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ABSTRACT

Vesa Puhakka (2002). Entrepreneurial Business Opportunity Recognition: Relationships
Between Intellectual and Social Capital, Environmental Dynamism, Opportunity Recogni-
tion Behavior, and Performance. Acta Wasaensia No. 104, 266 p.

Studies of entrepreneurship have shown that one of the main activilies of entrepreneurship is business oppor-
lunity recognition. However, the lmowledge of it is immature. The main problem is that the research is disor-
ganized, and thus il is hard to say what is known and what is not. This sudy reduces this shoncoming in the
knowledge of an important part of entrepreneurial behavior by combining the existing research on opportunity
recognition into a comprehensive theoretical model and by testing it empirically. The research question of the
study is: What are the mechanisms of entrepreneurial business opportunity recognition? The study claims that
the main theeretical constructs for the study of this phenomenon are intellectual capital, social ¢apital, per-
ceived environmental dynamism, and opportunity recognition behavior of entrepreneurs and performance of
ventures. The study hypothesizes that intellectual capital (domain knowledge, formal knowledge, manage-
ment experience, intrinsic motivation, and creativity), social capital (amount of social interaction, closeness of
relationships, and commitment to relationships), and perceived environmental dynamism enhance opportunity
recognition behavior (knowledge acquisition, competitive scanning, proactive searching, innovative behavior,
and collective action). Further, the study hypothesizes that opportunity recognition behavior enhances per-
formance of young ventures (growth and newness value). The study investigated the population of meta) and
information and communication technology ventures established in 1998 in the regions of Jyviskyli, Qulu,
and Vaasa (Finland). The informants were those responsible for the creation of an epportunity and the estab-
lishmeni of a venture. The whole population of ventures consisted of 223 ventures, which were all contacied.
The data was obtained from 191 ventures using a 9-page questionnaire. Data was gathered in autumn 2000 by
using principally 2 mail survey. E-mail, telephone survey, and personal visit were used when it was necessary.
Non-response analysis showed that the collected datz was unbiased. In the analyses, confirmatory factor
analysis was used (o test the theoretical constructs and multiple regression analysis and strucrural equation
mxeling 10 test the hypotheses. The resulls revealed that probably entrepreneurs first analyze the competitive
arena o recognize an opportunity. They do it especially when envimonmental dynamism is high. To do this
they use persenal relationships, formal knowledge, and creativity. Second, entrepreneurs try 1o proactively
create opportnities that would create new value in the near future. Creativity, intrinsic motivation, manage-
ment experience, amount of social interaction, and commitment to relationships enhance proactive vistoning.
Also perception of environmental dynamism enhances proactive searching as dynamism indicates thar gaps
are to be found. Third, entrepreneurs need second opinions to be sure that there is a gap in a compelitive
arena and that the proactive opportunity they have created would fill this gap. Thus, they get involved in col-
lective action. The amount of social interaction and commitmen to relationships enhanced whereas manage-
ment experience declined collective action. Fourth, the results indicated that proactive searching of future ori-
ented opportunities and scanning of gaps in a competitive arena greatly influence the growth of young ven-
tures. Fifth, newness value of young ventures is significantly affected by proactive searching and collective
action. As a whole, allocaling time and effort for opportunity recognition, and especially for competitive
scanning, proactive searching, and collective action, could significantly enhance performance of young ven-
tures. Furthermore, to make the above opportunity recognition behavior possible insight is needed that envi-
ronmental dynamism creaies knowledge gaps, formal knowledge 1o be capable of analyzing information, and
crealvily to create original solutions. Intrinsic motivation helps entrepreneurs to enjoy the situation despite
all the insecurities of new venture creation. Flexibility in the use of management experience, active social in-
teraction and personal relations to get relevant informaiion, and cognitively close relations 1o discuss the dif-
ficulr issues are also needed.

