nal assistance can
beprovided. By examining the plotsof dominant problem factor sacr ossstages (Figure5) the
most beneficial assistance for a given firm can be provided. Area companies could be
categorized by life-cyclestageand particular assistanceprogramstar geted at them. Tar geting
particular servicesat specificcompaniesshould improvetheefficiency and effectivenessof the
assistance. Targeting serviceswould also help toinform businessesof resour cesthat would be
directlyrelevant. Insummary, thereissupport for diagnosingthecritical businessknowledge
and competencies needed for particular businesses through the use of the businesslife-cycle
stages.

Information from this study also suggeststhat their isa general lack of awareness of
existing businessassistance and/or a confusion of wheretoturn for specifictypesof help. The
end result being - not utilizing any outside help. The small percent of women involved in
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economic development or ganizationsmay provideinsight into the heavy relianceon per sonal
savings as apposed to grants or alternative financial structuring of their businesses.

If assistant providers are to effectively reach out to women business owners a
comprehensivelisting of businesses should be developed and distributed to serviceproviders.
A newsdletter providing an easy-to-follow listing of assistanceand the stepsnecessary to obtain
the assistance should be distributed on aregular basis.

1.2 -

MKT

0.8 -

0.6 -

Mean 04

0.2 -

-0.2 -

-04
Development Commercial Growth Stability

Business Life-Cycle

Figure5: Priorities Across Growth Stages
Factor Mean Scores
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DIFFERENTIATING RESTAURANT STARTUPS:
A CONCEPTUAL FRAMEWORK

Rick Crandall, Concord College
George S. Vozikis, University of Tulsa
Donald L. Sparks, The Citadel

ABSTRACT

Entrepreneurial research all too frequently tendsto generalize conclusionsacrossabroad
number of industries. While generalities are important and necessary in research, ultimately
these conclusions need to befinetuned asthey relateto a specific industry. For example, Vesper
(1990) identifiesfivekeyingredientsfor startup ventures. But which industryishetalking about?
Ishereferring to a broad range of manufacturing enterprises or perhapsretail outlets or both?
The context of hisbook suggeststhat heis addressing the whole realm of industry in the startup
process. Continued research in this area is critical because 53 percent of all entrepreneurial
startups across all industries fail within five years (Bekey, 1988).

INTRODUCTION

Vesper's five key ingredients are important if the research uses a " shot gun" or
multi-industry wide approach. But generally it is necessary to use a "rifle" or "industry
specific" approach toadd further credibility tothismulti-industry based research. Sexton &
Smilor (1986) call for industry specificresear ch by stating, " Thedevelopment of thesestudies
should not only relateto an over all framewor k of individual entrepreneur ship but should also
betargeted toaspecificpopulation or sampleinstead of all venturefirms, all small businesses,
etc.” (p. 325). This paper attempts to answer the call for industry specific research by
developing a framework for researching startup and survival strategies in the restaurant
industry. Because of the unique variables which make the restaurant industries operate
differently from thetraditional streamsof entrepreneurial resear ch, thisindustry needsto be
studied in greater depth.

THE RESTAURANT INDUSTRY

Therestaurant industry is one of the most competitive industriesin theworld today.
It can cost a half amillion dollarsfor arestaurant just to open for business. Ownerswork 70
hoursaweek, including holidaysand weekends, and still 10 per cent of them fail. Although the
competition isfierce and the success rate for restaurantsis extremely low, restaurants keep

springing up.
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Thefastest-growing segment of ther estaur ant industryiscasual dining, wher esalesare
increasing at double-digit rates. This nomenclature includes such settings as Chili's,
Applebee's, and Outback Steakhouse, wher ethefood comeswith arelaxed atmosphere. The
concept hereis" not-so-fast food for agingboomer swhomay still craveaburger but now want
to sit down and eat it from a plate, perhapswith a glass of wine." Nina Zagat, co-publisher
of Zagat Restaurant Survey guides calls such new spots BATH restaurants -- better
alternativesto home-- in that they arepart of a national phenomenon of eateriesdesigned to
appeal tofamilieswhereboth partnerswork. Theconvenienceshoppersdon't weigh whether
tospend food dollar sat arestaurant or at asuper market. Rather, they areshoppingfor meals,
and they will goto whatever retailer providesthebest solutionstothe problem of feeding the
moder n, aver age American household. Thismeal-replacement segment, asit isnow known,
isa$70billionto $80billion market. If half that volume comesout of the super markets, their
saleswill shrink 10% (Saporito, 1995).

Therestaurant industryisextremely important tothenational economy. For example,
according to the National Restaurant Association, in 1994 the foodservice industry sales
reached some $275 billion, accounting for 4.1 per cent of Gross Domestic Product (GDP), and
isgrowing by about 4 percent annually
(National Restaurant Association, 1994). Further, morethan oneof every four retail outlets
isan eating establishment, over 9million peopleareemployedintheindustry, and employment
isexpected to reach over 12 million by 2005 (ibid.)

STARTUP AND SURVIVAL IN THE RESTAURANT

Before discussing startup/survival variablesin the restaurant industry, it would be
useful to take a step back and examine the current research on startup/survival in general.
Hofer (1987) identifiesthreeareascritical tothesurvival of anew firm: 1.industry structure,
2.venturestrategy, and 3. thebehavioral characteristicsof thefounding entrepreneur. Hofer
maintainsthat the new venturestrategy should take advantage of the current structureof the
industry as opposed to attempting to change it. Also, entrepreneurs should steer clear of
ventures in industries that offer few chances of success. For example, opening a small,
independently owned hambur ger storeon acrowded boulevard wherethehamburger " giants’
also have stores may be a suicide attempt unless the independent has some extraordinary
characteristics which gives it a distinctive advantage or it can somehow differentiate its
product.

Another important variablein thestartup processistheentrepreneur'slevel of formal
education. Thisvariableisdifferent from experiencein that it focuses on the mechanics of
entrepreneur ship such aswhat istaught in businessschools. Miller (1987) addr essesthisissue
by stating the importance of education and stressing that business schools must be more
aggressive in teaching these sKills.

Becausetherestaurant businessissuch arisky typeof business, banksarereluctant to
lend to entrepreneurs opening eateries without ironclad guarantees. Consequently, the
restaurant industry isthe largest single beneficiary of Small Business Administration loan
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guaranteesreceiving $392.9 million in 1992. The SBA guaranteed 22,459 business|oans and
1,791 restaurant loans, which was 8% of thetotal number of loansand 7% of the total loan
amount (Oleck, 1993).

Labor and materialsarethetwo biggest and most important expensesthat restaur ant
businesseshavein their budgets. Another challengefacing all typesof restaurantsisthetype
of menu they offer their customers. Thewider themenu variety, the higher thecost isfor the
restaurants.

There is one absolute constant about the restaurant business whether it be a chain
restaurant or an independent restaurant. That absolute constant istheneed to go back tothe
basics. Thebasicsin therestaurant or food service businessisknowing how to control costs.
Of coursethe necessity for them to focus on the needs of their guestsisalways present. The
fundamentalsof hospitality will alwaysbethesame: " afavorablelocation offeringconsistently
appetizing food, friendly and attentive service, and an inviting, clean decor” (Main, 1991).
Restaurants must focus their main emphasis on the customer's dining experience. If
restaurants maketheir customers happy, the profitswill take care of themselves. Thereare
three distinct dimensions to a comprehensive cost-control appraisal: product, people, and
property. Controlling food cost is the most difficult "hands-on" task in the restaurant
industry. Payroll is by far the most flexible of the operating costs and provides the most
immediate sour ce of new cash flow when effectively managed (Martin, 1911). There are
several other solutionsto cost-control: staff cuts, earlier closing hours, more haggling with
suppliers, and reduced market expenditures (Farrell, 1991)

Theinverseto cost-cutting isto expand margins by generating a larger overall gross
profit contribution by carefully merchandising certain menu items. Here, the idea is to
develop a sdlling strategy that focuses on specific menu items. those that yield a more
favor ablegrossprofit margin. Thistypeof selling strategy isdeveloped through themenu: the
size, layout, format, design, and style. All of these elements affect the customer's decision to
choose oneitem over another. Thetrick isto construct a menu that will display thoseitems
that deliver alower food cost or a higher gross profit contribution asto increasethe bottom
lineof arestaurant. Several techniquescan beused to dothis. Pricerounding, using abasic
box technique, and reviewing menu item placement orders (Main, 1991).

The implementation of any restaurant-mer chandising concept must be managed by
appropriately setting prices. In order to do this, restaurant personnel must grasp the idea
behind menu-item demand and the elasticity of that demand. That is, not only should they
know how strong the demand is for a given item, but they should have an idea of how the
demand for that item will change as the price changes (Burdett, Kelly and Kiefer, 1994).
Menu pricing should also be consider ed asa method of managing revenue, becauseincreasing
priceswithout loss of volumeisan important method of boosting profitability. Considering
the restaurant industry's high fixed costs, a one per cent improvement in price can yield as
much asa 20-per cent improvement in profits. (ibid). Another important reason restaurants
must pay particular attention to price is because customers may be focusing their main
attention on the quality food instead of the price and vice versa, and customersareready to
spend when they are dining out.
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Typical menu-pricing schemesincludeafixed markup over food cost, amarkup over
total cost, and pricing to meet a gross margin requirement. The importance of knowing
demand in setting prices determines an effective pricing strategy and how well restaurants
understand their customers' responsesto change.

For a startup to be successful, key personnel within the organization must possess
certain characteristics. Olson (1987) addresses this issue by stating that these employees
should display thefollowing characteristics. 1. asenseof roleorientation, 2. ahigh tolerance
for ambiguous, unstructured situations, 3. an ability totakethelong view, 4. an acceptance
of moderaterisk, 5. both intuitiveand analytical abilities, and 6. ahigh need for achievement.

A moregeneral approach to startup hasincluded the use of flow chartsand modelsto
describethe process. Webster (1976) designed a simple six stage startup process. Long and
Ohtani (1986) conceived a mor e detailed ten stagemodel. Perhapsthe most elaborate model
isSwayneand Tucker's(1973) fifty seven step (in threestages) " roadmap" of entrepreneurial
startup. While all of these models are useful, they are multi-industry in nature and none of
them address the specifics of therestaurant industry. In fact, research in thisareaisvastly
under-represented. For example, in Sexton and Smilor's (1986) review of the literature on
entrepreneur ship, only onestudy wasfound that exclusively dealt with ther estaurant industry.
This under-representation of the restaurant industry illustrates another reason why it is
important to construct aframewor k by which wecan begintobetter researchit. Thisindustry
isextremely important to the national economy.

A CLASSIFICATION FRAMEWORK FOR STARTUP AND SURVIVAL

Dukas (1973) and Kahrl (1973) offer classic textbook approachesto operating in this
industry. These sourcesare good at identifying key variablesin the restaurant industry but
they donot differentiateto any great degreethedifferent typesof establishmentsthat operate
in thisfield.

Asdiscussed earlier, restaurants play an important rolein our economy. Whilethere
are about 30,000 super markets and 93,000 convenience stores today, there are over 400,000
restaurants, ranging from fast food tofinedining. Thisrangeof restaurantsmakesit difficult
to classify for research purposes. There are several ways of classifying foodservice
establishments within the restaurant industry, and this distinction should be made when
conducting meaningful research. The approach used hereisto distinguish the operation in
termsof degreeof serviceand quality of food. Thedegreeof servicecan rangefrom awalk-up
counter, (e.g., MacDonalds) to an elabor ate sit-down servicerestaurant with amaitred' and
wine steward. The quality of the food refers to the degree of preparation needed to
"manufacture’ themenu item fromitspositioninthekitchentoitsappearancein front of the
customer. It can includefreshness, quality of ingredientsand presentation and also refersto
the relative cost of the item compared to other menu items. For example, a hamburger is
considered lower in quality than a L ondon Broil becausethe skill needed to preparethelatter
ismorelabor intensive. Also, the cost of aflank steak (from which a London Broil is made)
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ishigher than the cost of ground beef used in a hamburger. Quality, asused in thisexample
does not mean that one product isinferior to another.

Thepaper classifiesrestaurantsintofour groupsbased on thecriterion discussed above.
Figure 1illustrates this classification by showing that fast food restaurants (also known as
quick service restaurants) will appear in the lower left quadrant.

Figure1: A Classification of Restaurant Types
High Fine Dining
Theme/
Family
Degree of service Cafeteria
Fast Food
Low Quality of Food High

These restaurants can be national or regional chains, or locally owned operations.
These establishments provide a minimum amount of customer serviceand alow quality (not
necessarily inferior) product. Operationsin this category include Wendy's and Hardee's.
Cafeteriasaredifferentiated next becauseof theincreased amount of customer serviceoffered
and a higher quality menu. TheseestablishmentsincludeMorrison'sand Picadilly. Thenext
category istheme/family (sometimes called casual dining) and contains a large number of sit
down establishmentswith varioustypesof food themes. Themorefamiliar family operations
includePo Folksand IHOP. Themerestaurantstend tofocusmor e on unusual decor and tend
toattract ayounger clientele. Some of these establishmentsinclude Bennigan'sand Hastings
Place. Thefinal category, fine dining, contains restaurants that offer the ultimate in high
quality food and extensive service. This category generally includes locally owned and
oper ated restaurants and not chains.

Obvioudly, thiscategorization isnot all conclusivebut it doesserveassuitable starting
point for the analysis of startup and survival variables in the restaurant industry. These
variablesare: location, management style, cost control, creativity and innovation, and capital
requirements.

Intherestaurant industry --asin all others-- it ispossibleto havetheright product, but
tobein thewronglocation. Kahrl (1973) liststhirty threeitemswhich need to be considered
before selecting alocation. Some of theseinclude: population density, potential for growth,
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direction of street traffic, speed limit, access, investment cost, and competition. Even locating
in the right metropolitan area should be a consideration for future operators (Birch, 1988).
Out of thefour classification of restaurants, location isprobably most important for the fast
food operator. Theserestaurantsmust be easily visible and accessible for quick entry by the
customer. An establishment which is on the wrong side of the street and does not take
advantageof trafficflow could bedoomed for failureunlesstheunitisawell established chain.
Accordingto Tannenbaum, (1995) restaur ant companies have begun to promotetwo or three
themessothat consumerswill still choose one of their restaurants. For example, Apple South
owns the popular Applebee's and Tomato Rumba's, often in close proximity to each other.
Generally thecustomer doesn't know that they areowned by thesamefranchiser,asmarketers
rarely advertisethelinkages. Location isstill acritical factor for cafeteria stylerestaurants,
but probably not to the extent of fast food establishments. Because cafeterias are fewer in
number, regular cafeteria patronsdo not requirethe quick accessthat fast food patronsdo.
Themain problem for theme/family stylerestaurantsisthat primelocationsareharder tofind
(Del uca, 1989). Asaresult, someof theserestaurantssuch asGarfield'sand TGI Friday'sare
working out arrangements to locate in hotels. This arrangement is especially attractive
becauseof thelower startup costsinvolved. Relativetotheother threeclassifications, location
isprobably theleast important tofinedining operators. Thistypeof clienteleisusually willing
to drive the distance as part of the " dining experience." There are examples of favorite
restaurantswhich arelocated in the" middle of nowhere," yet areno lessappealing because
of the commute.

Hands-on management typically refer stothedegreethat themanager isinvolvedinthe
day-to-day operations of the establishment. Restaurantsare unique because, they requirea
mor e hands-on manager than in many other industries. Thereason isthat the functions of
production and consumption of the product are carried out under oneroof. Thisisrarein
most other industriesand asaresult, greater levelsof hierarchy areallowed which meansthe
general manager does not have to get as involved in the production process. But in a
restaurant, therearefew levelsof hierar chy which meansthe manager must beinvolved in all
phases of the operation. Cole (1988) addresses thisissue by citing a manager who admitted
thereason hisrestaurant concept failed when expanding to multiplelocationswasbecause he
did not stay involved in the day-to-day activities of the business.

Fast Food, Cafeteria, and Theme/Family Restaur antsusehands-on manager swhoare
actively involved in the production process. Many of theserestaurantsarerun by chainsand,
asaresult, havebuilt-in controlswritten within their standard oper ating procedur es (SOPS).
Thishastheeffect of lettingunit manager sdelegatemuch of thecontr ol to assistant manager s.
Relativeto the other three categories, fine dining establishmentsrequire the most aggressive
hands-on management policies, becausetheserestaurantsare usually not part of achain, but
operate as independents. SOPs are less utilized and the managers are also frequently the
owners. With more of a financial stake in the restaurant, these manager/owners are less
willing to delegate responsibility at the risk of losing control of the operation.

Cost Control isclosely related to hands-on management sincethemanager whoismore
activein the production processis consequently moreinvolved in cost control. Cost control
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iscritical tothesuccessof fast food oper ator ssincetheir revenuesar ebased on smaller average
checks compared to the other three categories of restaurants. Strict portion control and
minimum wagelabor havebeen traditional routesthisphaseof theindustry hastaken tobuild
up profit margins. Cost control isstill important for cafeterias, but to alesser extent because
of the higher average checks which are obtained relative to fast food operators. Those
establishments which serveliquor have an added boost to profit marginsand asaresult, are
not as dependent on controls (although controls are still necessary). Also, higher average
checksonfood itemsusually allow thesetypesof restaurantsto servelarger portionsthan their
fast food and cafeteriacounter parts. FineDiningrestaur antshavetheadvantage of obtaining
thehighest averagecheck intheindustry but still must practicestrict portion control because
of their independent status. L arge chains have cash reserves to fall back on, but the fine
dining independent is up against a fickle market and few cash reserves. Lindsey (1985)
discusses several such operators including Wolfgang Puck, owner and chef at Spago's in
Hollywood, California. Chef Puck exer cisesstrict cost control in thear ea of purchasing, often
buying directly from local farmers as opposed to established produce houses, which carry a
higher mark up.