Vesa Puhakka, Department of Information Processing Science, University of Oulu, P.O.
Box 3000, FIN-90014 University of Oulu, Finland

Key words: entrepreneurship, new venture creation, business opportunity recognition.
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1. INTRODUCTION

Recent research on entrepreneurship has paid growing attention to the creation of new
businesses (e.g. Busenitz and Lau 1996; Low and Abrahamson 1997; Greene, Brush, and
Hart 1999; Gunther McGrath 1999; Zahra 1999a; Zahra 1999b; Shane and Venkataraman
2000). This attention is based, at least partly, on the assumption that entrepreneurship in
the form of new businesses is a vehicle for economic development (see, .g. Hamel 1999;
Sahlman 1999). Thus, entreprenenrship is often understood, for example, as a motor of
compelitiveness of nations, as a renewal capacity of organizations, as an ability to survive
in the speed of change, as an ability to marshal resources, as a force 10 express intrinsic
needs, and/or as a chance for self-employment. Because of these positive impacts on both
societies and individuals, researchers and praclitioners are interested in investigating and
supporting entrepreneurship and new businesses. The research focused especially on busi-
ness crealion, then has tried to identify, e.g. types of emerging ventures, motives to start
businesses, qualities of novice entreprencurs, business venturing processes, and competi-
tive environments of young ventures (e.g. Manimala 1992; Birley and Westhead 1994;
Frank and Lueger 1997; Zahra and Neubaum 1998; Covin, Slevin, and Heeley 1999). With
the above artention is connected a more specific academic interest in the ability to recog-
nize business opportunities (e.g. Kaish and Gilad 1991; Christensen, Madsen, and Peterson
1994, Hills 1993; Sigrist 1999). The focus of this study is on the examination of this last
phenomenon.

Recognition and exploitation of oppertunities are seen as the major functions of entrepre-

neurship (e.g. Bygrave 1993; Shane and Venkataraman 2000). It is proposed that opportu-
' nities are more important {o success than, e.g. the qualities of an entrepreneur (Gaglio and
Taub 1992). However, as a whole, oppertunity recognition is a poorly understood area of
entrepreneurship (Hills, Lumpkin, and Singh 1997). Therefore, this study focuses on exam-
ining business opportunity recognition. The research on opportunity recognition is based on
the seminal theory of entrepreneurial alertmess by Kirzner (e.g. 1979, 1981). He has sug-
gested that entrepreneurship is about recognizing and exploiting business opportunities.
Further, he has maintained that entrepreneurs are Lhe omnes alert to opportunities existing in
markets because of their skills 1o use and interpret market information. On the basis of this
theory Kaish and Gilad (1991) made an inspiring empirical study, which indicated that the
ability to recognize opportuenities is dependent on skills o perceive relevant information in
markets. They argue that entrepreneurs, compared to managers, recognize business oppor-
tunities more often because they gather information from multiple sources and use it
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smoothly. In spite of the thought-provoking nature and importance of these studies to the
domain, much remains to be done to thoroughly understand the skills of entrepreneurs to
recognize opportunities. For example, Busenitz (1996} demonstrated that the phenomenon
is complex and needs more extensive research in order to develop further the understand-
ing. In his study Busenitz (1996) replicated the study by Kaish and Gilad (1991} and illus-
trated clearly that both the idea of information processing and opportunity recognition in
general call for further considerations. On the basis of the above arguments this study con-
centrates on developing further the knowledge of opportunity recognilion.

Entrepreneurial ability to recognize opportunities has also been part of a considerable
amount of entrepreneurship research other than at mentioned above (e.g. Bird 1988; Hébert
and Link 1989; Aldrich 1990; Manimala 1992; Baumol 1993; Camree and Thurik 1994;
Cooper, Folia, and Woo 1995). Also several highly appreciated articles on more general
organization theory refer to opportunity recognition and business creation as a mode of or-
ganizational renewal and creation of new value (e.g. Aldrich and Fiol 1994; Hamel 1998;
Hamel 1959; Moran and Ghoshal 1999; Ghoshal, Bartlett, and Moran 1999). Although the
above studies have not explicitly studied business opportunities, they touch upon opportu-
nity recognition and, nevertheless, note the ability to recognize opportunities as an impor-
tant part of the processes of initiating new businesses (cf. Bygrave 1993) and renewing in-
dustries. Thus, it is possible to argue that the subject is important. Yet, its theoretical and
empirical understanding is in its infancy (Busenitz 1996). In fact, the first empirical stadies
trying to develop further the theory of opportunity recognition seem o be quite recent ones
done by Long and McMullan (1984) and Kaish and Gilad (1991). For that reason it is not
surprising that the knowledge is undeveloped. The lack of knowledge of an essential part of
entrepreneurship creates a need for both theoretical and empirical modeling of the phe-
nomenon. The present study aims at modeling the phenomenon theoretically and empiri-
cally by using existing research on opportunity recognition as a basis for the investigation.
This has not been the case in former studies, in which the approaches have been quite lim-
ited and loose (cf. Hills 1995).

Though the area has just recently begun to really develop (see Hills and Shrader 1998)
there are quite a few studies that explicitly discuss business opportunities and vpon which
can be theoretically relied. Sigrist (1999) reviewed this research and divided it into three
research streams. According to her, the first stream has centered on studying opportunity
recognition as organizing informaticn rationally (e.g. Vesper 1991; Cadotte and Woodruff
1994; Christensen et al. 1994; Timmons and Muzyka 1994). The second stream, then, has
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seen the recognition process as an intuitive creation incident, which is not a linear and/or
logical combination of pieces of information (e.g. Gaglio and Taub 1992; Jenssen and
Kolvereid 1992; Muzyka 1992). There is also a third stream springing up that sees oppor-
tunity recognition as including both organizing information rationally and intuitive creation
(Sigrist 1999). Studies supporting this last point of view have shown the existence of both
purposeful searching for possibilities and accidental, intuitive "crashing” into opportunities
(Christensen and Peterson 1990; de Koning and Muzyka 1996; Hills et al. 1997; Hills and
Shrader 1998). Although the latest empirical resuits of the phenomenon support the third
type of view (Sigrist 1999), the interactive viewpoint has been quite neglected. This study
examines opportunity recognition as an interactive event, in which accidental luck of find-
ing, seeing, and/or understanding a new business is based on intensive and rational working
in the field (cf. Martello 1994). Third stream’s view is taken as the point of departure. The
underlying assumption is that there doesn’t exist simply one view to lock at opportunity
recognition but different angles should be taken holistically under examination to under-
stand this complex phenomenon.

If the interactive view is taken further, it could be asked what should be the theoretical con-
structs under the study. Based con previous studies (e.g. Hills 1995; de Koning and Muzyka
1996; Sigrist 1999) it is suggested that those theoretical constructs are intellectual capital,
social capital, environmental dynamism, opportunity recognition behavior, and perform-
ance of new ventures. First, previous research hag shown that intellectual and social capital
initiate opportunity recognition process (cf. de Koning and Muzyka 1996; Hills et al. 1997;
Hills and Shrader 1998). Thus, it is possible to propose also here that these issues should
be taken as the starting point in explaining opportunity recognition. However, the problem
is that the results are scattered and there are, hence, difficulties to see what the impact of
them is. Thus, it is suggested that the fragmented results of the effects of intellecrual and
social capital on opportunity recognition should be linked and the effects and use of these
resources studied more rigorcusly. Second, several studies have proposed that opportunity
recognition behavior is affected by the environmental dynamism perceived by entrepre-
neurs {e.g. Johannisson 1988; Krackharde 1995; Hills et al. 1997, Zahra and Neubaum
1998). These studies have displayed that intellecrual and social processes of entrepreneurs
are different in different entrepreneurial environments. Thus, it is not so obvious that the
intellectual and social processes just cause differences in opportunities. The studies haven’t
revealed what is the exact nature of the relationship between environment and business op-
portunities. Thus, the impacts of environmental dynamism on opporiunity recognition be-
havior should be studied more thoroughly. Third, the above presented theoretical con-
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structs, intellectual capital, social capital, and environmental dynamism, play an important
role in opportunity recognition but they don’t tell what kind of behavior is taking place in
the process of opportunity recognition. This study proposes that opportunity recognition
behavior is both rational organizing of the complexity and creative sense-making of a
vague situation. Opportunity recognition behavior (e.g. Long and McMullan 1984; Teach,
Schwartz, and Tarpley 1989; Bhave 1994; Hills 1995; Sigrist 1999) refers to behavior such
as knowledge acquisition, competitive scanning, proactive searching, innovative behavior,
and collective action. This study concentrates on these lines of bebavior.