Theentrepreneurial processhasbeen described ashaving two phases, consisting of an
invention phaseand aninnovation phase(Olson, 1985). Theinvention phaseinvolvescreating
new ideas. Innovation involvestaking those ideas and developing them into a useable form
in the marketplace. Therestaurant industry requiresa high degree of creativity because of
thechangingtastesof consumers; therefore, thisvariableisconsider ed an important factor in
the survival of thefirm. Innovation isalso important because at some point successful ideas
needtobetrangated intobottom lineprofits. Creativeideasarenot asnumerousin Fast Food
restaurants, but high cost of resear ch and development (innovation) requiresthat thoseideas
which aregenerated bereadily profitable. Cafeteria establishmentsallow a greater degr ee of
creativity in menu planning and merchandising. Becausethereislessemphasison alimited
menu, innovation need not be stifled if an item is not successful because the manager can
simply eliminate it from the menu. Creativity is probably more stressed in Theme/Family
restaurants since food items usually revolve around flexibility menus and daily specials.
Innovation isimportant, but not as time consuming as fast food since R & D usually takes
placein aregular restaurant kitchen asopposed to a food laboratory kitchen like those used
in thefast food industry. FineDiningrestaurantsarethemost creative of thefour relativeto
the other three groups. Daily specials and the whim of the chef often dictate what itemswill
befeatured on themenu. At thesametime, innovation barriersarelow sincethechef usually
possesses the skillsto both create and innovate at the same time.

Vesper (1990) citessever al exampleswher ethelack of initial capitalization contributed
to thefailure of thefirm. Thissamethreat hangs over restaurant operators.

Fast Food, Cafeteriaand Theme/Family establishmentstypically requirehigh start-up costs,
and thusrequirelargeamountsof initial capital because of theamount of space, building, and
equipment needed to construct the restaurant. For example, cafeteriasespecially need avast
amount of dining area because of the steady flow of customers exiting the serving line. Fine
Diningrestaurantshaveopened in hotels(which permitsleasing), old houses, and existing sites
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of closed down businesses. A vast dining areaisnot asimportant since service and a higher
averagecheck areemphasized. Asaresult, capital requirementscan bemuch lower compar ed
to the previous three categories.

Figure 2 summarizes this discussion. On the matrix, the high, medium, and low
classifications arerelative. However, within each variable a ranking of importanceis given
relativetotheother four restaur ant classifications. For example, thisdiscussion hasidentified
location asan important startup and survival variablefor therestaurant industry. However,
amongthefour typesof restaur ants, location isthemost important for fast food establishments
(ahigh ranking) and least important for fine dining operations (a low ranking).

The matrix has also grouped startup and survival variables together as opposed to
distinguishing between thetwo becausestartup isbasically meaninglessunlesssurvival follows.
Noreputablerestaurant operator would concentrate exclusively on startup variableswithout
alsoconsideringtheimportanceof thesurvival variables. Inthismatrix, thestartup variables
could be considered aslocation and capital requirementswhile the survival variables could
consist of hands-on management, cost control, creativity, and innovation. However, these
variables should not be considered as mutually exclusive but rather asinterdependent. For
example, the best location in the world along with high capitalization will not insure a
successful restaurant if cost controls and innovation are not up to par.

A Framework of Startup and Sur\I/:il\(};;I"\ssriablmin the Restaurant Industry
Fast Food Cafeteria Theme/ Family Fine Dining
L ocation High Medium Low Low
Hands-on M anagement Medium Medium Medium High
Cost Control Required High Medium Low High
Creativity Required Low Medium Medium High
Innovation Barriers High Low Medium Low
Capital Requirements High High High Medium

Thesignificanceof thismatrixisthat it further definestheimportanceof each variable
relative to the type of restaurant that isbeing considered for startup. For example, the fast
food operator who seeksto enter and survive should put agreater emphasison location, cost
control, R & D, and capital requirements. On the other hand, the entrepreneur who wishes
to specializein afinedining establishment should focus on hands-on management, cr eativity,
and cost controls. Cafeteria and theme/ family operators need to concentrate on all the
variablesto a certain degree, but they especially need to have the high capital requirements
needed to maketheir types of restaurants successful.
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CONCLUSION

Thispaper hasattempted to provide aframework from which futur e entrepreneurial
resear ch can belaunched in the area of restaurant startup and survival. The purpose of this
model isto distinguish which variables are important for each type of restaurant category.
Other variableswill need tobeadded or deleted for each specificrestaurant classification. The
model is conceptual so that empirical testingisneeded to deter mineif indeed these variables
aresignificant. Up tothispoint, entrepreneurial research hasnot sufficiently addressed this
issuein therestaurant industry.
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RECESSION AND EXPANSION PERIODS
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ABSTRACT

During the recession in 1991 New England small business owners were surveyed to
determine which of 42 factors encourage entrepreneurial start-up and existing firm expansion,
and how satisfied they werewith thesefactors. Threeyearslater during the expansion of 1994 the
same group was surveyed to determine if there were significant differences (p < .05) in their
responses during these two phases of the business cycle. Of the 42 factors, 3 (or 7%) changed in
importance and 16 (or 38%) changed in level of satisfaction with the factors. Overall,
entrepreneurs are more satisfied with thesefactors during expansion, however, they rated 39 (or
93%) of the factors higher in importance than level of satisfaction with the factor (p < .05) in
1994. The significant factors are presented and public policy implications are discussed.

INTRODUCTION

Small businessstart-upscreated thegroundwor k for theM assachusettsmiracleand the
New England turnaround in the 1980s. It wasthe willingness of small businessesto form and
expand that kept the economy strong (Lamp, 1988). Birch (1987) found that the keysto job
creation areentrepreneurial firms. Economiesthat providetheproper environment for start-
ups, and existing firmsto expand, grow and flourish whereas those that fail to provide such
an environment languish. Porter (1991) contended that the economic imperativeisthe need
to create vast numbers of jobs. With large businesses downsizing, rightsizing, and re-
engineering, many peoplearelookingtosmall businessasameansof economicexpansion. Dun
& Bradstreet (1994a) predicted that 3.1 million new jobswould be created in 1994 with 72.4
per cent comingfrom firmswith fewer than 100 employees. I n contr ast, companieswith at |east
25,000 employees will have a net drop in employment. New small firms with fewer than 20
employees have been recognized asthe nation’sjob creatorsand creators of new marketsfor
lar ge firms (Phillips, 1993).

Duringthelast two quartersof 1990 and thefirst quarter of 1991 theUnited Stateswas
in aperiod of recession. At about the sametime, the M assachusetts miracle crashed to a halt.
Between January 1989 and February 1991, the Massachusetts employment rate fell by 7.6
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percent. Overall, the statelost roughly 300,000 jobs making thisthe wor st recession sincethe
Great Depression (Stein, 1991). Unemployment in the Commonwealth reached 9.7 percent in
March 1991, the highest level since 1982. Businessfailuresmorethan tripled during 1990. The
overall increasein failureratesoutpaced the nation in every major sector (Porter, 1991). To
make matter swor se, between 1988 and 1989 and 1989 and 1990, new businessincor por ations
declined by 14 and 11 percent, the third highest in the nation (U.S. Small Business
Administration, 1990).

AccordingtoDun & Bradstreet (1994b), businessfailuresfell 19.9 percent in thefirst-
half of 1994 r eflecting awidespread recovery for business. Failuresdeclined in all ninecensus
regions, withtheNew England statesreportingthegreatest decr ease. Accordingto an editorial
in the Boston Globe (1994), things have changed in M assachusetts. The unemployment rate
has dropped by nearly a third and employment is finally back on the rise. The
commonwealth’s business confidenceindex, as measured quarterly by Associated | ndustries
of Massachusetts, isat a five-year high.

PURPOSE

Theresearchers' purposein conductingthisstudy wastoidentify thefactor sconsidered
to be of major importancein the encour agement of new businessformation and existing firm
expansion, and to compare differences from recesson and expansion periods. The
identification of these factors and differences will help public policy makers enhance the
potential for economic expansion through job growth. Thestudy wasdesigned to answer four
guestions:

1 What factorsdo small business ownersconsider to bemost important in encour aging new business
start-ups and existing firm expansion?

2. What isthe level of satisfaction of small business ownerswith these important factors?

3. Is there a significant difference between the importance of these factors and business owners
satisfaction with them?

4. Is there a difference between small business owners responses during the recession and their
responses during the expansion period.

SELECTED LITERATURE REVIEW

Toconservespace, only thefour most relevant studiesrelatingtothefir st threeresear ch
guestions are discussed. In addition, four other less relevant studies are presented in a
summary list of factorsin Table 1. Matz (1979) prepared a report for the Joint Economic
Committee of Congress entitled " Central City Businesses - Plans and Problems,” that
examined what differ entiateseconomically successful citiesfrom depressed cities, what inner -
city businessesrequireto become and remain healthy, and what deter minesthe quality of a
city's business environment. Matz suggested that the perceived business climate of a city
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closely parallelsthe per ceived quality-of-lifein that city. Matz found tax r ates, business costs,
and labor factor sin gener al werenot viewed asimpor tant asthequality-of-lifechar acteristics.
Matz concluded that improving the quality-of lifein citieswhereit ispoor, and maintaining
it whereitisgood, can havean important impact on thedecisionsof firmstorelocate, alter the
size of their work force, and reduce or expand their operations.

Birch (1987) wrotethat capital availability and economicfactor saregenerally only part
of the picture, and that quality-of-life considerations are at least as important as economic
factorsin deter mining placesbusinesswill choose. Birch recommended improving buildings,
roads, harbors, and schools as well as capital marketsto foster business growth.

Reynolds(1989) published theresultsof atwo-statesur vey of new firmsin Pennsylvania
and Minnesota. Reynolds concluded that the most important and effective contributions
government can make are the most basic features of government: quality educational
programs at all levels, provision of a reliable infrastructure (roads, utilities, and
transportation), and an efficient and responsive gover nment helping new firms with timely
appropriate decisions.

Porter (1991) conducted a study, " The Competitive Advantage of M assachusetts' for
the M assachusetts Secretary of State. The purpose wasto provide business and gover nment
leader swith an obj ective assessment of past economic performance, the current competitive
position of the state'sindustries, and thelong-term futur e prospects for the economy. Porter
contended that whilebusinessfor mation was successful, government at all levelsmust look for
mor ewaysto encourageit. Stepsneeded to betaken to shorten the duration of the downturn
and to create an environment that allowed the creation of a more prosperous economy.

Based ontheearlier review of theliterature: quality-of-life, availability of highly-skilled
workers, and government attitude toward business were listed as important factors. The
follow-up review of the literature continues to support these same factors. According to
Sahlman (1993) there is a need for capital, effective government at all levels with more
consistency and standar dization among regulationsat thethreelevels, and lower health-care
cost. Stein (1994 a & b) reported that costs, especially for health care, are too high,
environmental regulation istoo burdensome, and effortsto attract and retain business are
lackadaisical. Accordingtothe Corporation for Enter prise Development (1993), which rates
each state for start-up attractiveness, there are six important factors. state economic
per formance, business vitality, development capacity, small-business culture, state business
assistance environment, and balanced/fair tax and fiscal system. M assachusetts was ranked
the22nd state based on these six factors. Gendron (1995) reported resultsof asurvey of CEOs
who suggested waysin which the M assachusettsstate gover nment could improvethe business
climate. The most frequent responses included: provide incentives for business expansion,
reduce taxes (business and/or personal), improve the educational system, reduce regulation,
improve/expand thetransportation system. For acomparison of eight studieswhich identified
if each of 42 factors does encour age start-up and existing firm expansion see Table 1.
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Table 1: List of Factors Encouraging Start-up and Existing Firm Expansion

Authors

Factors

Matz

Birch

Johnson

Reynolds | Porter

Atkinson

Jacoby

Capital
Availability of capital
Cost of Capital

Taxes

Local Property Tax

Personal tax rate

Corporate tax rate

Availability of investment tax credit
Salestax rate on equipment and materials
Capital Gainstax

X X X X

x

Quiality of Life

Quiality of public schools
Crimelevel

Cultural attractions
Adegquacy of public services
Adegquacy of infrastructure
Adequacy of public facilities
Housing cost

Physical attractiveness (area)

X X X X X X X X

X X X X X X X X

X X X X X X X X

X X X X X X

X X X X X X X X

Labor:

Availability of high skilled workers
Availability of semi-skilled workers
Availability of low-skilled workers

Cost of high skilled workers

Cost of semi-skilled workers

Cost of low-skilled workers

Cost of worker’s compensation insurance

X %

x

x

x

X X X X

x

State and L ocal Government:
Education and training opportunities
Attitude toward business

Zoning and land use

Permitsand licensing

Consistency in policies

Spending on education

Regulations

Dispute to resolution

Business assistance programs

x

X X X X X X X X X

Market:

Demand for product/services

Accessto customers

Accessto suppliers

Access to Resear ch and Development facilities

X X X X

Operating Costs:

Transportation

Energy costs and reliability

Property costs

Rental costs

Health insurance costs

Cost and quality of telecommunications systems

X

X X X X

X X X X X
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METHODOLOGY

Thiswasamail survey resear ch design using aquasi-experimental longitudinal design.
The 42 factors that encourage business start-up and existing firm expansion were used to
answer the four research questions. In 1991, a period of recession, 220 questionnaires were
received from New England small businessowner sratingthesefactor sthat encour agebusiness
start-upsand existing firm expansion and how satisfied the owner swerewith each factor. In
1994, aperiod of expansion, the same small businessowners, minusthosethat failed, werere-
surveyed to identify changesin theimportance of these 42 factor s, and their satisfaction with
each factor. 1n 1994, 135 usable surveyswerereturned. Theresponsesof 1991 wer e compar ed
to the 1994 responses to deter mine significant differences (p < .05).

Because there are so many more small businesses than large businesses, and the
maj ority of new jobs come from small businesses, the survey waslimited to small businesses.
For thepurpose of thisstudy, a small businesswasdefined asonethat isindependently owned
and operated, not dominant in its industry, and employs fewer than 500 workers. This
definition isadopted from the Small Business Act (SBA) of 1953 and the SBA's employment
sizeclassifications. The member ship list of the Smaller Business Association of New England
(SBANE) wassdlected for use. The SBANE member ship list used included 1,204 firmsin 1991.
In 1991, 220 questionnaireswerer eturned for aresponserateof about 19%.1n 1994, thesame
guestionnairewas mailed to the same 1,204 businesses. However, 316 werereturned, and the
assumption wasmadethat about 26% of thefirmswent out of businessduringthisthreeyear
period. Of the 888 remaining businessowners, 145 retur ned surveysfor a 16% responserate.
However, ten were not completely filled out and not used for statistical comparisons.

The characteristics of the sample were compared to the population to ensurereliable
and valid representation. Using the Chi-squar e test, there were no significant differences (p
< .05) between the SIC industry population classification and the sample. In other words, all
industriesarerepresented by about the same per centagein thesampleasthe population. The
1994 sample and the 1991 samplewer e compar ed using the Chi-squar etest to ensurethat the
industry representation and size of businesswerenot significantly different (p <.05) over the
twotimeperiods; therewerenosignificant differ ences. Theaver ageper centageof respondents
(1991 and 1994) from each SIC industry classification were: 2% construction, 23%
manufacturing, 1% transportation/communication/utility, 14% retail and wholetrade, 49%
services, 11% financial/insurance/real estate. The size of the businesses are measured by
number of employees. Inthesample (aver age 1991 and 1994) 59% of the businessesemployed
0-19workers, 30% employed 20-99wor ker s, and 11% employed 100-499wor ker s. About 50%
of thesmall businessesin New England ar ein M assachusetts. Although the survey wasmailed
to the Smaller Business Association of New England, over 90% of its members are from
M assachusetts.

Each survey question was measured using a seven point Likert scale. To answer
guestion 1: How important is each factor in encouraging business start-up and expansion?
small business owners simply circled the number 1-7 for all 42 factorslisted in Table 1. The
ordinal measurement rangewas 1 not important to 7 very important. To answer question 2:
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How satisfied are you with each factor ? the small business owner simply circled the number
1-7 for all 42 factorsin the column to theright of question 1. The measurement range was 1
dissatisfied to 7 satisfied. Sever al spaceswer eprovided sothat factorsnot listed but consider ed
important could be added. Other questions sought information about the current business
environment, future plans, and demogr aphic infor mation.

Tocomparethelevel of importancetothelevel of satisfaction for each of the42factors
(research question 3) for the 1994 r espondents, the Wilcoxon matched-pair ssigned-rankstest
wasused. TheMann-Whitney U independent groupstest wasused to deter mineif therewas
a significant change (p < .05) in importance or in satisfaction for each of the 42 factors
(research question 4) from 1991 to 1994.

RESULTSAND DISCUSSION

Toanswer research question 1 (What factorsdo small business owners consider to be
most important in encour aging new businessstar tupsand existing firm expansion?) descriptive
statistics for all factors were calculated. See Table 2-for a rank order of factors ranked by
meansfor 1991 and 1994. Notethat property cost and accessto supplier sdropped from thetop
ten listing from 1991 to 1994. These were replaced by the crime level, cost and quality of
telecommunications, and consistency in policy.