Fourth, Singh, Hills, Hybels, and Lumpkin (1999) have proposed that opportunity recogni-
tion research should be more concerned with performance. Birley and Muzyka (1997) ar-
gue that business opportunity recognition is the creation of a strategic business concept to
create new value. Performance reflects the value an entrepreneur and his/her venture have
created by exploiting the business opportunity and, also from the point of view of the cus-
tomers, how valuable the opportunity is. Thus, this study suggests that opportunity recogni-
tion is an important factor affecting the performance of a venture, which in tamn reflects
how customers have valued the business opportunity. Further, it is argued that, if it is found
that business opportunity recognition affects performance significantly, this could have
significant implications for teaching, development, and research on entrepreneurship and
management. Now the “tools” are mostly aimed at assisting an existing firm in an envi-
ronment that is possible to forecast and not at the renewal of a business in environment
characterized by accelerating speed of change. The above relationship would suggest that
the performance of a venture might be created even before the venture has been launched.
Thus, the performance should be studied in detail also in opportunity recognition research.

To sum up, the object of the study is business opportunity recognition. The object is chosen
becanse the knowledge of this part of the entrepreneurial process is undevetoped. This un-
developed state is suggested to decrease by prudent theoretical and empirical modeling.
The development of the model is based on the idea of opportunity recognition as an inter-
active (both information organizing and creative) bebavior. Further, it is suggested that op-
portunity recognition behavior varies among entrepreneurs and this variation is caused by
the intellectual and social capital of entrepreneurs and environmental dynamism perceived
by entrepreneurs. Last, the importance and value of the recognized opporiunity is studied
by investigating the performance of the new ventures. Building on these elements, the
study aims at contributing to the development of empirical and theoretical knowledge of
the entrepreneurial business opportunity recognition.
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1.1. Research questions and objectives of the study

Research questions. Davis (1971) has proposed a thought-provoking and useful classifica-
tion of research questions that matter and are interesting. He has indicated that, if one
wants to contribute to a line of inquiry, the question(s) should focus on challenging some-
how the general "wisdom”. The first category of his classification suggests that the ques-
tion(s) should be raised based either on showing "(I) what seems to be a disorganized (un-
structured) phenomenon is in reality an organized (structured} phenomenon or (2) whar
seems to be an organized (structured) phenomenon is in reality a disorganized (unstruc-
tured) phenomenon”. The phenomenon of opportunity recognition clearly isn't thought to
be simple and organized (Sigrist 1999). The sitvation is merely the following: researchers
widely claim that the phenomenon is complex and the results are often said to be prelimi-
nary, most authors acknowledge the need for further research, and the results have until
now been very fragmented. Still, if the studies are looked at more closely and in their en-
tity, there can be found common constructs that have been and are still studied. Thus, it is
reasonable to argue that there is a simpler, more organized picture behind the many facets
of the present situation. This type of situation is common to younger disciplines (Davis
1971), and in this case the job of researchers is to develop propositions organjzing the scat-
tered field. On the basis of the above, this study tries to establish a more coherent basis for
future studies. To achieve this the research questions and the objectives are airned at show-
ing that what is thought to be complex is in reality more ordered.

First, what initiates business opportunity recognition? Many studies (e.g. Christensen et al.
1994; Hills 1995; de Koning and Muzyka 1996; Hills and Shrader 1998) have indicated
that intellectual capabilities and social networks of entrepreneurs are in a crucial role in
opporiunity recognition. Entrepreneurs who recognize opportunities possess the skill to in-
tellectually see relevant information and shape it into an opporunity. Further, they know
how to create social relationships, and how through these networks to identify information,
push forward their ideas, and get evaluations of their ideas. Hereafler, it is argued that intel-
Jectual capabilities and social networks make opportunity recognition possible. Intellectual
capabilities and social networks can be seen as capital on which opportunities are based,
But the relationships between intellectual and social capital and opportunity recognition
behavior need Lo be studied more thoroughly.

Second, the empirical studies of opportunity recognition have implied that the competitive
environment in which opportunity recognition takes place significantly affects recognition
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behavior. The competitive environment “whispers”, e.g. is there room for new ventures,
how tough is competition, are there opportunities at all, and if there are, of what kind might
they be, of what kinds of skills and relationships are valuable, and how desirable is the in-
dustry? Thus, there is more involved than that an individual, an entrepreneur, uses his
“know-how” (intellectual capital) and “know-who” (social capital) to create a profitable
business opportunity. A lot of studies have shown that the environment of entrepreneurs
must be taken into consideration in order to understand the behavior of entrepreneurs (e.g.
Aldrick 1990; Dean, Meyer, and DeCastro 1993; Specht 1993; Zahra 1993; Aldrich and
Fiol 1994; Shane, Kolvereid, and Westhead 1991; Zahra, Neubaum, and Huse 1997; Zahra
and Neubaum 1998; Moran and Ghoshal 1999; Zahra 1999a). The competitive environ-
ment determines what kind of intellectval and social capital is needed, how opportunities
are recognized, and what kind of opportunities exists or could be created. Thus, from the
point of view of this study the effects of competitive environment are interesting,

Third, some studies have shown that oppertunity recognition is not rational but rather an
intuitive action (see Sigrist 199%). Many more have found in it a lot of rational thinking
about the sitnation (e.g. Christensen et al. 1994). Probably the view of Martello (1994) that
opportunity recognition involves both rational and intuitive behavior is closest to reality.
The most distinctive lines of behavior regarding opportunity recognition are connecled
with information gathering (Kaish and Gilad 1991), market and competilion scanning
{Christensen et al. 1994), proactive searching for future states (de Koning and Muzyka
1996), innovative behavior (Manimala 1992), and collective discourse (Johannisson 1988).
Thus, this study looks at how intellectual, social, and environmental issues are connected
with these lines of behavior.

Fourth, this smdy is also interested in the performance of newly established ventures based
on recognized opportunities. The value created by a venture is reflected in its performance.
The performance, then, reflects what the business opportunity has been from the viewpoint
of customers. Some have maintained that performance js already created before a venture
has been launched into markets (e.g. Gaglio and Taub 1992; Shane and Venkataraman
2000). This is an interesting point since it suggests thar skills to recognize opportunities are
among the most crucial in business life. This would also mean that modern "digital-
economy”, as Hamel (1998) has termed it, is so fast in its changes that the best way to han-
dle it is to be alert to new business opportunities (see also Kirzaer 1997). Thus, this study
1s interested in the effects of opportunity recognition behavior on the performance of a
young venture.
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On the basis of the above argumentation, the study aims at organizing the scattered field of
opportunity recognition research. It is suggested that overwhelming concentration on the
process has caused a disorganized view of the field (see, e.g. Sigrist 1999). This disorgani-
zation is approached in this study through the main themes that rise from previous research.
These themes are (1) intellectual and social capital as the generating forces behind oppor-
tunity recognilion, {2) environmental dynamism as the setting providing oppertunities for
new business, (3) opporunity recognition as strategy-making behavior, and (4) perform-
ance as the reflection of the value the opportunity has created. By studying the relationships
between these variables it is believed that a model organizing the field and creating a2 more
solid basis for furure studies will emeige. Hence, the general research question of the swudy
15:

What are the mechanisms of entrepreneurial business opportunily recognition?