Thefindingsarelogical because asrevenuesincrease during expansion periods funds
becomeavailablefor property which may becloser tosuppliers. Asrevenuesincr easethesmall
business owner has more to lose, and therefore, is more concerned about crime. Cost and
guality of telecommunicationscontinuestoincreasein importance. Businessplanningiseasier
and morereliable when gover nment policies are consistent.

For the answer to research question 2 (What is the level of satisfaction with these
important factor s?), descriptivestatisticsfor all factor swerecalculated. SeeTable3for arank
order of factorssmall businessowner sweremost dissatisfied with in 1991 and 1994. Notethat
availability of capital, attitude towar ds business, and housing costs dropped from the top 8
from 1991 to 1994. These three werereplaced with the corporate tax rate and consistency in
policy.

Thefindingsarelogical becauseasrevenuesincrease during expansion periodscapital
becomes mor e readily available and housing costs are easier to finance when the businessis
doing well, and attitude towar ds business tends to be more positive when times are good.
During expansion periods, businesses tend to make larger profits making tax an important
issue, and consistency in government policy makes planning for growth easier and more
reliable.

Toanswer research question 3 (Aretheresignificant differences[p < .05] between how
important thefactor sarecompar ed with how satisfied thesmall businessowner sarewith each
factor ?), the Wilcoxon matched-pair s signed-rankstest was calculated. Of the 42 factors, 39
(or 93%) wererated significantly higher in importance than in level of satisfaction in 1994
compared to 40 (or 95%) in 1991. In 1991, cultural attractionsand availability of low-skilled
workers were not significant. The three non-significant factors in 1994 were: cultural
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attractions, availability of low-skilled wor ker s, and accesstor esear ch & development facilities.
Therefore, only accesstoresear ch & development facilitiesisanew findingin 1994. Duetothe
large number of significant differences, only thetop 10 discrepanciesare presented in Table
4. See Table 4 for a listing of the top 10 largest discrepancies between importance of and
satisfaction with each factor. Notethat availability of capital and demand for product/service
dropped from thetop 10list, and that per sonal taxes and housing costswer e added to thetop
10 from 1991 to 1994.

Theabovefindingsarelogical becauseaseconomicactivity increasesduringexpansion
periods, capital is more readily available and demand for products and services increases.
Per sonal taxesbecomemor eimportant tothe small businessowner asprofitsincreaseduring
expansion periods. Housing cost may go up during an expansion period, but thiscost may be
offset by increased business profits.

To answer research question 4 (Isthere a difference [p < .05] between small business
owner sresponsesduringtherecession and their responsesduring the expansion period?), the
Mann-Whitney U test wasused. Question 4 hastwo parts. A.importanceof and B. satisfaction
with each of the 42 factors. See Table 5 for a listing of the 42 variables, and the significant
difference (p < .05) in importance and satisfaction between 1991 and 1994.

Toanswer part A of question 4 (Which factorsareimportant?), only 3 of the42factors
(or 7%) changed significantly from therecession period totheexpansion period: Thepersonal
tax rate, the crime level, and cost and quality of telecommunications systems. All three
increased in level of importance. This seems logical because as profits increase during
expansion periodssmall business owner s become mor e concer ned about taxesand protecting
assets. Cost and quality of telecommunicationsincreasein importance asthe global economy
continues to expand.

Toanswer part B of question 4 (How satisfied are you with each factor ?), 16 of the 42
factors (or 38%) changed significantly (p < .05) from the recession period to the expansion
period. Of the 16 changes, 15 increased in level of satisfaction, and one decreased in level of
satisfaction. Thel5factor sthat increased in satisfaction level included: availability of capital,
cost of capital, availability of investment tax credit, quality of public schools, crime level,
adequacy of infrastructure, housing cost, cost of semi-skilled workers, cost of low-skilled
workers, cost of worker’s compensation insurance, attitude towar ds business, spending on
education, business assistance programs, demand for product/service, and health insurance
costs. The singlefactor that decreased in satisfaction level wasquality of cultural attractions.

PUBLIC POLICY IMPLICATIONS

Governmentsareoften not surewhether tointervenetohelp companies, and if they do,
governments are not clear what the best ways are (McGahey, 1990). According to Gittell
(1990), public policy can takeat least two contrasting appr oachesto business: Takeno action
thereby allowing firmsto solve their own problems or become a business failure, or take an
activeroleand intervenetohelp solvebusinessproblems. Theresultsof thesurvey suggest that
there could be benefitsfrom public policy intervention. When making public policy changes,
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the priorities should come from the ranking of important factors (Table 2), the ranking of
satisfaction level with thefactors(Table 3), thedifference between thefactor smost important
in encouraging business start-ups and existing firm expansion and business owner’s level of
dissatisfaction with these factors (Table 4), and differ ences between periods of recession and
expansion (Table5).

Theimportanceof thefactor sthat encouragestart-up and existingfirm expansion, and
thelevel of satisfaction, changeover thebusinesscycler ecession and expansion periods. During
this three-year period of time between surveys, 316 firms (26%) went out of business.
Therefore, public policy maker sshould beawar e of theneed to providesmall businessowner s
with additional and differ ent typesof support duringrecession periodstohelp small businesses
continue to oper ate until the next expansion.

Theneed for capital duringrecessionswasranked 4th in differ encebetween importance
and satisfaction (Table4),. However, during theexpansion period, it dropped from thetop ten
list of discrepanciesbetween importanceand satisfaction. Animportant implication for public
policy makersistomakecapital availableto small businessowner sduring periodsof recession
a high priority and less of a priority during expansion periods. The Small Business
Administration (SBA) is doing the opposite. During the recession the SBA was not making
many loans, but in 1995 during the expansion the SBA placed making loans a top priority.
Public policieswerein contradiction. At the same time the SBA was making loans available
tostimulatetheeconomy, theFeder al Reservewasraisinginter est ratesto slow down economic
growth. During periods of expansion, the emphasis should change away from making loans
and toward further development of the infrastructure and other factorslisted.

Based on prior publicpolicy, small businessowner sshould not per sonally spend money
ear ned during expansionswithout keeping somer eservesfor arecession or expand thebusiness
too quickly during expansions to the point of having insufficient funding during the next
recession period when capital is more difficult to obtain. The small business owner should
refine systems and watch costs at all times keeping fixed cost down to allow mor e flexibility
during recessions.

Per sonal taxesalso changed in discr epancy between importanceand satisfaction during
recession and expansion periods (Table 4). Personal tax did not make thetop ten during the
recession period, but wasranked third during the expansion. From the political per spective,
the best timeto cut taxesmay be during expansions. However, at thistime a cut in taxes may
not be needed to stimulate the economy. The best timeto cut taxesisduring therecession to
increase consumer demand and stimulate sales. Thisisillustrated (Table 2) with demand for
product/service ranked first in importance during the recession and second during the
expansion. Theneed for salesisalwaysaconcern, but moresoduringarecession. Onceagain,
thepublicpolicy maker swerein contradiction. Congr esswasconsideringatax cut tostimulate
the economy during the expansion of 1995 while the Feder al Reserve wasincreasing inter est
ratesto slow down the economy.

Overall, business owners are mor e satisfied with these 42 factors during expansion
periodsthan recession periods. However, when comparingimportancetosatisfaction, thelevel
of satisfaction with each factor israted significantly lower (p < .05) than importance during
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both stages of the business cycle. Of major concern (Table4) during both periodsisthe costs
of health insurance and worker’s compensation. The present health insurance benefit gives
every businessatangiblereason toreducethenumber of employees. AsGarrity (1990) stated,
wor ker’scompensation and unemployment systemsaredisgracefully administered. If public
policy maker sareconcerned about creating future economic growth they need tolistentothe
needs of small business ownerswho ar e the sour ce of new jobsand economic expansion. New
small firmshavebeen recognized asthenation’sjob creator sand creator sof new marketsfor
largefirms(Phillips, 1993). Alsoimportant duringboth stagesof thebusinesscycleare: crime,
the attitude towards business, consistency in policy, regulation, and taxes. The crime rate
directly affectsbusiness perfor mance. Many potential customer swill not transact businessin
high crimear eas, and many businesseswho cannot stay open at night lose sales. Public polices
that reduce crime are beneficial. As Garrity (1990) describes, government attitude towards
business at best tolerates entrepreneurial virtues for the tax revenues they provide, and at
wor st is anti-business. People need to be educated to realize that businessis not the bad guy
or the enemy. Without businessthere are nojobsin the private sector to pay for the jobs of
the people who work in the public sector. When public policy makers give help to small
businesses they also help employees and consumers. Consistency in policy is also needed for
stability. In sportsrule makers do not continually confuse the player by changing the rules
dramatically, nor should public policy makers. It would be helpful to businessif gover nment
at all levelshad consistent long-ter m strategic policiesto promotebusinesses' ability tocompete
and adapt in a global marketplace. Regulations are oppressive to small business (Garrity,
1990). Regulation discourages small business owners who often fedl asthough they work for
the government with all the formsthey havetofill out. Fewer and better regulationscan help
stimulate business. It istempting to shift the burden of payment for the large budget deficit
tobusinessthrough taxes. However, ashistory hasshown, businesstend to passthecost along
to consumer s with negative overall inflationary results.

Public policy intervention addressing these issues of small business owners that
coor dinateactivitiesbetween differ ent levelsof gover nment and public, nonpr ofit, and private
sectorscan result in an increased quality of lifefor all.
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Tables2and 3

Descriptive Statistics: Rank Order of Factors by Importance

Factor Mean Median Mode
Most Important Factorsin 1991

Demand for product/service 6.18 7.00 7.00
Health insurance cost 6.17 6.00 7.00
Attitude towards business 6.01 6.00 7.00
Accessto customers 5.97 6.00 7.00
Availability of capital 5.96 6.00 7.00
Cost of worker's compensation 5.84 6.00 7.00
Availability of high-skilled workers 571 6.00 6.00
Quality of public schools 5.66 6.00 7.00
Property cost 5.50 6.00 6.00
Accessto suppliers 5.49 6.00 6.00
Most Important Factorsin 1994

Health insurance cost 6.22 7.00 7.00
Demand for product/service 6.02 7.00 7.00
Accessto customers 5.98 6.00 7.00
Attitude towards business 591 6.00 7.00
Cost of worker's compensation 5.90 6.00 7.00
Crimeleve 5.88 6.00 6.00
Availability of capital 5.80 6.00 7.00
Quality of public schools 5.79 6.00 7.00
Cost and quality of telecommunications 5.70 6.00 7.00
Availability of high-skilled workers 5.64 6.00 6.00
Consistency in policy 5.64 6.00 7.00

Descriptive Statistics: Rank Order of Factors by Level of Satisfaction with Factor
Factors L east Satisfied With in 1991

Health insurance costs 2.08 2.00 1.00
Cost of worker's compensation 221 2.00 1.00
Availability of capital 2.83 3.00 3.00
Capital gainstax 2.87 3.00 4.00
Regulations 2.99 3.00 4.00
Per sonal tax rate 3.00 3.00 4.00
Attitude towar ds business 3.01 3.00 2.00
Housing costs 3.02 3.00 3.00
Factors L east Satisfied With in 1994

Cost of worker's compensation 2.73 3.00 1.00
Health insurance costs 274 3.00 2.00
Regulations 3.04 3.00 4.00
Personal tax rate 3.14 3.00 4.00
Capital gainstax 3.20 3.00 4.00
Corporatetax rate 3.22 3.00 4.00

3.24 4.00

Consistency in policy
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Table 4: Differences Between Factor Importance and Satisfaction Levels

1991 Factors 4 M ean* Mean** Ties***
(Number of Cases = 220) -Ranks/ +Rankg/

# of cases # of cases
Health insurance costs -12.3 103/202 22/2 /16
Cost of worker's compensation -121 104/197 34/6 117
Attitude towards business -11.8 98/186 2715 129
Availability of capital -11.7 102/191 53/8 /21
Demand for product/service -11.5 91/175 17/3 142
Crimelevel -11.3 93/173 30/7 140
Consistency in policy -11.2 87/168 24/3 149
Regulations -11.2 91/172 41/6 142
Corporatetax rate -111 90/171 51/6 /43
Property costs -11.0 90/170 53/6 144
1994 Factors 4 M ean* Mean** Ties***
(Number of Cases= 135) -Ranks/ +Rankg/

# of cases # of cases
Health insurance costs -9.58 62/122 0/0 /13
Cost of worker's compensation -9.15 61/111 15/6 /18
Personal taxes -9.01 60/108 15/6 /21
Crimelevel -8.87 58/110 35/4 /21
Attitude towards business -8.74 53/102 17/2 /31
Consistency in policy -8.55 52/99 22/3 /33
Property cost -8.53 50/96 9/2 /37
Housing cost -8.51 56/100 217 /28
Regulations -8.43 52/97 22/4 /34
Corporatetax rate -8.36 57/102 31/8 /25

* - mean ranks. satisfaction ranked < importance
** + mean ranks:. satisfaction ranked > importance
*** ties. satisfaction ranked = importance
The significance level for each factor comparison is (p <.001)
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Table 5: Comparison of Recession and Expansion Periods Significant Differ ences (p<.05)
Factor Importance Satisfaction
199411991 p [199411991| p
Capital: Availability of capital 229 | 149 | .000
Cost of Capital 193 | 181 | .044
Taxes: Personal tax rate 195 | 170 | .024
Availability of investment tax credit 199 | 168 | .003
Quality of Life: Quality of public schools 200 | 167 | .003
Crimelevel 202 | 167 | .001 | 194 | 171 | .034
Cultural attractions 161 | 191 | .007
Adequacy of infrastructure 194 | 171 | .036
Housing cost 203 | 165 | .001
Labor: Cost of semi-skilled workers 193 | 171 | .041
Cost of low-skilled workers 195 | 170 | .020
Cost of worker’s compensation insurance 202 | 166 | .001
Government:  Attitude toward business 197 | 169 | .001
Spending on education 202 | 166 | .011
Business assistance programs 195 | 170 | .023
Market: Demand for product/services 210 | 161 | .000
Operating Cost: Health insurance costs 211 | 160 | .000
Cost and quality of telecommunications
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A COMPARISON OF FOUR SCALES
PREDICTING ENTREPRENEURSHIP

Jonathan C. Huefner, Health Care Inter national
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ABSTRACT

Four scales that have been used in entrepreneurship research were compared asto their
relative efficacy in discriminating between entrepreneurs and non-entrepreneurs. The
Entrepreneurial Quotient (EQ), Entrepreneurial Attitude Orientation (EAO), Myers-BriggsType
Indicator (MBTI), and Herrmann Brain Dominance Instrument (HBDI) were used to
discriminate between entrepreneurs, owner-managers, and non-entrepreneurs. Senior and
graduate students distributed the four scales and two demographic questionnaires to friends,
family, and acquaintances (n=335), who served as subjects. The EQ was the most efficient
discriminator and the EAO was second best. The EQ/EAO/MBTI was the best overall
combination predictor of group membership. The strengthsand weaknesses of each of the scales
for entrepreneurship research are discussed.

INTRODUCTION

Over thepast 30 yearsavariety of scalesand instrumentshave been used in the study
of entrepreneurship. Somescaleswereintended primarily aspredictors(Sexton & Bowman,
1984, 1986), other swereintended to provide under standing (Boyd & Gumpert, 1984; Singh,
1989; Welsh & White, 1981). Somescaleswer eentr epreneur ship specific(Dandridge& Ford,
1987, Hornaday & Vesper, 1982; Scherer, Brodzinski, & Wiebe, 1990), other s were broad
measures of general characteristics (Begley & Boyd, 1987, Fagenson & Marcus, 1991,
Hornaday & Aboud, 1971; Sexton & Bowman, 1983). Virtually all of these studiesused only
one scale (Sexton & Bowman, 1985 is a notable exception to this). Thisraisesthe research
question of whether prediction and under standing of entr epr eneur ship might be enhanced by
using sever al different types of scalesin a multi-scale study. Such a comparison would allow
entrepreneurship researchers to see which of the scales best discriminates between an
entrepreneurial group and other groups. Totheextent that the scalesaredifferent from each
other, such acomparison could guideresear chersin selecting the scale(s) most appropriateto
their specific research question.

Four scales are used in this study. The Entrepreneurial Quotient© (EQ) and the
Entrepreneurial Attitude Orientation© (EAO) were designed and validated to discriminate
between entr epreneur sand non-entrepreneurs. TheMyers-BriggsTypelndicator© (MBTI ™)
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and theHerrmann Brain Dominance I nstrument© (HBDI ™) wer edesigned and validated as
general indicatorsof a person's preferred ways of thinking and behaving.

The EQ was selected because it was short, had face validity, and was specifically
developed to measur e entrepreneurship. The EAO was selected because it was specifically
developed through rigor ousscaledevelopment procedur esto measur eentr epr eneur ship based
on attituderather than personality theory. TheMBTI| wasselected becauseit issowidely used
acrossadiver serangeof resear ch situations. It hasbeen estimated that over 1.7 million people
a year in the United States take the MBTI and that "the MBTI isthe most popular 'self-
insight, insight intoothers instrument in usetoday" (Druckman & Bjork, 1991, p.96). While
theMBTI hasbeen used to predict entrepreneur ship (Hoy & Carland, 1983; Wortman, 1986),
the authors of the scale made no specific statement regarding its prediction of
entrepreneurship. An instrument in the area of brain dominance was selected because of
occasional mentions that entrepreneurship wasa "right brain" activity (Kao, 1991, p. 160;
Timmons, 1985, p. 34; Williams, 1981). The HBDI isa commonly used measur e of thistype
that isbased on a brain dominance metaphor. The HBDI has been specifically proposed for
entrepreneur ship research (Winslow & Solomon, 1989), and Herrmann (1988) made specific
statementsregarding the HBDI's prediction of entrepreneurs.

Inaddition, several trait testshavebeen used in entr epreneur ship resear ch. Sexton and
Bowman (1986) have done a series of studies using a modified version of the Jackson
Per sonality I nventory and Per sonality Resear ch For m-E (JPI/PRF-E). Hor naday and Aboud
(1971) and DeCarloand L yons(1979) used the Edwar dsPer sonal Pr efer ence Schedule (EPPS).
McCléeland (1961) and Wainer and Rubin (1969) used theThematic Apperception Test (TAT).

Based on thereviewsof trait resear ch (Brockhaus, 1982; Brockhaus& Horwitz, 1986;
Gartner, 1988), it wasour expectation that thetrait approach to entrepreneur ship would not
discriminate between entrepreneurs and non-entrepreneurs. Therefore, we did not include
any standard "trait" scales such as the EPPS or JPI/PRF-E. Instead, we included two
entrepreneur ship specific scales and two general scales. The EQ isatest of how one's self-
per ception and personal characteristics compare with those of " successful entrepreneurs.”
The EAO is based on tripartite attitude theory. The MBTI is based on Jung's personality
types. The HBDI isa measure of preference for certain activities.

OVERVIEW OF THE FOUR SCALESUSED IN THISSTUDY

TheEntrepreneurial Quotient (EQ) isa paper and pencil instrument created by John
Cagpari, a Northwestern Mutual Life lnsurance Company (NMLIC) employee. NMLIC felt
it wasto their advantage to hire agents who were " entrepreneurial.” Through aliterature
sear ch Caspari found 60-66 supposed char acteristicsof entrepreneurs. A univer sity professor
was hired to develop the scale using experimental and control groups, resulting in a final
instrument of 22 questions with varying weightings. The EQ has been used since then by
NMLIC in agent selection and in training and motivating current agents. The EQ hasbeen
offered widely tothegeneral public asa self-scored instrument. Scoreson the EQ rangefrom
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-42 to +47 with entrepreneur s having positive scores. The more positive the score the more
entrepreneurial the person ispredicted to be.

The EQ items ar e based on many of the truisms surrounding entrepreneurship. Two
examplesfollow. “ Significantly high number sof entr epreneur sar echildren of fir st generation
Americans. |If your parents were immigrants, score plus 1. If not score minus 1.”
“Entrepreneurial personalitiesseem tobeeasily bored. If you areeasily bored, add 2. If not,
subtract 2” (Northwestern Mutual Life Insurance Company, 1985). Thirteen of the 22 EQ
items make it perfectly clear in the question itself how an entrepreneur would answer. Of
these, 2 are based on life history (e.g. immigrant parents), while the other 11 are subject to
personal inter pretation (e.g. easily bored). Theremaining 9itemsof theEQ, whilenot explicit
in stating how an entrepreneur would answer, are also subject to per sonal inter pretation (e.g.
“If you weredaring,add 4more”’). Ascan be seen from these examples, all the EQ in essence
isdoing is asking subjects many timesif they are an entrepreneur, and is highly susceptible
to demand characteristics. Theadvantageto thismight bethat those who are entrepreneurs
know they ar eentrepreneur sprobably better than anyone. Thisapproach of just askingthem
in different waysif they areentrepreneursmay beareliablepredictor. Theredoesnot appear
to be any published resear ch that has tested the EQ's ability to predict entrepreneur ship.

The Entrepreneurial Attitude Orientation (EAQ) is a paper and pencil instrument
developed to predict entrepreneurship based on the tripartite model of attitude rather than
on demographics or personality theory (Robinson, 1987, Robinson, Stimpson, Huefner &
Hunt, 1991). The tripartite model states that cognition, affect, and conation are the
fundamental components of attitude. The attitude components are included in the EAO in
order to increase the content validity of each subscale. There is a single score for each
subscale. The four EAO subscales are: “1) Achievement in Business (ACH) referring to
concreteresultsassociated with thestart-up and growth of abusinessventure. 2) Innovation
in Business(INN) relating to per ceiving and acting upon businessactivitiesin new and unique
ways. 3) Perceived Personal Control of Business Outcomes (PC) concer ning theindividual's
per ception of control and influence over his or her business. 4) Perceived Self-Esteem in
Business (SE) pertaining to the self-confidence and per ceived competency of an individual in
conjunction with hisor her businessaffairs’ (Robinson, Stimpson, Huefner & Hunt, 1991, p.
19). Therange of thefour EAO subscale scoresis 10 to 100. On each subscalethe higher the
value the more entrepreneurial theindividual is predicted to be.

The EAO was created specifically to measure entrepreneur ship and has successfully
discriminated between entrepreneurs and non-entrepreneurs in several research contexts
(Hunt, Huefner, Voegele, & Robinson, 1989; Robinson, Huefner, & Hunt, 1991; Robinson,
Stimpson, Huefner & Hunt, 1991).

TheMyers-Briggs Typelnventory (MBTI) isa paper and pencil instrument based on
Carl Jung’'s personality theory that individual behavior is due to individual differencesin
perception and judgement. “Perception involves all the ways of becoming awar e of things,
people, happeningsor ideas. Judgement involvesall theways of coming to conclusionsabout
what has been perceived” (Myers & McCaulley, 1989, p. 1). The MBTI is based on four
bipolar subscales: Extroversion-Introversion, Sensing-Intuition, Thinking-Feeling, and
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Judging-Per ceiving, each a basic personality type (Myers& McCaulley, 1989). TheMBTI is
widely used in organizationsin both employee selection and per sonnel development and also
in academic resear ch.

Extroversion-Introversion (E-1) is a measure of an individual’s preferred way of
interacting with people and thingsin the environment. Extraverts focus on the people and
objects around them. Introvertsfocuson theinner world of concepts and ideas.

Sensing-Intuition (S-N) isameasureof an individual’ spreferred way of perceiving. A
sensingorientation focuseson themoment and theinfor mation comingthrough thefivesenses.
An intuiting orientation focuses mor e on insight coming from meanings, relationships, and
possibilities.

Thinking-Feeling (T-F) isameasure of an individual’s preferred way of judgment. A
thinking orientation indicates inferences based on logic and analysis. A feeling orientation
indicates inferences based on values and feelings of others.

Judging-Per ceiving (J-P) isameasureof an individual’ spreferred way of dealingwith
theenvironment. A judgingorientation indicatesadesirefor planning, order, and structure.
A perceiving orientation indicates flexibility and a sensitivity to new infor mation.

Based on Jung’stheory, the MBTI identifiesan individual’s pr eference on each of the
four dimensions. Onepoleof each dimension ispreferred over theother, and each dimension
isindependent of theothers. Thisisnot toimply that if an individual issensing that he or she
never usesintuition, just which of thetwo is preferred. A classification for each of the four
dimensionsresultsin sixteen possible types (e.g. ENTP, I SFJ, etc).

The MBTI manual (Myers & McCaulley, 1989) makes no prediction of which
preferenceswould bemost common for entrepreneurs. Although theinstrument isused asan
occupational guidance tool and has extensive listings of occupations, entrepreneurs are not
mentioned. Thereisalisting for " business-general, self-employed” and for " managers and
administrators." Neither category isa close match with entrepreneur.

The MBTI hasbeen used in entrepreneur ship research. Hoy & Hellriegel (1982) in a
study of small businesses managers found that the vast majority (70+%) of them were STs.
Ginnand Sexton (1988; 1989; 1990) in their study of founder sand cofounder sof moder ateand
fast growing Fortune 500 firmsfound that | (53%), N (60%), T (80%), and J (54%) werethe
most common types. For each of thesestudiesthestrongest prefer encetendenciesfor business
owner-manager s wer e obtained for the SN and TF subscales. Based on these findings it is
expected that the SN and TF subscaleswould differentiate between entrepreneurs and non-
entrepreneurs.

TheHerrmann Brain Dominancelnstrument (HBDI) isapaper and pencil instrument
developed by Ned Herrmann. It evolved from Herrmann’ seffortsto categorizeindividualsas
having a left- or right-brain dominance by measuring their learning preference or style
(Herrmann, 1988). Brain dominanceisinferred from stated preferences. While some of its
terminology and even its name bear evidence of its origin, its current form is preference
oriented, not physiologically oriented (Ho, 1988).

Herrmann'stheory underlyingthe HBDI isthat people sbehavioral tendenciescan be
seen as a combination of four categories of preferences. These four categoriesinitially had
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brain-dominance names but now areknown simply asquadrantsA, B, C, and D. Thesefour
guadrantsare based on the physiological metaphor of the human brain. Quadrant A, upper
left, istypified by activitiesthat arelogical, analytical, and mathematical. Quadrant B, lower
left, istypified by activitiesthat are controlled, planned, and sequential. Quadrant C, lower
right, istypified by activitiesthat deal with emotion, are people oriented, or are spiritual in
nature. Quadrant D, upper right, istypified by those activitiesthat areimaginative, holistic,
and require synthesis (Ho, 1988).

For each of the quadrant scores Herrmann (1988) states that a score of 67 or greater
indicatesa primary preference, a score between 34 and 66 indicates a secondary preference,
and a score between 0 and 33 indicatesatertiary preference. A primary preferenceiswhere
theindividual actively pursuesand preferstheactivities. A secondary preferenceiswherethe
individual neither prefers nor avoids the activities. A tertiary preference is where the
individual actively avoidsthe activity.

Theentrepreneurial profileisidentified by Herrmann asfeaturingavery high scorein
theD quadrant, with moder atetostrongscor esintheother threequadrants(Herrmann, 1988,
p. 104). In spiteof the specific entrepreneur prediction of the HBDI, theredoesnot appear to
be any published research that hastested thisrelationship.

METHODOLOGY

Statement of Hypotheses

1 We expected to find that the EQ would discriminate between entr epreneur s, owner-manager s, and
non-entrepreneurs, and that the entrepreneur group mean would be significantly higher than the
means for the other two groups.

2. We expected to find that the EAO subscales would discriminate between entrepreneurs, owner -
manager s, and non-entrepreneur s, and that theentrepreneur group meansfor each of thesubscales
would be significantly higher than the other two groups.

3. We expected to find that one or more of the MBTI subscales, especially the SN and TF, would
discriminate between entrepreneurs, owner-managers, and non-entrepreneurs, and that the
entrepreneur group means for the SN and TF subscales would be significantly more Intuitive and
Thinking than the other two groups.

4. We expected to find that only the Quadrant D subscale of the HBDI would discriminate between
entrepreneur s, owner-manager s, and non-entr epreneur s, and that theentr epr eneur gr oup meansfor
the Quadrant D subscale would be significantly higher than the meansfor the other two groups.

5. Weexpected tofind combinationsof the EQ, the EAO subscales,theM BT subscales, and the HBDI

subscalesthat would givegreater discrimination between entr epreneur sand non-entr epr eneur sthan

would any single scale or subscale.

One-hundred seventy-threestudentsin four senior level and twograduatelevel business
classes, participatingin an ongoingclasspr oj ect, appr oached student and non-student friends,
family, and acquaintances and solicited their help in answering four scales plusthree sheets
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of demographic information. Respondents were undergraduate and graduate university
students, their friends, family, and acquaintances.

Werealizethat thissamplegivespurists" sampleheartburn.” Werelied onthissample
because it seemed unlikely that uninvolved respondents would give the estimated two hours
to complete all the questionnaires, and incomplete responses wer e worthless. The study was
conducted without financial support, sohadtorely on psychological involvement. Beingasked
by a student they knew to help that student in a class project provided enough involvement
toobtain completeresponsesetsfrom 335respondents. Theserespondentswer ethen classified
into groups based on their own demographic infor mation and self-categorization, not by the
students who asked them to participate. Paying small business owner-managers and
entrepreneurs and others for two hours of ther time was prohibitive and had its own
objections. Membersof atradeassociation or small business association might have a biased
frame of reference. While it was obvious from the requested demographic and self-
categorization questions that the study had something to do with business ownership and
entrepreneur ship, no further elaboration was provided to the studentsor to therespondents.
Wedid what we could to amelior ate the effects of alessthan ideal sample. Biasand demand
effects are seldom obvious, so disclaiming them is fruitless. However, we did at least get a
variety of respondents, somein every classification, and each of the 335 provided a complete
data set.

About 500 questionnair e packetswereproduced for distribution by students. Because
participation was not required and the students themselves distributed the questionnaire
packets, the total number of questionnaire packets actually given to potential subjects was
unknown. Students received class project credit for completed, returned questionnaires.
Three-hundred thirty-five subjectsreturned completed questionnaires (approximately 67%
return rate). The age range for subjects was 16 to 72 (M = 32.6, s = 10.8). The years of
education ranged from 8to 20 (M =16, s= 2.2).

A packet containing an instruction sheet, four scales and two demographic
guestionnaires was given to each subject. The EQ consisted of 22 forced choiceitems. The
EAO consisted of 75 itemsthat are rated on a 10-point strongly disagree to strongly agree
scale. The MBTI consisted of 166 forced choice items. The HBDI consisted of 120 forced
choiceitems. Thefirst demographicquestionnaireconsisted of 13 questionsabout such topics
as birth order, family background and economic status, education, and previous business
experience. The second demographic questionnaire consisted of 9 questions dealing with
previous, current, and expected future entrepreneurial experience. The demographic
guestionswer eanswer ed on thequestionnaire. Thescaleswer eanswer ed on machinescorable
answer shests.

While the order of the questionnaires was the same for every packet, they were not
connected, thus, subjectsmay have completed them in any order. When asked, most subjects
reported that it took between 1.5 and 2.5 hours to complete all the questionnaires in the
packet.

The packets were distributed by undergraduate and graduate students who were
enrolled in entrepreneur ship coursesat Brigham Y oung University. Studentswereinvited to
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fill out a packet themselves. Students wer e especially encouraged to give packetsto people
whey knew who they thought definitely were or were not entrepreneurs.

Theinstructions given to all subjectswerethat they wereto go through the material
quickly giving their first response. It was suggested that they not complete all the
guestionnairesin one sitting and that they could even do them over a period of daysif they
wanted. It washoped that thisinstruction would help minimize fatigue. Subjectsweretold
that their responseswould beanonymousand that they could obtain asummary of their scores
for each of theteststaken. Studentsweretold their scoreswould bereturned in class. Non-
studentswereinvited to provide a mailing addressif they wanted their scoresreturned.

Subjects were told that the purpose of the project was to find family background,
personal char acteristics, brain dominance, and experiencefactor srelated toentr epreneur ship.
It was explained that the personal benefit of participating in this study would be that they
would potentially gain some new personal insight, especially as it might relate to
entrepreneur ship.

Included in the packet was an addressed, postage paid envelope for subjectsto mail
back their completed questionnairepackets. TheMBTI and HBDI wer eprofessionally scor ed,
while one of the author s calculated the scoresfor the EQ and the EAO.

An explanation sheet and summary of all test scor eswer e sent to each participant who
provided a return address. Brief summaries of the MBTI and HBDI were returned to
participantswith theinstruction that “ Each of theseinstrumentsismeant to beadministered
by a professional and the output interpreted by a professional. |f you want to use any of this
output for guidance in your life we strongly suggest that you contact a professional
psychologist for athorough interpretation of your scores.”

In our own previous work (Robinson et. al., 1991), we defined entrepreneurs as
individualswho had started two or more businesses, the last within the past fiveyears, using
someform of innovation. Inour current resear ch effortsweagain started with theexpectation
that entrepreneurs were those who had owned and managed one or more businesses.
However, of those in our sample who had owned and managed one or more businesses (n =
148), in a question that asked if they were entrepreneurs, 27 individuals (18.2%) answered
"no." Thiswascontrary toour apriori approach to entrepreneursand led usto reevaluate
our oper ationalization.

Thisled usto conceptualizea2 by 2 matrixillustrated in Figurel. Thefirst dimension
iswhether subjects currently owned and managed or had previously owned and managed
businessesor other ventures(noneversuslor more). Thesecond dimension ishow thesubject
answered “Are you an entrepreneur?” (yes or no). The number who qualified for each
category isgiven in each cell.

Using the classification grid in Figure 1, non-entrepreneur s wer e those who said they
wer enot entr epreneur sand had never owned and managed abusiness. Owner-manager swere
those who said they were not entrepreneurs but had owned and managed one or more
business. Entrepreneurs were those who said they wer e entrepreneurs and had owned and
managed one or more business. Potential entrepreneurs were those who said they were
entrepreneurs but had never owned and managed a business.
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Figurel
Classification of Groupsand Number of Subjectsin Groups

Number of Businesses Owned

None lor More
"No" Non-entrepreneurs Owner -
(n=174) Managers
Entrepreneur (n=27)
"Yes Potential Entrepreneurs Entrepreneurs
(n=13) (n=121)

Wewer econceptually troubled by exactly what a*“ potential entrepreneur” represents.
Wesuspected at fir st that potential entrepreneur swer e under graduate studentswho thought
they might be entrepreneursin the future but had not yet owned and managed a business.
However, in looking at the demographic characteristicsof these 13 individuals (3 women and
10 men), the ageranged from 23 to 29 and education ranged from 16 to 19 years. Theseare
people who have had time to start businesses, but have not done so. There was no way of
knowingwhether thiswasbecausethey werestill students, becausetheright opportunity had
not yet presented itself, or becausetheir assessment that they areentr epreneur swasincorrect.
Because we couldn't clearly identify the entrepreneurial and business characteristics of this
group, and becausetherewereonly 13 individualsin thisgroup, they weredropped from the
final analysis.