The main research question is approached by developing conceptual frameworks on intel-
lecmal capital in opportunity recognition, social capital in opportunity recognition, envi-
ronmental dynamism in opportunity recognition, and opportunity recognition behavier in
the creation of value measured as perforrnance. The more specific sub-questions are the
following:

(1) How does the intellectual capital of entrepreneurs influence
their opportunity recognition behavior?

(2} How does the social capital of entrepreneurs influence
their opportunity recognition behavior?

(3) How does the environmental dynamism perceived by entrepreneurs
influence their opportunity recognition behavior?

{4) How does opportunity recognition behavior of entrepreneurs
influence the performance of young ventures?

Figure 1 illustrates the research questions. From the left the first column is the main re-
search question, in the second are the three “capital™ frameworks derived from the main
question and studied in order to answer the sub-questions, in the third are the “capital™ sub-
questons, in the fourth the "performance creation” framework, and in the last column on
the right the "performance” sub-question. It is suggested in the present study that inteliec-
tual and social capital and environmental dynamism influence opportunity recognition be-
havior, which then influences the performance.
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1. MADN QUESTION 2. FRAMEWORKS 3, SUBQUESTIONS 4. FRAMEWORK 5. SUBQUESTION
Concepiual fmmework (1) How intellectual
—  of intellectual capital —* | capital of entreprencurs
of entreprenewrs in inflizenees epportunity
opportunity recognition, recognition?
Wh are the Ceoncepmal framework {2) How social capital Coneephual frame- {4) How oppor-
mechanisms of of social capicl of ) of entreprenenrs || work of epportun- ity recogni-
entreprensurinl entrepreneurs in influences oppomunicy ity recogmition tion behavier
business opportunity opportunity recognilion. recogniton? behavior in per- influences
recognition? fi creali performanes
of veotures?
Concepiual framewnrk (3) How environmental
of envimnmental dynamism percaved by
— dynamismin — entreprerreurs influences |—
oppoTUNity Tecogmiton. opportuniry recogni-
tion?

Figure 1. Research questions of the study.

Objectives. The overall objective of the study is to fill the gap in opportunity recognition
research by probing a theoretical model which is derived from previous research, and by
testing and developing it further through empirical investigation. More specifically, the
study aims at understanding the mechanisms of how intellectual capital, social capital, and
the environmental dynamism of entrepreneurs affect opportunity recognition behavior and
further of how opportunity recognition behavior affects performance.

The detailed objectives of the study are the following:

1. The first objective is to conceptually analyze and define the main concepts of the study.

2. The second objective is to review, analyze, and synthesize existing literature on new
venture creation in order to undersiand the context of the study.

3. The third objective is to review the research on opportunity recognition to build a theor-
etical framework and make hypotheses of the relationships between intellectual capital,
social capital, environmental dynamism, opportunity recognition behavior, and perform-
ance.

4. The fourth objective is to design the methodology to test the hypotheses, which includes
operationalizing the concepts, designing the research instrument, locating a sample, de-
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signing the data collection, and discussing the reliability and validity of the study.

5. The fifth objective is to test empirically the hypotheses, and create an empirically valid
model based on the empirical results of the study. _

6. The sixth objective is to set forth the conclusions and implications, and suggest possible
routes for future research.

1.2. Scope and limitations of the study

Scope. The determination of the theoretical scope begins by defining its role in the larger
context of entrepreneurship discussion. Stevenson and Jarillo (1990) have proposed that in
entrepreneurship research the scope could be determined either (1) by what is the result of
entrepreneurs’ behavior, (2) why entrepreneurs behave as they do, or (3) how entrepreneurs
behave. Attention is then on the outcomes of entrepreneurs’ behavior, on the psychological
and/for sociological qualities of entrepreneurs, or on the teal actions of entrepreneurs. The
focus of this study is on the “how-question”, i.¢., how entrepreneurship is actualized. Psy-
chological and sociological qualities are not the central focus of the examination per se be-
cause previous research on them have, at least partly, failed to explain the emergence of en-
trepreneurship (cf. Gartner 1990; Baron 1997). In fact, psychological and sociological
qualities, or traits, have been shown to explain quite weakly entrepreneurial behavior be-
cause of the very complex nature of the behavior of entrepreneurs (Cooper, Dunkelberg,
and Woo 1991). On the other hand, the result-approach, the "what-question”, is also left
out of the consideration because this part of the research is mostly economic and does not
pay attention to the real actions of entrepreneurs but merely to the role of entrepreneurship
in renewing economies as a whole (see Hébert and Link 1989). This approach doesn't ex-
plain the actions of a single entrepreneur and how (s)he creates new value.