ANALYSIS

The EQ and EAO provide interval data, whereas the MBTI and HBDI result in
categorizations based solely on interval data. While the express purpose of the MBTI and
HBDI isto classify individualsinto types, there cannot be any information in the categorical
data that isn't more fully expressed in theinterval data becausethe categorical information
wasderived from theinterval data. Thepurposeof thisresearch wasto comparetherelative
efficacy of each of the instrumentsin predicting entrepreneurs. To be ableto run parallel
analysesfor each of thefour scalesit wasessential to usetheinterval subscalevaluesfrom the
MBTI and HBDI. Theuseof interval dataisalso a minimal requirement for MANOVA and
discriminant analysis which were both used in this study.

The EQ, EAO, and HBDI produced interval scores directly usable in the statistical
analyses. The subscale scores produced by the MBTI, however, were alphanumeric
combinations. For example, the I ntrovert-Extravert subscale could befor oneindividual an
“l 47" and for another individual an “E 47.” To differentiate between these two identical
numerical scores, there was a transformation done based on the “alpha” part of these
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subscales. To do that we multiplied one of the two dimensions of each subscale by a -1 to
reversethesign. For thisanalysis Extrovert, Sensing, Thinking, and Judging scoreswer e all
multiplied by a-1 whilethe Introvert, I ntuitive, Feeling, and Per ceiving scoresremained the
same. Thus, for the Extravert-Introvert subscale using the example above, the 1/47 score
became a -47 while the E/47 stayed a +47 on the new scale.

Sex was used as an experimental control variable in all analyses because it might
interact with group for the dependent variables. Sexton and Bowman-Upton (1990) found
personal characteristic differencesfor men and women, but concluded that it would have no
impact on entrepreneur ship success. Themodel for thisstudy wasa 2 x 3 (2 sexesby 3 groups)
MANOVA.

Thediscriminant analysisused the" jackknifeprocedure’ for theclassification results.
Internal classification schemes, when the same data set isused for both the calculation of the
discriminant analysisand the classification results of that analysis 1) produce an artificially
high correct hit rate(Huberty, 1984) and 2) producetestsof significance of differencebbetween
proportionsthat are ambiguous (Hsu, 1989). In thisdata set therewerenot enough subjects
to run a split-half cross-validation procedure without significantly reducing the statistical
power of thediscriminant analysis. Instead, SAS Proc Discrim was used to crossvalidate the
discriminant analysis using the jackknife classification procedure. Thejackknifeor " leave-
one-out procedure" removes each subject one at atime, calculatesthe discriminant function
based on all the other subjects, and then classifies the deleted subject according to that
discriminant function. Thisprocessiscarried out for every subject in thedata set. Thefinal
classification tableshowsthetally of theclassificationsof thedeleted subjects(Huberty, 1984).
This approach generally provides a reasonable assessment of the performance of the
discriminant function (McKay & Campbell, 1982b).

RESULTS

Table 1 showstheunivariate F-scoresand probabilitiesfor sex, group, and the sex by
group interaction for the EQ scale and the EAO, MBTI, and HBDI subscales. The last two
rowsshow the MANOVA resultsand degreesof freedom for sex, group, and the sex by group
interaction. Therewasan overall statistically significant effect for both sex (F (13, 304) =5.91,
p <.0001) and group (F (26, 608) = 2.86, p<.0001). Therewasnot an overall effect for the sex
by group interaction (F (26, 608) = 1.16, p=.26). Theresultsfor theunivariate Fsfor the sex
and group effects are presented in separate sections for each of the scales below.

Table2showsthemeans, standar d deviations, and statistical probabilitiesfor themain
effect for sex for the EQ and each of the subscales. Table 3 shows the means, standard
deviations, and statistical probabilitiesfor themain effect for group for the EQ and each of the
subscales. Table 4 showsthe means, standard deviations, and statistical probabilitiesfor the
sex by group interaction for the EQ and each of thesubscales. Whiletherearetwo significant
univariate Fsfor the sex by group interaction, there was not an overall MANOVA for this
effect, and sotheseinteractionswill not bediscussed. An examination of theunivariate Fsfor
the sex and group effectsis presented in separate sections for each of the scales below.
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Whiletheoverall sex effect was statistically significant, thisvariablewasincluded not
because it comprisesa point of primary relevanceto the study, but because of the possibility
that it might interact with the group effect. Whiletheinformation for sex and sex by group
interaction is included in Tables 2 and 4, the statistical results for each scale will focus
primarily on the group effect.

Tablel
Fs And Probabilities For The Sex,
Group, And Sex by Group Interaction Anovas and Manova

Sex (1,316) Group (2,316) Sex*Group (2,316)

F p F p F p
1) EQ 9.35 .0024 32.83 .0001 19 .8279
2) EAO-SE 5.69 .0176 3.36 .0359 3.58 .0289
3) EAO-PC .36 .5500 3.55 .0298 .04 .9649
4) EAO-INN 6.28 .0127 9.69 .0001 115 .3180
5) EAO-ACH 3.22 .0737 1.05 .3523 .55 5797
6) MBTI-EI <.01 .9866 2.85 .0595 54 .5808
7) MBTI-SN 24 .6270 9.28 .0001 .64 .5300
8) MBTI-TF 3.19 .0750 1.23 .2945 .01 .9927
9) MBTI-JP .76 .3857 4.48 .0120 147 2314
10) HBDI-Quadrant A 33.64 .0001 .56 5705 45 .6408
11) HBDI-Quadrant B 1.49 .2236 1.95 1434 3.37 .0354
12) HBDI-Quadrant C 32.76 .0001 .07 .9356 .76 4670
13) HBDI-Quadrant D .02 .9027 7.92 .0004 .94 .3929
MANOVA 5.91 .0001 2.86 .0001 1.16 .2629

df=13, 304) (df=26, 608) (df=26,608)
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Table?2
Means, Standard Deviations, Fs, And Probabilities For The Sex
Variable for the Eq Scale and Eao, M bti, and Hbdi Subscales

Males Females

Mean SD Mean SD f(1,316) P-level
1) EQ 11.03 15.65 .65 16.50 9.35 .0024
2) EAO-SE 75.68 7.82 74.02 9.40 5.69 .0176
3) EAO-PC 69.46 9.40 69.79 10.14 .36 .5500
4) EAO-INN 70.80 8.56 67.11 8.99 6.28 .0127
5) EAO-ACH 78.26 8.00 80.48 8.28 3.22 .0737
6) MBTI-EI -2.58 28.11 -3.38 26.61 <.01 .9866
7) MBTI-SN -2.10 27.29 -8.31 29.02 .24 .6270
8) MBTI-TF 1.23 22.45 8.94 23.94 3.19 .0750
9) MBTI-JP -3.01 27.46 -9.85 26.96 .76 .3857
10) HBDI-Quadrant A 73.89 22.98 54.97 21.00 33.64 .0001
11) HBDI-Quadrant B 73.17 19.19 75.80 17.66 1.49 .2236
12) HBDI-Quadrant C 60.13 20.04 76.60 21.08 32.76 .0001
13) HBDI-Quadrant D .02

Table3
Means, Standard Deviations, Fs, and Probabilitiesfor the
Group Variablefor the Eq Scale and Eao, Mbti, and Hbdi Subscales

Entrepreneurs Owner - Non-
manager s entrepreneurs

Mean SD Mean SD Mean SD F(1,316) | P-level
1) EQ 18.24 | 13.23 -.63 14.96 181 15.28 32.83 .0001
2) EAO-SE 77.39 7.81 74.20 | 10.00 | 73.76 8.19 3.36 .0359
3) EAO-PC 71.67 8.82 69.16 8.68 68.17 | 10.08 3.55 .0298
4) EAO-INN 73.56 811 68.06 8.53 67.16 8.46 9.69 .0001
5) EAO-ACH 79.82 7.42 79.95 6.87 78.20 8.75 1.05 .3523
6) MBTI-EI -8.16 | 27.28 A1 28.95 43 27.22 2.85 .0595
7) MBTI-SN 5.05 2712 | -11.07 | 2538 | -9.28 | 27.37 9.28 .0001
8) MBTI-TF -.01 23.58 3.52 23.93 6.21 2254 1.23 .2945
9) MBTI-JP 2.82 28.01 | -18.63 | 2254 | -861 | 26.31 4.48 .0120
10) HBDI-Quadrant A 69.82 | 2528 | 68.26 | 2468 | 66.61 | 23.04 .56 5705
11) HBDI-Quadrant B 68.79 | 1838 | 76.30 | 15.04 | 77.25 | 18.78 1.95 1434
12) HBDI-Quadrant C 6293 | 21.01 | 67.26 | 21.80 | 66.64 | 22.18 .07 .9356
13) HBDI-Quadrant D 59.44 7.92
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Table4

Means, Standard Deviations, Fs, and Probabilities for the Sex

by Group Interaction for the Eq Scale and for the Eao, Mbti, and Hbdi Subscales

Males Females

Mean SD Mean SD F(1,316) P-level

1) EQ Entrepreneurs 19.17 12.30 14.05 16.49 19 .8279
Owner-managers 343 13.29 -5.00 15.92
Non-entrepreneurs 4.56 15.25 -2.70 14.34

2) EAO-SE Entrepreneurs 77.73 7.44 75.86 9.35 3.58 .0289
Owner-managers 78.11 9.20 69.98 9.37
Non-entrepreneurs 73.49 7.44 74.20 9.33

3) EAO-PC Entrepreneurs 71.52 8.87 72.32 8.78 .04 .9649
Owner-managers 68.89 8.95 69.44 8.74
Non-entrepreneurs 67.65 9.63 69.02 10.79

4) EAO-INN Entrepreneurs 74.36 8.20 69.94 6.78 115 .3180
Owner-managers 70.13 450 65.84 11.20
Non-entrepreneurs 67.61 8.04 66.42 911

5) EAO-ACH Entrepreneurs 79.65 7.51 80.61 7.11 .55 5797
Owner-managers 78.69 5.76 81.31 7.91
Non-entrepreneurs 76.94 8.51 80.28 8.80

6) MBTI-EI Entrepreneurs -7.61 27.85 -10.64 24.98 .54 .5808
Owner-managers -3.23 23.60 3.92 34.38
Non-entrepreneurs 215 28.30 -2.39 25.30

7) MBTI-SN Entrepreneurs 448 27.27 7.64 26.94 .64 .5300
Owner-managers -9.14 26.11 -13.15 25.46
Non-entrepreneurs -7.20 26.36 -12.67 28.83

8) MBTI-TF Entrepreneurs -1.24 23.03 5.55 25.78 .01 .9927
Owner-managers 71 21.38 6.54 26.95
Non-entrepreneurs 3.57 22.00 10.55 2291

9) MBTI-JP Entrepreneurs 5.14 27.46 -7.64 28.70 1.47 .2314
Owner-managers -19.86 19.18 -17.31 26.43
Non-entrepreneurs -8.30 26.23 -9.12 26.64

10) HBDI - Entrepreneurs 73.97 24.37 51.14 20.85 45 .6408
Quadrant A Owner-manager s 78.93 24.59 56.77 19.73
Non-entrepreneurs 73.16 21.56 55.89 21.44

11) HBDI- Entrepreneurs 67.09 18.62 76.46 15.42 3.38 .0354
Quadrant B Owner-managers 73.93 13.80 78.85 16.44
Non-entrepreneurs 78.64 18.76 74.99 18.72

12) HBDI - Entrepreneurs 59.35 20.03 79.00 17.91 .76 4670
Quadrant C Owner-manager s 56.57 21.15 78.77 16.36
Non-entrepreneurs 61.31 20.01 75.38 22.94

13) HBDI - Entrepreneurs 75.06 26.29 69.68 24.02 .94 .3929
Quadrant D Owner-manager s 57.79 21.09 61.23 14.29
Non- 58.17 20.87 61.44 21.92

entrepreneurs
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Asshowninlinel of Table 2, there was a significant sex effect for the EQ (F (1, 316)
= 9.35, p=.0024). The mean for men (M = 11.03) was significantly higher than the mean for
women (M =.65). Therewasno significant sex by entrepreneur interaction for theEQ (Table
4linel) . Asshown in line 1 of Table 3, there was a significant difference between the
entrepreneur, owner-manager and thenon-entrepreneur groups(F (2,316) =32.83,p=.0001).
Sheffe’'s S showed that entrepreneurs (M = 18.24) wer e significantly higher than both non-
entrepreneurs (M = 1.81) and owner-managers (M = -.63) on this scale. There was no
statistically significant difference between non-entrepreneurs and owner-managers for this
scale. The €? (eta-squared) for the group effect was 20.8% for the EQ. Eta-squared is a
measur e of the proportion of population variance in the dependent measure attributable to
treatment group member ship and isa construct similar to that of r2.

Of the four EAO subscales (Table 2 lines 2-5), the PC and ACH subscales wer e not
significantly different for men versus women. For the SE subscale men (M = 75.68) were
significantly higher than women (M = 74.02). For the INN subscale men (M = 70.80) were
significantly higher than women (M = 67.11). Three of the four EAO subscales were
significantly different for the entrepreneur, owner-manager, and non-entrepreneur groups
(Table 3 lines 2-5). The exception was the ACH subscale. The SE (F (2, 316) = 3.36, p =
.0359), PC (F (2, 316) = 3.55, p =.0298), and INN (F (2, 316) = 9.69, p =.0001) subscaleswere
significantly different for the entrepreneur, owner-manager, and non-entrepreneur groups.
Sheffe’'s S showed the SE and PC means for entrepreneurs (M = 77.39 & 71.67) to be
significantly higher than those means for non-entrepreneurs (M = 73.76 & 68.17), but not
significantly higher than owner-managers(M =74.20& 69.16). For thel NN subscale, Sheffe's
Sshowed that entrepreneurs(M = 73.56) wer esignificantly higher than both owner-managers
(M =68.06) and non-entrepreneurs (M = 67.16). Thee?for thegroup effect was2.1% for the
SE subscale, 2.2% for the PC subscale, and 6.1% for the INN subscale.

Therewasno statistically significant differ ence between men and women for any of the
MBTI subscales (Table2lines6-9). Additionally, therewasno statistically significant sex by
group interaction (Table 4 lines 6-9). Of thefour MBTI subscalesfor group effect (Table 3
lines 6-9), the Extravert-Introvert (El) and Thinking-Feeling (TF) subscales were not
significantly different for the entrepreneur, owner-manager, and non-entr epreneur groups.
There was a significant difference between the entrepreneur, owner-manager, and non-
entrepreneur groups on the Sensing-Intuitive (SN) subscale (F (2, 316) = 9.28, p = .0001).
Sheffe’ sSshowed that entr epr eneur swer esignificantly higher than both owner-manager sand
non-entrepreneurson thissubscale. The mean for entrepreneurswas clearly Intuitive (M =
5.05). Themeansfor owner-managers (M =-11.07) and non-entrepreneurs (M =-9.28) were
clearly Sensing. Thestandard deviationswerelargeenough (s=27.12, 25.38, and 27.37) that
many entrepreneurs were Sensing (45.4%), and many owner-managers (33.3%) and non-
entrepreneurs (36.8%) were Intuitive. There was also a significant difference between the
entrepreneur, owner-manager, and non-entrepreneur groupson the Judging-Per ceiving (JP)
subscale (F (2, 316) =4.48, p =.0120). Sheffe’'sSshowed that entrepreneur sweresignificantly
higher than both owner-managers and non-entrepreneurs on this subscale. The mean for
entrepreneurswas Percelving (M = 2.82). The meansfor owner-managers (M =-18.63) and
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non-entrepreneurs (M = -8.61) were clearly Judging. The standard deviations were large
enough (s=28.01, 22.54, and 26.31), however , that many entr epr eneur swer eJudging (48.8%),
and many owner-manager s(18.5% ) and non-entr epreneur s (35.1% ) wer e Per ceiving. The €?
for the group effect was 5.9% for the Sensing-Intuition (SN) subscale, and 2.8% for the
Judging-Per ceiving (JP) subscale.

Of the four HBDI subscales, the Quadrant B and Quadrant D subscales were not
significantly different for men and women (Table21ines10-13). For the Quadrant A subscale
men (M = 73.89) were significantly higher than women (M = 54.97). For the Quadrant C
subscale women (M = 76.60) wer e significantly higher than men (M = 60.13). Therewasone
significant sex by entrepreneur interaction for the HBDI Quadrant B subscale (Table 4 line
11). A meanscomparison test showed maleentrepreneurs(M = 67.09) wer esignificantly lower
than the other fivegroups(F (1,316) = 14.35, p =.0002). None of the other interaction means
for Quadrant B were significantly different from the others. This suggests that male
entrepreneurs, whilenot low on thescalein theabsolutesense, arelower than theother groups
in activities that are controlled, planned, and sequential. For the group effect of the four
HBDI subscales (Table 4 lines 10-13), the Quadrant A, B, and C subscales were not
significantly different for the entrepreneur, owner-manager, and non-entr epreneur groups.
OntheQuadrant D subscaletherewasasignificant differ encebetween entr epreneurs, owner -
manager s, and non-entrepreneurs(F (2, 316) = 7.92, p =.0004). Scheffe’sSshowed themean
for entrepreneurs (M = 74.08) to be significantly higher than the meansfor owner-managers
(M =59.44) and non-entrepreneurs (M =59.41). Therewasno significant difference between
owner -manager sand non-entr epreneurs. Thissuggeststhat theentr epreneur swer ehigher for
thoseactivitiesthat areimaginative, holistic, and requiresynthesis. Thee?for thegroup effect
was 5.0% for the Quadrant D subscale.

THE DISCRIMINANT ANALYSES

Our final resear ch question dealt with whether we could find combinationsof the EQ,
the EAO subscales, the MBTI subscales and the HBDI subscales that would give greater
discrimination between entr epreneur sand non-entrepreneur sthan would any single scaleor
subscale. A seriesof discriminant analyseswer erun for each of thescalesand subscales, singly
and in combination, wher ethedependent measur ewastheentr epreneur, owner-manager, and
non-entrepreneur categorization. Theadequacy of thediscriminant functionswer eevaluated
based on the jackknife classification results produced for each analysis.

Following the suggestion of McKay and Campbell (1982a), virtually every possible
combination of scalesand subscaleswasrun for atotal of 39 different discriminant analyses.
Because thisis far too much information to present in a paper of thistype and because so
many of theanalyses produced less satisfactory classification results, only the four scalesand
aselect few of thebest combinationsof scalesand subscalesar epresented here. Itisimportant
tomakeclear that the objectivein the evaluation of the classification tables wasto maximize
thenumber of entrepreneursthat werecorrectly identified asentr epreneur sand minimizethe
number of non-entrepreneurs and owner-managers that were incorrectly identified as

Academy of Entrepreneurship Journal, Volume 1, Number 2, Fall 1996



70

entrepreneurs. Thiscombined consider ation wasseen asthebest overall correct classification
for entrepreneurs. For theremainder of thispaper, consistent with theterminology of signal
detection theory, a correct hit iswhen entrepreneur swereidentified asentrepreneursand an
false hit was when either non-entrepreneurs or owner-managers were identified as
entrepreneurs.

Table 5 presentsthe classification resultsfor the four major scalesused in this study.
Thecolumn labeled “ entrepreneur” givestheper cent of entrepreneurs, business-owners, and
non-entrepreneurs classified asentrepreneurs. The highest overall correct classification for
entrepreneur swasobtained for the EQ (highest per cent of entrepreneurscorrectly classified
asentrepreneur sandthelowest per cent of business-owner sand non-entr epr eneur sincor r ectly
classified as entrepreneurs). What is noteworthy with the EQ isthat it did not produce an
especially high number of correct hits(53.3% ), but produced by far thelowest number of false
hits (8.1%). Theanalysisfor the EAO produced a higher correct hit rate (60.6%), but also
produced amuch higher falsehit rate (32.2%). Both thecorrect hit rateand thefalse hit rate
for theMBTI (57.7% and 30.4%) and HBDI (58.4% and 29.1%) weredlightly lower than for
the EAO and both rates wer e substantially higher than for the EQ.

Table5
Classification Table Resultsfor Each of the Scalesin Predicting Group Member ship
Scale Actual Group Entrepreneur | Owner-manager Non-entrepreneur
EQ Entrepreneur 53.3% 13.1% 33.6%
Owner-manager 3.7% 59.3% 37.0%
Non-entrepreneur 12.6% 53.7% 33.7%
EAO Entrepreneur 60.6% 19.7% 19.7%
Owner-manager 37.0% 11.1% 51.9%
Non-entrepreneur 27.4% 35.4% 37.1%
MBTI Entrepreneur 57.7% 28.5% 13.9%
Owner-manager 29.6% 33.3% 37.0%
Non-entrepreneur 31.4% 40.0% 28.6%
HBDI Entrepreneur 58.4% 22.6% 19.0%
Owner-manager 29.6% 22.2% 48.2%
Non-entrepreneur 28.6% 36.6% 34.9%

Table6 presentstheclassification resultsfor only those combinationsof thefour scales
which produced thebest results. Thebest combination of scaleswastheEQ/EAO/MBTI, with
acorrect hit rate of 62.8% and afalse hit rate of 28.2%, which issuperior to all single scales
with the possible exception of the EQ. The next highest combination of scales was the
EAO/MBTI which produced approximately the same results (62.8% and 29.8%). It is
interestingtonotethat in combining all four scales, the EQ/EAO/MBTI/HBDI, thecorrect hit
rate dropped (59.1%) and the false hit rate remained relatively high (28.9%).

The last line of Table 6 also presents the classification results for the EQ with two
subscales, the EAO’s INN subscale and the MBTI’s El subscale. Thiscombination gavethe
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highest correct hit rate, 67.2%, of any of the classification results; unfortunately, it also gave
thehighest falsehit rateof 36.4%. Table7 summarizesthecorrect hit ratesand falsehit rates
for each of the classification results presented in Tables5 and 6.

Table6

Classification Resultsfor the Best Combination of Scales and Subscalesin Predicting Group Member ship

Scale Actual Group Entrepreneur | Owner-manager Non-entrepreneur

EQ, EAO Entrepreneur 61.3% 19.7% 19.0%
Owner-manager 37.0% 14.8% 48.2%
Non-entrepreneur 28.0% 33.7% 38.3%

EQ, EAO, MBTI Entrepreneur 62.8% 21.2% 16.1%
Owner-manager 29.6% 29.6% 40.7%
Non-entrepreneur 26.9% 39.4% 33.7%

EAO, MBTI Entrepreneur 62.8% 21.9% 15.3%
Owner-manager 33.3% 25.9% 40.7%
Non-entrepreneur 26.3% 40.0% 33.7%

EQ, EAO, MBTI, HBDI | Entrepreneur 59.1% 21.9% 19.0%
Owner-manager 33.3% 22.2% 44.4%
Non-entrepreneur 24.6% 40.6% 34.9%

EQ, INN, EI Entrepreneur 67.2% 7.3% 25.6%
Owner-manager 40.7% 14.8% 44.4%
Non-entrepreneur 32.0% 18.3% 49.7%

Table7
Summary Table of the Percent of Correct Hitsand False
Hitsfor the Entrepreneur Group for the Classification Resultsin Tables5 Through 13

Classified as Entrepreneur
Scale or Subscale Correct Hits False Hits
EQ 53.3% 8.1%
EAO 60.6% 32.2%
MBTI 57.7% 30.5%
HBDI 58.4% 29.1%
EQ/EAO 61.3% 32.5%
EAO/MBTI 62.8% 29.8%
EQ/EAO/MBTI 62.8% 28.2%
EQ/EAO/MBTI/HBDI 59.1% 28.9%
EQ/INN/EI 67.2% 36.4%
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DISCUSSION

It seemed likely that maleand femaleentr epreneur smight differ significantly interms
of the scalesused in thisstudy. Because of thisit wasimportant to test for the sex by group
interaction. The MANOVA showed a significant overall sex effect. The HBDI Quadrant A
and Quadrant C,theEAO SE and INN, and the EQ univariate ANOVAswereall significant.

The MANOVA results for the sex by group interaction did not show a significant
overall effect. Therewere, however, two significant univariate ANOVAs. the EAO SE and
theHBDI Quadrant B scores. Given thelack of an overall significant sex by group interaction,
the effect of sex per se was of limited interest in thisanalysis.

It does bear mentioning, however, that for the EQ the mean differ ence between men
and women was not only statistically significant but also large (M = 11.03 for men versusM
=.65for women). Giventhat the EQ issolely intended asa measur e of entrepreneur ship, this
lar ge differ ence suggeststhe strong possibility that the EQ is sex-biased (see Webb, 1991 for
adiscussion of the problems of sex biasin job related psychometrictesting). Thedifferences
for theHBDI Quadrant A and Quadrant C werealso large. However, theHBDI subscalesare
intended to measur e broader behavioral patterns, not just entr epreneur ship, soin thecontext
of thisresearch the sex difference on these subscalesisless critical.

There was a significant sex effect for the EQ. Men scored substantially higher (M =
11.03) on this scale than did women (M = .65). The EQ is presented as an indicator of
potential for entrepreneurial success. Asthereisnobasisfor supposingthat men and women,
in general, differ in their potential for entrepreneurial success, the EQ needs to be either
revised or sex normed if itisgoingtobeused asageneral measur eof entrepreneurship. There
was no significant sex by entrepreneur interaction. For the EQ, entrepreneurs scored
significantly higher than owner-manager sand non-entr epreneur s, which supportshypothesis
1. The ANOVA result for the EQ wasthe strongest of any scale (the €2 was 20.8%). Thisis
not too surprising for a scale specifically designed to measur e entr epreneur ship.

The EQ, however, has heavy demand characteristics. Thirteen of the 22 questions
indicate in the question how an entrepreneur would answer. The operationalization of
entrepreneur used in thisstudy wasan individual who had started one or mor e businesses or
other venturesand who said they werean entrepreneur. It isnot surprisingthat peoplewho
indirectly say they are an entrepreneur on thirteen questions, also say they are an
entrepreneur when asked “areyou an entrepreneur?” Giventhat thedemand characteristics
of the EQ arein sum the same asasking subjectsif they are entrepreneurs, this may account
for thisscale’' sdiscriminatory power. Thisdoesn't argue against thisscale’ susefulnessasan
indicator of who might be an entrepreneur. It does, however, indicate that the EQ’s
discriminatory power might beduetothedemand characteristicsof the scalerather than the
relevanceof thematerial in the EQ’squestions. Despitethe EQ’ sshortcomings of obvious sex
biasand seriousdemand char acteristics, it isstill oneof thebest predictor sof entrepreneur ship
(seeTable7). Futuredevelopment of the EQ), if any, needsto directly addr essthese problems.

Therewas a significant sex effect for the ACH subscale. It isinteresting to notethat,
per hapscontrary to stereotype, it waswomen who wer esignificantly higher than men on this
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subscale. Thismay have somethingto dowith thesamplebeing taken from a highly educated
population. There were no significant sex by entrepreneur interactions, however, so this
finding for sex isof limited relevance to the central research question.

Three of the EAO subscales, SE, PC, and INN, were significantly different for
entrepreneur versus owner-manager and non-entrepreneur groups. This should not be
surprising given the fact that the EAO scale was specifically designed to measure
entrepreneurship. The expectation was that all four of the EAO subscales would be
statistically different for the group effect (Hypothesis 2). It was surprising that the ACH
subscale, which isa measur e of concreteresults associated with the start-up and growth of a
business venture, was not significant for the group effect. While entrepreneurs were
significantly higher in their sense of self-esteem, their desire for personal control, and their
innovation in business, all three groups reported about equally strong desire for concrete
businessresults (Table 3line5).

Based on the €2, of the EAO subscales the INN subscale was the strongest predictor
(6.1%). PC and SE scores, whilestatistically significant, had relatively small statistical effects
(e2=2.2% and 2.1% respectively).

The non-significant results for ACH were similar to those found for the step-wise
discriminant analysisresultsin earlier resear chusingtheEAO (Robinson, Stimpson, Huefner,
& Hunt, 1991). The step-wise resultsindicated that of the four subscales, the effect of ACH
was the weakest and was redundant once the other subscales wer e taken into account. This
seemsto suggest that, despite the folk-knowledge that entrepreneurshave a greater need for
achievement than others, this dimension was not one that differ entiates entr epreneursfrom
the population at large. Table 3line5 showsthat the ACH meansfor all three groupswere
thehighest meansfor any of the EAO subscales, with essentially no differ ence between them.
This suggests that this dimension may be endemic to American culture.

In comparing the EAO results of thisstudy to earlier research (Robinson, Stimpson,
Huefner, Hunt, 1991), it isimportant to recognize that the current study used a somewhat
different operationalization of entrepreneur. Intheearlier study many of thecurrent owner -
manager group would have been classified as entrepreneurs. The entrepreneur / owner-
manager distinctionisimportant becausefor all of thestatistically significant subscalesfor the
group variable, the owner-manager s wer e significantly different from the entrepreneurs.

There was no significant sex or sex by group interaction effect for any of the MBT]I
subscales(possibly becausethisscaleissexnormed). InMBTI theory, the Extravert-Introvert
subscaleisthe most dominant. Therewasnot a significant differ ence between the groupsfor
the Extravert-Introvert subscale, although it was very close to the conventional .05 level of
significance (F (2, 316) = 2.85, p =.059). Themean for entrepreneurswasclearly Extravert,
whilethemeansfor theother groupsweredlightly Introvert. InMBTI theory, the second most
dominant scale isthe Sensing-Intuitive, and the groups wer e significantly different for this
scale. Themean for entrepreneur swasmoder ately I ntuitive, whileowner-manager sand non-
entrepreneurswereclearly Sensing (Table3line7). Therewasalsoasignificant differencefor
the groups for the Judging-Perceiving subscale. The mean for entrepreneurs was slightly
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Per ceiving, while the means for the owner-managers and non-entrepreneurs were clearly
Judging (Table 3line 9).

While there was no significant difference for the Thinking-Feeling subscale, slightly
mor e of the entrepreneur group wereclassified as Thinking rather than Feeling (Table3line
8). Thisisconsistent in direction with earlier research findings (Ginn & Sexton, 1988, 1989,
1990; Hoy & Hédllriegel, 1982), although the effect was not as strong. The non-significant
findings, although in theright direction, do not support the hypothesized Thinking-Feeling
difference between entrepreneur and non-entrepreneur groups (Hypothesis 3).

The Sensing-1I ntuition and the Judging-Per celving subscaleswer esignificantly related
to thegroup variable, with entrepreneursbeing significantly mor e I ntuitive and Per ceiving.
However, substantial proportions of entrepreneurswerethe opposite: Sensing (45.4%) and
Judging (48.8%). Thus, caution needsto be exercised in categorizing all entrepreneurs as
“Intuitive-Perceiving” types.

Thetheory behind theMBTI isexplicit in stating that only thetype categorization, not
the subscale scor es, should beused. Based on thisapproach, thelntuitiveto Sensing ratio for
entrepreneurswas54.6% /45.4%. 1t seemsunlikely that categorical analysiswould havebeen
as sensitive to thisdifference aswasthe ANOVA using theinterval scores. Thissupportsthe
use of the MBTI interval subscale scores especially in research settings.

Despite the statistical advantages of using the MBTI interval subscale scores, some
mention of how the groupswould have been classified bearsmentioning. In Table3lines6-9
a negative score indicates Extravert, Sensing, Thinking, or Judging while a positive score
indicates Introvert, Intuitive, Feeling, or Perceiving. It is noteworthy that for each of the
subscales the entrepreneur group means made them ENTP, which was the opposite of the
owner-manager and non-entrepreneur groups means (ISFJ). The type attributes of
entrepreneursin this study were also substantially different from those given in the MBTI
manual (Myers& McCaulley, 1989) for business-general, self employed (ESTJ; E =56.8%,
| =43.2%; S=54%,N 46%; T =58.4%,F =41.6%; J=60%, P =40%), and managersand
administrators(ESTJ; E=56.7%, 1 =43.3%; S=56.3%,N=43.7%; T =61.6%, F =38.4%;
J =69.3%, P =30.1%), which were the categories most similar to entrepreneur listed in the
MBTI manual. These categoriesfrom the MBTI manual havethe E and T in common with
theentrepreneur group (ENTP) and theSand Jin common with theowner-manager and non-
entrepreneur groups(I SFJ). Itispossiblethat theMBTI nor msfor owner-manager smay have
included both the owner-manager category and the entrepreneur ship category, confounding
thedifferencesfound between thetwo groups. Not having found any previous entr epreneur
norm per sefor theMBTI, thisstudy may bethefirst normingof theMBTI for entrepreneurs.

Thereweresignificant sex effectsfor theHBDI Quadrant A and Quadrant C subscales.
Men were significantly higher than women on the Quadrant A subscale and men were
significantly lower than women on the Quadrant C subscale. The Quadrant A subscale is
intended to be a measure of activities that are logical, analytical, and mathematical. The
Quadrant C subscale is intended to be a measure of activities that deal with emotion, are
people oriented, or are spiritual in nature. Neither of these subscales was hypothesized as
relevant to entrepreneurship nor significant for the group variable.
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A significant sex by entrepreneur interaction wasobtained for theHBDI Quadrant B
scor e, but, becauseof thelack of an overall sex by group findingonthe M ANOVA, thisfinding
could well be due to chance alone. Given this word of caution, for this subscale male
entrepreneurs wer e significantly lower than the other groups. The Quadrant B subscaleis
intended to beameasureof activitiesthat are controlled, planned, and sequential. However,
it isimportant to notethat the mean for the male entrepreneur group of 67.09 still indicates
aprimary preferencefor these activities, whilethe other group meansare even higher in the
‘primary’ preferencerangefor this subscale.

Theonly significant group differencefor theHBDI subscaleswasfor Quadrant D. The
profilescorefor Quadrant D (upper -right) wassignificantly higher for entrepreneur sthan for
the other two groups. For the Quadrant D subscale (the right brain metaphor) the highest
mean wasfor theentrepreneur group and thelowest meanswerefor the owner-manager and
non-entrepreneur groups. ThisQuadrant D scoreindicatesa preferencefor activitiesthat are
imaginative, holistic, and require synthesis, preferences often seen as central to
entrepreneurship. Thisisinlinewith thetheor etical position stated by Herrmann (1988) that
“the entrepreneurial profile features a very strong D quadrant preference’ (p. 104), and
confirms Hypothesis 4.

DISCRIMINANT ANALYSES

Oneof the central questions of thisstudy waswhether combinations of the scalesand
the subscales would discriminate between entrepreneurs, owner-managers, and non-
entrepreneurs better than do single scales or subscales. There are any number of ways of
framing discriminant analysis. The objectiveused herewasto maximizethe correct hit rate
for entrepreneurs, while minimizing the number of non-entrepreneur sand owner-manager s
who were misclassified as entrepreneurs. These resultsare summarized in Table 7.

Thecorrect hit and falsehit percentagesin Table7 show that, with theexception of the
EQ alone, there were not large differences for the various scale and subscale combinations
when classifying subjectsasentrepreneurs. To conserveon space, only the best classification
resultswerereported in this paper. The EQ’slow misclassification of owner-managersand
non-entrepreneursisprobably dueto those who said they werenot an entrepreneur and had
not owned a business (the oper ationalization of non-entrepreneur used here), also saying no
they were not an entrepreneur when asked 22 more timesin another context (the EQ). In
answering the EQ very few non-entrepreneurs“said” they were entrepreneurs.