Because in this study the aim is to explain opportunity recognition of entrepreneurs, Lhe fo-
cus is on the entreprenenrs’ behavior, i.e., on the "how-question”. However, the research
centering on the questions of "what entrepreneurship is” and "why there emerges entrepre-
neurship” are not left out completely because a great deal of our knowledge is based on this
type of studies. This knowledge is usable as long as it is remembered that here entrepre-
neurship is about individuals behaving/acting in a certain way (creating and organizing new
businesses) (e.g. Garmer, Bird, and Starr 1992). It is proposed that what entrepreneurs do
explains what entrepreneurship is, and why they have particular inner and onter qualities,
and not vice versa, which has been the viewpoint of earlier entrepreneurship research. As a
conclusion, this study enters into the entrepreneurship discussion that examines entrepre-
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neurship particularly as the behavior/action of entrepreneurs.

Entreprencurial behavior, then, could be divided into "boosting”, managerial, and capitaliz-
ing actions (cf. Cuevas 1994). Boosting behavior focuses on the creation of new busi-
nesses. The leading idea of this approach is that entrepreneurs create entrepreneurship by
creating new businesses. Thus, entrepreneurship is in this view more about "becoming”
than "being”. Managerial behavior is more interested in how to plan, organize, coordinate,
and control businesses. Capitalizing behavior, then, is an economic activity, which is pri-
marily about investing capital and harvesting capital. In this study the managerial and capi-
talizing actions are excluded because they are seen as lines of behavior that are more essen-
tial in the later phases of the entrepreneurial process (see Scott and Bruce 1987). Although
it is recognized that they are present in the early steps of business creation, opportunity rec-
ogrniticn is seen as related especially to the boosting behavior of creating a new business.

Above were already referred to the phases of entrepreneurship. Before discussing them
more deeply, it should be mentioned that the "phase-approach” is not the only possible way
to study the entrepreneurial process {see Van de Ven and Poole 1995). Yet, it is the most
used one and, thus, it is used also here to define the standpoint of this study. The enwepre-
neurial process can be seen to consist of the phases of inception, survival, growth, expan-
sion, and maturity (Scott and Bruce 1987). Further, Scott and Bruce (1987) argue that the
inception phase is about developing a product/service and finding a market-place for the
product/service. The inception phase includes as an essential part business opportunity rec-
ognition (cf. Bygrave 1989). Thus, this study concentrates on the early inception of the
whole entreprenewrship process. The other phases are excluded from the smdy because the
inception phase, and business opportunity identification inside it, are such a complex phe-
nomenon (cf. Sigrist 1999) that it is reasonable to examine this part of the entrepreneurship
process alone. In sum, this study contributes to the entrepreneurship discussion, which ex-
amines it as a sequential process, but focuses on the early, i.e., inception phase.

As mentioned above, the studies of business opportunity recognition have seen it as a ra-
tional process of organizing information, as an intuitive creation process, or as 2 combina-
ton of these (Sigrist 1999). The rational information-organizing approach has brought a ot
of knowledge to the area. Opportunity recognition as a real life problem situation does not
usually appear as a situation with a clear beginning and end. It doesn’t include identifiable
problem elements and operations that can be used in order to organize the information into
a solution. That is the case in simpler, e.g. selective problem sitvations (see Mayer 1992:
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5~7). Business opportunity recognition as a problem situation is a very complex one, in
which the start and the end are often unclear, and the solutions have to be created. Thus,
the problem-solving needs infuitive creativity of an entrepreneur. The entrepreneur must
see beyond the obvious information and create a new whole — business opportunity — based
on the information. But the process of opportunity recognition can't be only intuitive crea-
tion, because if the entrepreneur has not gathered, analyzed, organized, and modeled the in-
formation, (s)he doesn’t have a solid basis to build upon. Creativity without rational orga-
nizing is artificial. Therefore, instead of choosing either a rational or a creative approach,
the present study adopts the approach that sees opportunity recognition as both a rational
and a creative, interactive, process.