For the most part there was a tradeoff -- more correct hitswere usually accompanied
by morefalsehits. Increasingthenumber of entrepreneurscorrectly identified alsoincreased
the number of owner-managers and non-entrepreneurs that were misclassified as
entrepreneurs. Because of this there was no clear recommendation for the best scale or
combination of scales. Thegain of afew percentage pointsin correct hitsand fewer false hits
resultingfrom someof thecombinations(e.g. theimprovement of theEAO/M BT combination
over the EAO alone), comes at the price of a much longer test battery.
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In terms of overall efficiency, the EQ produced the best results because of its
exceptionally low misclassification of owner-managers and non-entrepreneurs as
entrepreneurs, rather than on having the highest correct hit ratefor entrepreneurs. Thebest
of therest of the scales and subscale combinationswerefairly similar in efficiency. The best
combination of scaleswasthe EQ/EAO/MBTI. This produced a higher correct hit rate for
entrepreneurs (62.8% ), but also produced a much higher false hit rate (28.2%) than the EQ
alone. Perhapsthe most interesting combination was the EQ/EAO-INN/MBTI-Extravert-
Introvert, which produced both the highest correct hit rate (67.2% ) and the highest false hit
rate (36.4%).

CONCLUSIONSAND LIMITATIONS

The two primary limitations in this study are the non-random sample and possible
order effects. Thesampleconsisted of under graduate and graduate univer sity students, their
friends, family, and acquaintances. Thissamplewasrelied on becauseit seemed unlikely that
uninvolved respondentswould give the estimated 2 hoursto complete all the questionnaires.
Asit stands, those who did completethe questionnairesdid it either asa classassignment or
as afavor to a student they knew well. Asthe average subject was a 32-year-old with four
years of college, the sample obviously did not just consist of undergraduate and graduate
students.

The focus of this study was on the relative efficacy of four psychological scales in
differentiating between entrepreneurs, owner-manager s, and non-entrepreneurs. It wasnot
intended that the resultsreported here be under stood as being descriptive of the population
in general. It isexpected, however, that the scalesthat differentiated between the groupsin
this study would also differentiate between these groups if gathered through a random
sampling process. Again, the reason a random sample was not used in this study was the
improbability of uninvolved subjectstaking thetimeto completeall the questionnair es used.

The second limitation involves potential order effects due to fatigue and tedium in
completing the questionnaire packet. In the packet provided to each subject the
guestionnaires wer e always stapled independently and clipped together in the same order.
However, oncetheclip wasremoved any or der of completion waspossible. M ost of thepackets
were probably answered in the original order. The tedium of completing the full set of
guestionnaires may have had an effect on the way that subjects responded to certain scales.
Thus, there may have been some order effects. Several of the subjects complained that the
process took too long.

This study has clearly established that all four scales discriminated between
entrepreneurs, owner-managers, and non-entrepreneurs. There were clear cut differences
between entr epr eneur s, owner-manager s, and non-entr epr eneur son thevariouspsychological
measur esused. Theextent towhich thesedifferencesimpact thebehavior of entrepreneur ship
remainsto be seen. Futureresearch will have to identify those psychological characteristics
which predict not only who will be an entrepreneur, but also thetype of venture selected and
their likelihood of success.
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Thediscriminant analysisshowed that each of the scales, with the exception of the EQ),
was about equally effective in discriminating entr epr eneur sfrom owner-manager sand non-
entrepreneurs. Given near equal effectiveness, the scale of choice depends on what other
resear ch questionsarebeing considered. TheMBTI and HBDI might bebest if thestudy deals
with personality typesor preferencesin acontext broader than just that of entrepreneur ship.
If the study being consider ed deals only with entrepreneur ship, then perhapsthe EAO isthe
best measure. If thegoal isto minimizethe number of non-entrepreneurswho areclassified
as entrepreneurs, then the EQ would be the scale of choice.

This study was not designed to discover if psychological characteristics make a
difference in entrepreneurial success. With so many powerful influencing factors, even if
psychological characteristicsdo play an important role, they could be easily swamped by the
other factors (e.g. market pressure, national economy, funding availability, etc.). In spite of
all this, if psychological characteristics do play even a small role in the expression of
entrepreneur ship, under standing therolethey play needsto beapart of thegeneral theory of
entrepreneurship. This research supports the continued use of psychological scales in
under standing and predicting entrepreneur ship.
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PRACTICAL TOOLSFOR ENTREPRENEURIAL
STRATEGIES: APPLYING THE ISSUE SET MODEL

William E. Martello, The University of Calgary
ABSTRACT

This paper presents a diagnostic model known as the issue set and shows its use in
analyzing theissuesfacing an industrial firm. Finally, paper offersatemplate for applying this
model to a wide range of issues facing entrepreneurial business concerns.

INTRODUCTION

A central element under lying effectiveentrepreneur shipisaclear under standing of the
environment impacting the business concern. Central to the development of under standing
isthe process of interpretation itself — the cognitive factor sinfluencing what issues ar e seen
and how they are prioritized. Research over the past decade has recognized the important
impacts of cognitive factors on managerial decison-making, noting how " collective
interpretations of key events move from unformed and tentative to well-constructed,
well-processed viewpoints. Theimplication of this progressisthat the fullest under standing
of an event may come from ... interpretive stages’ (Isabella, 1990, 33).

One key for reconciling the potentially incompatible demands of businessrisk and
stakeholder demand isa recognition of precisely what issues a firm's stakeholder/customers
defineasimportant —and, just assignificantly, how thesedefinitionscompar ewith thefirm's
inter nal assessment of significant issues. Examining the imbedded issue definition processes
of firmsin themarketplace can providecritical information for starting to understand these
linkages between firm issuedefinitionsand stakeholder issue expectations. Toward that end,
this paper details through a grounded theory study how issues are defined within one
organization and, from this example, offers a diagnostic approach for addressing
stakeholder/consumer issuesin a moreresponsible fashion.

RESEARCH PROBLEM, METHODOLOGY, AND FINDINGS

Asagrounded theory study, thiswork doesnot proposean hypothesisfor verification
or refutation. Rather, it originates with general questions which provide the setting for the
collection of data and the analysis and development of emergent concepts from this data
(Glaser, 1992). Thetwo questions guiding thiswork are: 1. How do manager s defineissues
in a changing environment? and 2. How can managers use this knowledge to develop
entrepreneurial strategies?
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Themethodology employed in answer ingthesequestionswasgrounded theory analysis.
Over 40hour sof inter viewswith 22 middleand upper level manager swithinanindustrial firm
provided the data for the classification of general concepts driving the managerial issue
definition processin the subject firm. Theorganizational setting for thisstudy wasaprivate,
investor-owned utility intheEaster n United States. Validity testingwasaccomplished through
the use of two methods of data triangulation (Denzin, 1970; Yin, 1993; Silverman, 1993):
multiple sources of coincident information, and presentation of proposed models to
participants for verification. Participants confirmed all aspects of the core concepts of the
modelsand expanded upon theseconceptshby suggesting practical applicationsfor testingtheir
utility in actual firm settings. One experienced manager commented, after viewing the
per spective of the company revealed in the resear ch, that it had given him some interesting
ideasfor attempting to improve managerial responsiveness within the organization.

Theorganizing framework for data emerging from thisinitial analytic approach was
W ood'sconcept of theissue set (Wood, 1986, 1994). Thisresear ch hasamended Wood'sbasic
model, however, by adding the element of directionality toitsstructure. Within an issue set,
specific concernsarelinked together into mor e generic issues, which ultimately coalesceinto
acentral (or focal) issue. Thisprocessof linkage may flow either from specificissuesto more
general constructs, or from the general to the detailed specifics. A movement of issue
definitions towards greater generalization suggests an integrative flow, where separate
concerns coalesce and combine into a
central focus. Issuedefinitionsfrom this
vantage evolve from an integration of
many specific concernsintolarger, more
gener alized conceptualizations. Opposite
to this issue set pattern is the extended
flow, wherethefocal concern isextended
throughout and itsinfluencedistributed
from a generalized concern into the
secondary and tertiary issuelevels. I ssue
definitions from this vantage originate
with aclearly defined central issue, with
all subsidiary issues reflecting this
orientation. Figure 1 showstheissue set
analysis template, detailing the issue
categories of Wood's initial structure

155SVE DOMAINS

Direclion©

D efinitional
Flows?

N

emphasis balance?

. ey . . . PRIMARY SECONDARY TERTIARY
with the addition of directionality. (CENTRAL) (GENERIC) (SPECIFIC)
. . ISSUE ISSUES ISSUES
Figure 2 details the grounded
. . DEFINITIONAL FLOWS
issue set derived from the data collected e Integrative g ...

definitional flow

for thisstudy. Thecentral issuedriving Extended
. . e e . . . definitional flow
organizational activitieswithin the firm

is " performance’. The issue domains Figure 1: Issue Set Analysis Template
most frequently cited as significant
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per formance ar eas wer e competition, financial, operations, and regulation, with all tertiary
issues then being defined as concernsrelated to one or mor e of these categories.

Y et when moving from firm-oriented issue categories to examine the tertiary issues
comprising the substance of this organization's issue domains, individual tertiary issues
representing dispar ate stakeholder concerns did not always correspond with firm-defined
per spectives.

In many instancesthecontrary held true. Specific external stakeholder interestswere
often classified by firm manager sssmply assubsetsof theprimary issueof performance, rather
than as stakeholder concerns not necessarily linked directly to firm aims. While these
stakeholder-defined issues then appear within the organization's issue set, they are
"de-coupled" from thefirm'sdefined central issue. Theconsequence of thiscondition isthat
stakeholder/customer issues, which should be central to the operations of the firm, risk
relegation to a minor rolewherethey can influencethefirm'smission (or beinfluenced by it)
only if and when they are recognized as elements of a " coupled” issue domain.

LINKING DEFINITIONSTO | e - DEFINITIONAL FLOWS = < <<= ---

D efinitional

ENTREPRENEURIAL STRATEGIES blance o

A deeper understanding of how
managers define issues, as seen in the
preceding examination, carries
far-ranging implications for effective
business practices. A short example
using a problem common to many
emerging firms — identification of an
appropriate customer/market segment
for a product or service — can help to
highlight theuseof theissueset template | :
in revealing potential strategic pitfalls | ossuesnotinees

directly by Management
to the Primary issue, but

and possibilities. For the entrepreneur, [ smesitomsi”
the natural starting point for this

Changing industry
structures

' Creation of "value”
for shareholders

Financial thatk et
expectations

\y Allowed rate-of-retum

! "«\’ 7

¥ ':fi‘). Safe operations

. :‘ll““‘ Xy Jobsecuty
OPEFIAJPONS )’;—:"‘A",’"A" Cusztorner health concems
. ‘liq-‘ (L7 Fossil fuel use
Y 9y

"'7”‘;;‘: orsistent, dependable,

aff ordable product

PERFORMANCE

“ Input for politicallregukat ory
2 changes

Aﬁ’,“d Erwdronrnental standards

““ Regulatorconcems
\‘\ Use of nat ural resources

‘ Legislative agendas

analysis might appear to be "what are PRIMA;“* Energyeonsention
the characteristics of the marketplace.” (CENTRAL) SECONDARY TERTIARY
But the critical starting point for other Rl —
stakeholders is often "what are the Figure2: an Industrial Firm's|ssue Set

characteristicsof theproduct or service."

Each of these provide a vastly different

set of issues for the development of entrepreneurial strategies. Characteristics of the
mar ketplaceincludespecificissuessuch asincomelevels, pricesensitivity, customer demands,
product applicability to needs, environmental concerns, and distribution requirements. For
external stakeholders, important specific concerns may include environmental concerns,
affordability, dependability, and safety. These specific concerns can then be classified as
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generic issues (see Table 1), revealing potential areas of stakeholder-firm convergence or

divergence.
Table 1: Issue Classification Example
Specific issue Genericissue category
Income levels Financial

Price sensitivity

Customer demands

Product applicability
Environmental concerns (firm)
Distribution

Environmental concer ns (exter nal)
Affordability

Dependability

Safety

Financial, Competitive
Competitive, Operational
Competitive, Operational, Liability
Financial, Operational, Regulatory
Operational, Financial
Environment, Financial
Financial, Competitive
Financial, Competitive
Health, Liability, Environment

Whilemany other genericissuecategoriesmay ariseintheanalysisof thissituation, this
cursory examination pointsout anumber of important elements. First, both the or ganization
and external stakeholders hold a number of issue categories in common: financial,
competitive, liability. However, the emphases within these categories differ — while
"financial" aspectsfor theorganizationinvolvetheprofit potential of thesituation, " financial"
for exter nal stakeholder sinvolvesper sonal costsand savings. Whilethesetwointer pretations
can potentially lead to conflict — for example, customer savings may lead to reduced profit
potential — the balance of emphasis within this domain then plays an important role.
Effective entrepreneurial approaches work to find a balance between these conflicting
demands, so that both internal and external parties achieve satisfactory results.

A second noteworthy element isthat some issues which share issue domains between
stakeholder s— environmental concer ns, for example— also contain anissuecategory held by
only oneparty. A failuretorecognizethisimbalancewill inevitably lead to stakeholder-firm
conflict, asenvironmental concer nsbecomedefined solely asoper ational or financial concerns
for one stakeholder, while another holdsthe environment as a separ ate concern with itsown
specific set of values. Therecognition of differing issue emphases affords the entrepreneur
with the opportunity to use shared definitional domains on the same concern to achieve
consensus with external stakeholders.

A final element of interest is the implications this process of defining specific and
generic issues holds for therecognition of the central issuefor the entrepreneur. If " profit”
is the central issue, and the definition of all issues facing the business concern exhibit an
" extended definitional flow" with all other issuesbeing framed in thislight, the potential for
achieving the consensus needed on issue domainsdiminishes. Likewise, if the central issueis
defined only by an " integrative" trend, elementsessential tothevery survival of theemerging
firm — such as profit margins and distribution channels — may be overwhelmed by
competing stakeholder concerns. To effectively manage issues in the environment,
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entrepreneur smust combineboth integrativeand extended approachesin both definingtheir
primary issue(or goal) and in balancing inter nal and exter nal stakeholder demands. Failure
to do so can lead to situationswhere" doing theright thing can berisky business’ (Murphy,
1994, 47).

MANAGERIAL IMPLICATIONS

Accurateanalysisof theenvironment, and alignment of organizational prioritieswith
environmental conditions, isessential to the implementation of successful business practices.
Entrepreneurs” first must know their target markets. Who arethefirm'scustomers? What
is the demographic makeup of the target market and how is it changing? Perhaps most
important, what arethecustomer preferencesand needsand how will thesebechangingin the
future?" (Fry and Stoner, 1995, 83). A good starting point isan under standing of what the
organization internally thinks is important, for these issue definitions embody the
presumptions and competencies of the firm and its managers. If not questioned, this
combination of firm abilitiesand skillsdelivery, framed within or ganizational per spectives, can
lead to issues being defined not on the basis of their underlying qualities and conditions, but
rather onthebasisof organizational concer nswhich reveal only theorganization'sunderlying
assumptions.

All of these effortstowar ds developing effective entrepreneurial strategiesto address
stakeholder/customer needssimply reflect the development of what Peter Drucker hascalled
"knowledgeworkers," individualswho areableto adapt and align organizational issueswith
those of itsexter nal stakeholders: " Tobesure, management, likeany other work, hasitsown
toolsand itsown techniques. But just asthe essence of medicineisnot urinalysis (important
though that is), the essence of management isnot techniquesand procedures. The essence of
management is to make knowledge productive" (Drucker, 1994, 72). If academics and
practitionershopeto assist in the development of successful and responsible entrepreneurial
practices, they must develop insightsinto thealignment of firm and stakeholder concerns. In
a changing environment, arecognition of theinternal processes and assumptionsinvolved in
managerial issue definition can provide manager swith an effective, practical mechanism for
recognizing and addressing exter nal stakeholder/customer issues. A detailed under standing
of how manager sdefineand shapeissuescan thusassist in the development and coor dination
of processes which not only clarify our understanding of the marketplace, but also provide
insightsfor the development of realistic and responsible business strategies.
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INTRAPRENEURSHIP AND INNOVATION
IN MANUFACTURING FIRMS: AN EMPIRICAL STUDY
OF PERFORMANCE IMPLICATIONS

James W. Pear ce, Western Carolina University
JamesW. (Trey) Carland, |11, Western Carolina Univer sity

ABSTRACT

Entrepreneurship has long been associated with small businesses and new ventures
(Carland, Hoy, Boulton & Carland, 1984). Theidea of an individual identifying an untapped
market niche or inventing a new product goes hand in hand with the traditional perspective.
However, in recent years, entrepreneurship researchers have increasingly recognized that
entrepreneurial activity can and doestake placein large businesses (de Chambeau & Mackenze,
1986; Adams, Wortman & Spann, 1988; Ellis & Taylor, 1988; Morris, Avila & Allen, 1993).
Given that intrapreneurship exists within large, established firms, how does it manifest itself?
What is intrapreneurship and what effect does it have on a firm's performance? This paper
represents an effort to investigate intrapreneurship and its linkage to financial performance.

Thisresearch examined the performanceimplications of high levelsof intrapreneurship.
Therespondentsin this study whose firms exhibited high intrapreneurial intensity outperformed
those respondents whose firms exhibited low intrapreneurial intensity. Extrapolation of the
resultsto other populationsis limited due to the high technology sector under examination and
the limited sample size of the data base. Nevertheless, the results of this study support
intrapreneurship as a valid focus for research and as a desirable strategy for implementation.

INTRODUCTION

Entrepreneurship has long been associated with small businesses and new ventures
(Carland, Hoy, Boulton & Carland, 1984). Theideaof an individual identifying an untapped
mar ket nicheor inventing a new product goes hand in hand with the traditional per spective.
In fact, Stevenson, Roberts and Grousbeck (1989) define entrepreneurship as a process of
creating value by employing a unique set of resour cesto exploit an opportunity. However, in
recent years, entr epreneur ship resear cher shaveincreasingly recognized that entrepreneurial
activity can and doestakeplacein lar gebusinesses(deChambeau & M ackenzie, 1986; Adams,
Wortman & Spann, 1988; Ellis& Taylor, 1988; Morris, Avila& Allen, 1993). Brandt (1986)
presentstheposition that the entrepreneurial processhasapplicability to organizationsof all
sizes. In the large firm setting, the term generally used is intrapreneurship and an
intrapreneur isdefined by Pinchot (1985) as" Thosewho takethe hands-on responsibility for
creating innovation of any kind within an organization” (p. ix).
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Inthesmall businesssetting, entr epr eneur shipisalmost univer sally taken asapositive,
beneficial phenomenon (Carland & Carland, 1993). It isintricately linked with innovation
(Carland, et. al., 1984). Duetoitsrich background in thesmall business arena, the authors
wer einter ested in exploringtheimpact of entr epr eneur ship within thecor por atesetting. Given
that intrapreneur ship existswithin lar ge, established firms, how doesit manifest itself? What
is intrapreneurship and what effect does it have on a firm's performance? This paper
representsan effort toinvestigateintrapreneur ship and itslinkageto financial performance.

INTRAPRENEURSHIP

Thevariousdefinitionsof intrapreneur ship appearingin theliteratureareremarkably
similar. DeChambeau & Mackenzie(1986) say that " I ntrapreneurial activity rangesfromthe
development of a new product to the creation of a more cost-efficient process (p. 45)."
Jennings and Y oung (1990) define cor por ate entr epreneur ship as the process of developing
new products and/or markets. Hornsby, Montagno and Kuratko (1990) describe
intrapreneurship as a means to increase corporate success through the creation of new
corporate ventures. McGrath, Venkataraman, MacMillan and Boulind (1992) describe
cor por ate entrepreneurship as a means for firms to change their pool of competencies to
increase long term economic viability. Hornsby, Naffziger, Kuratko and Montagno (1993)
refer to the development of new business endeavor s within the cor porate framework. Note
that the intrapreneurial perspectiveissimilar to the entrepreneurial in termsof its focus on
innovation. Infact, thecorporateentrepreneurial construct hasthreeaccepted dimensionsin
theliterature (Morris, Avila & Allen, 1993). These include innovativeness, development of
novel products, services, or processes, risk-taking; and proactiveness (Covin & Slevin, 1989;
Ginsberg, 1985; Jennings & Young, 1990; Khandwalla, 1977; Miles & Arnold, 1991; Miller
& Friesen, 1983). All of the definitions of intrapreneurship have been highly consistent
(Cornwall & Hartman, 1988). Zahra (1986) examined the antecedents of corporate
entrepreneurship and found that most people see it as being innovative activities within a
firm.

EMPHASISON INNOVATION

M ost resear cher sclear ly seecr eativity and/or innovation asthefocusof intrapreneurial
activities. Intrapreneurs are innovators and idea generators. The outcomes of these
innovations range from new products to new markets to new processes. However, Knight
(1967) identifiesnew product/serviceinnovationsasthehighest level resultsof intrapreneurial
actions (Cornwall & Hartman, 1988). Jenningsand Y oung (1990) defined intrapreneur ship
" astheprocessof developing new productsand new markets' (p.55). Morris, Pitt, Davisand
Allen (1992) used thenumber of new products, services, and processesintroduced by or within
afirm to measurethefrequency of entrepreneur ship. Jenningsand Y oung (1990) used Miller
and Friesen's(1983) procedureto obtain a subjective measur e of intrapreneur ship. Jennings
and Y oung (1990) gave CEOsathreequestion survey, which " focused on innovativeactivities
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with respect to the addition of new products' (p. 57). Clearly, the linkage between new
product development and intrapreneur ship iswell established. Therefore, thisresearch will
focus only on the product innovation aspect of intrapreneur ship.

THE PERFORMANCE LINKAGE

Several researchers have found links between performance and the presence of
intrapreneurship. For example, Morris, Lewis and Sexton (1993) discovered higher
performance in large firms with a high level of entrepreneurial intensity. Gough (1993)
showed that firmswith a high level of in-houseinnovation outperformed firmswho pursued
opportunities through joint ventures or acquisitions. Bailey (1992) found that Australian
effortstoencourageand develop intrapreneur shipinlargefirmsresulted in significant profits.
Kramer and Venkataraman (1993) discussed r apid, sustained gr owth asbeingachar acteristic
of entrepreneurial enterprises. Infact, thereisconsiderableliteraturedevoted to thetacit or
explicit idea that identifying and fostering intrapreneurship within a large firm isjustified
precisely becausetheintrapreneur swill develop new productsand ideaswhich will ultimately
improvethefirm'sperformance(i.e., Pinchot, 1985; de Chambeau & Mackenzie, 1986; Ellis
& Taylor, 1988; Adams, Wortman & Spann, 1988; Cornwall & Hartman, 1988). Given the
high level of agreement that intrapreneurial activity should lead to higher long term
performance, the stage is set for an empirical assessment.

RESEARCH METHODOLOGY

Theliteraturesuggeststhat firmswhich emphasizeintrapreneur ship should havehigher
performancelevels. Theauthor stested that relationship empirically. Theresearch proceeded
by establishing ahypothesis, preparing asurvey and collecting data, partitioning thedata set,
and testing the hypothesis. The hypothesis examined in this study is as follows:

Thereisno difference in performance between firms which emphasize, and firms which do

not emphasize, high levels of intrapreneurship through innovation.

A questionnairewasdeveloped and pilot tested by seven executivesin the Atlanta ar ea.
To improve response rate, the investigation was conducted using the Dillman (1978)
methodology. To ensure maximum homogeneity among the firms to be investigated, the
authors identified firms in the Standard Industrial Codes (SIC) 35 and 36: electronic,
computer and computer -r elated manufacturingfirms. Threecriteriawereusedtoselect firms
for inclusion in thestudy: annual net salesof at least $1 million, morethan 15 employees, and
products sold predominately to external customers. Using the Compac Disclosur e database,
807 firmswereidentified aspotential candidates. Telephone contactsresulted in eliminating
183 firms, producing a mail sample of 624 firms.
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Of the 624 instruments which were mailed, 317 partially or fully completed
guestionnaires wer e returned, 304 of which were usable, for a net response rate of 49.03%.
However, only 260 of the 304 firmssold their products predominately to external customers.
All respondents were members of the upper levels of management in their firms, implying
knowledge of overall firm performance.

Thefinal samplecontained firmsin 39 states. A Chi-Squar etest wasutilized totest for
possible regional bias between the original sample of 807 firms and the usable sample of 260
firms across the eight U.S. Census regions. There was no evidence of regional biasin the
usable sample compared to the original sample.

Ideally, thedistribution of SIC codeswithin the usable responses would be similar to
thedistribution in thelarger population. Thedistribution of firmsin the 3500 and 3600 SIC
codeswer e compar ed with Chi-Squar e goodness of fit tests. Employing an alphalevel of .05,
all computed test statistics were less than the critical value, implying that the sample is
generally representative of the larger population.

Another issue of sample representation isthe extent to which the respondentsto the
survey differ from the non-respondents. A test for non-response biaswas conducted. First,
profilesof theresponding firmsweredeveloped. Variableswhich werereasonably stableand
exhibited littlevariance acr ossthe samplewer eidentified to establish a” norm" against which
non-respondentscould becompared. Six variableswereidentified ashavingavarianceof 1.0
or less.

Fifteen weeksafter thefinal follow-up mailing of thequestionnair e, 25 non-r espondents
wer e contacted by telephone, and requested to verbally respond to the short list of norm
variables. For each of the six norm variables, the mean for all respondents (N=304) was
compared to the mean for the non-respondents (N=25) at alpha value of .05. For each of the
six comparisons, thetest statistic waslessthan the Z critical value, indicating that thesample
contains little response bias.

A major concern isthe extent to which the instrument resultsin reliable measures.
Churchill (1979) providesamodel for developing constructs. Asafirst measureof reliability,
Churchill suggests the use of coefficient alpha to assess the quality of the instrument.
Coefficient alpha (Cronbach, 1951) for thevariableswasfound tobe .87, areasonablelevel of
acceptance for the group of variables (Nunnally, 1978).

Reliability wasalso examined using a sample of survey respondents. Eight weeksafter
thefinal reminder letter was mailed, 100 firmswererandomly selected from the responding
firms. Another copy of thequestionnairewasmailed tothosefirms, addr essed totheattention
of the contact person who originally completed the questionnaire. The enclosed cover letter
requested that theadditional questionnair ebe passed toanother production executive, ideally
an executive equally familiar with the processes, for completion. Forty-nine of the
guestionnaireswer eretur ned, 37 of which werecomplete. Respondentsfrom each plant were
paired, and thecorrelationsbetween responseson each variablewer ecomputed. Correlations
between first and second respondentsranged from .10to .77, averaged .32, and 19 of the 37
pairswere significant at an alpha level of .05 or less. Overall, the results suggest that data
reliability is high.
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Asan indicator of intrapreneurial intensity, the resear cherswill employ new product
introductions. The literature supports a postulate of a higher volume of new product
introductions representing a greater intensity of intrapreneurship. Consequently, the
resear cher swill employ volume of product introductions as a meansto partition a database
of firms.

Thenatural issuefollowingthebasisfor database partitioningishow doesonemeasur e
thevolume of new product introductions? Given that all new productsarenot equal and that
volume must beconsidered relativeto an industry and a set of competitors, thequestion isnot
trivial. Thereisa considerable body of literature supporting the use of subjective measures
(Jennings & Young, 1990). Recognizing thereality of scientific inquiry, Huber and Power
(1985) defend the use of subjective evaluation from top managers. Dessand Robinson (1984)
found that subjectivemeasur esof certainfinancial measur escorrelated significantly with their
objective counterparts. In fact, Dess and Robinson (1984) suggest that such subjective
measur es could be used when objective indicators are unavailable, although their position is
not without detractors (Sapienza, Smith & Gannon, 1988). Smith, Gannon and Sapienza
(1989) examined the advantages and disadvantages of objective ver sus subjective measures
and concluded that both types of data can enrich a study. Swamidass and Newell (1987)
actually used subj ective per formancemeasur esin astudy of manufacturingstrategy. Downey
and Ireland (1979) suggest that the obj ective-subj ective categorization hashad dysfunctional
effects on organization research in that it hastended to push resear ch away from qualitative
data that might be useful for assessing certain dimensions. They remind the scientific
community that objectivity in scientific research refers to objectivity on the part of the
resear cher and they conclude that subjective behavior on the part of the subjectsof scientific
inquiry may well be a legitimate topic for study (Downey & Ireland, 1979).

Theauthor sconcludethat a subjective measur e by top manager s of the volume of new
product introductionsrelativeto their competitorsisalegitimate measure. Accordingly, the
methodology of this study involves obtaining such assessments and employing them as the
basisfor partitioning the database.

Accordingly, the survey instrument asked executives to evaluate the perceived
importancegiven by management to product innovation and new product introduction within
thefirm. Respondentsranked the perceived importance on a seven point Likert scale.

For all respondents, the average ranking of perceived importance of product
introduction is5.1, on the seven point Likert scale. Theauthorsemployed thepolar extreme
approach todatapartitioning (Hair, Anderson, Tatham, & Gradlowsky, 1979). Respondents
with aranking of 6 or 7 were assigned to the group classified as having a high emphasison
product introduction. Respondentswith aranking of 4 or below wer e classified as having a
low emphasis on product introduction.

Of the 260 respondents, 135 were classified as having a high emphasis on product
introduction, 88 wer eclassified ashavingalow emphasison product introduction, and 37 were
excluded from further analysis. Accordingly, thedatapartitioning produced 135firmsdeemed
tohavehighintrapreneurial intensity and 88firmswhich exhibit low intrapreneurial intensity.
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As is the case with new product development, obtaining a measure of financial
performanceisdifficult. Theissueof interest isnot an absolute measure, rather the question
iswhether firms exhibit performance which is superior to their competitors. Following the
reasoningoutlined above, theauthor sdeter mined to usesubjective measur esby top manager s
of varioustypes of performance. Accordingly, respondents were asked to rank their firm's
performancerelativeto competitor son a seven point Likert scale. Rankingswererequested
for on-timedelivery, salesgrowth, product durability, product reliability, profitability, profit
growth from the previousyear, labor productivity, market share, return on sales, return on
investment, and return on assets.

DATA ANALYSISAND RESULTS

Inthefirst stageof analysisavector of meanswasprepared for each of thetwo groups.
The vector was composed of an indicator of average emphasis for each of the eleven
performance variables (SAS Institute, 1989). Four criterion tests, Wilk's, Hotelling, Roy's
Maximum Root, and Pillai's Trace, were used to test for significant differ ences between the
vectors (SAS Institute, 1989). In each case the most restrictive test of the four criteria was
employed asthebasisfor comparison. On each of thefour tests, theper formancevectorswere
significantly different at a probability level of .01 or less.

I nthesecond stageof investigation, Analysisof Variance(ANOVA) wasused totest for
differenceswithin thetwo groups. Table1showstheresultsof the ANOVA. Six performance
variablesweresignificantly different between high and low intrapreneurial intensity groups:
on-timedelivery, salesgrowth, profit margin, ear ningsgrowth from thepreviousyear, market
share, and return on sales.

Thefinal stageof analysisexamined ther elative per for mancemeasur esbetween thetwo
groups. Relative performanceisameasur eof how well each perfor mancevariable compares,
guantitatively, between each of the two groups of respondents (SAS I nstitute, 1989). Where
per formancemeanswer esignificantly different at alpha< .05, meanswer ecompar ed usingthe
Duncan Multiple Stage Test (SASInstitute, 1989). Resultsareshown in Table2. Meansthat
wer e not significantly different at alpha < .05 areindicated asNSfor not significant. Asthe
table shows, therespondentsidentified asdisplaying high intrapreneurial intensity exhibited
higher levelsof performanceon 6 perfor mancevariables: on-timedelivery, salesgrowth, profit
margin, ear nings growth from the previous year, market share, and return on sales.
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Tablel

Analysis of Variance Within Intrapreneurship Strategies
Comparison of Mean Scoresfor Each Performance Variable Within Each Intrapreneurship Strategy

Performance Variable Source Df F P
On Time Delivery I ntrapreneur ship 1 8.35 .0042
Error 221
Sales Growth I ntrapreneur ship 1 5.90 .0159
Error 221
Dur ability I ntrapreneur ship 1 .28 5951
Error 221
Reliability I ntrapreneur ship 1 .56 4569
Error 221
Profitability I ntrapreneur ship 1 4.79 .0296
Error 221
Profit Growth I ntrapreneur ship 1 6.63 .0107
Error 221
Labor Productivity I ntrapreneur ship 1 .81 3701
Error 221
Market Share I ntrapreneur ship 1 531 .0222
Error 221
Return on Sales I ntrapreneur ship 1 4.43 .0364
Error 221
Return on Invest I ntrapreneur ship 1 1.52 .2183
Error 221
Return on Assets I ntrapreneur ship 1 .98 3222
Error 221

Table?2

Comparison of Performance Scores by Intrapreneurial I ntensity
Performance M eans Represent Averages of the 7 Point Likert Scale Rankings for each of the two Groups

Performance Variable High Intensity Low Intensity Duncan’s Test
(N=135) (N=88)

On Time Delivery 5.7 5.2 P<.05
Sales Growth 45 3.9 P<.05
Durability 5.8 5.7 NS
Reliability 59 5.8 NS
Profitability 4.6 4.2 P<.05
Profit Growth 43 3.8 P<.05
Labor Productivity 4.8 4.7 NS
Market Share 4.8 4.3 P<.05
Return on Sales 45 4.0 P<.05
Return on Investment 45 4.3 NS
Return on Assets 45 4.3 NS
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The results of the empirical analysis demonstrated that for six of the eleven
per formance measur es consider ed, firms which emphasize high levels of intrapreneurship,
evidenced through their emphasis on product introduction, outperform firms that do not
emphasize intrapreneurship. Consequently, the authorsreject the research hypothesis.

CONCLUSIONSAND IMPLICATIONS OF THE FINDINGS

Thisresear ch examined theper formanceimplicationsof high levelsof intrapreneur ship.
The respondents in this study whose firms exhibited high intrapreneurial intensity
outperformed those respondents whose firms exhibited low intrapreneurial intensity.
Extrapolation of the resultsto other populationsislimited dueto the high technology sector
under examination and the limited sample size of the data base. Nevertheless, theresults of
thisstudy support intrapreneurship asa valid focus for research and asa desirable strategy
for implementation.

This study advances the search for determinants of competitive advantage and
per formanceimprovementsin high-tech manufacturing. Futureresearch could extend these
resultsbyincludingother likely variablesinfluencing how firmscan bemoreentrepreneurial.
Additionally, it would be useful to extend this study into other industries to examine the
impact of intrapreneurial intensity on the broader spectrum of business.
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