The practical scope of the study is the following: The smdy investigates entrepreneurs, not
owner-managers. The interest is on the people who have discovered one or several business
opportunities and established a business or businesses based on them. The entrepreneurs
can be owner-managers but they don’t have to be. The important people are those who
have identified the opportunity and not the ones who own or run the company. The entre-
preneurs under study need to have been involved in opportunity recognition quite recently.
This is because it is probable that the behavior of entrepreneurs changes over time. If an
entrepreneur who discovered an oppertunity some ten years ago is asked, (s)he may not
remember any more how (s)he did oppertunity recognition ten years ago. But this doesn’t
mean that experienced entrepreneurs are excluded. They are included in the study if they
also established pew businesses as late as 1998, though their first establishment was
founded a long time ago. Businesses also have to be formally established because the inter-
est is on the business opportunities that have been realized. Finally, it is important to notice
that this study investigates entrepreneurs, not firms. The behavior of firms, though it could
be of the same kind as the behavior of entrepreneurs, is not under examination. Precisely,
the study focuses on entrepreneurs in the provinces of Jyviiskyli, Oulu, and Vaasa who reg-
istered their businesses in the Finnish Trade Register in 1998 in the metal and information-
and communication technology (ICT) industries.

Limitations. The study has several limitations. First, the study concentrates on Finnish en-
trepreneurs. This means that the results are not necessarily generalizable as true of other
countries and cultures. In other cultures the behavior in order to find business opportunities
may be different. Second, the study investigates only those entrepreneurs who have estab-
lished a new business. This leaves out new businesses inside established companies, i.e.,
intrapreneurship.
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The study has also several space- and time-limitations. First, it is presumably very import-
ant whether opportunity recognition is seen to take place in networks, in an entrepreneur’s
mind, in a big company, in a region, etc. The present study approaches opportunity recogni-
tion as an entrepreneur’s behavior. Thus, the tesults of the study are applicable only to the
level of individual behavior, and further studies are needed to take into account these other
contexts and levels. Second, the time period under stzrdy may have significant effects on
the results. The business opportunity recognition studied in the present study has taken
place during clear economic upward trend. It is possible that in the case of recession the en-
treprencurs would have behaved somewhat differently. Thus, the favorable economic situa-
tion may explain part of opportunity recognition behavior and business emergence, To ana-
lyze the effects of the economic situation studies having comparison data from different
years are needed. Finally, this study collects data retrospectively at one point of time rely-
ing on the memory of the entrepreneurs of their behavior a couple of years earlier. Thus,
the present study is cross-sectional in nature and longitudinal studies are needed especially
to cover the process of opportunity recognition in time.

13. Significance of the study

Research on business organizations has recently started to show signs of shifting the focus
from the management of existing companies to the creation of new businesses (e.g. Burt
1996; Hamel 1998; Tsai and Ghoshal 1998; Ghoshal et al.1999; Moran and Ghoshal 199%;
Zzahra 1999a). This line of inguiry criticizes the view of the "modem” (ime, which sees
businesses to be best developed and renewed by planning and controlling existing busi-
nesses and hoping that somehow "ruling the game will make things click”. The swudies ar-
gue that the reality of post-modern “knowledge™ economy is far too complex, turbulent,
ambiguous, and vague to be kept under control. The problem companies, and whole
economies, are facing nowadays is not any more how o achieve the equilibrivm position
but how to live in constant disequilibrium (cf. Kirzner 1997). These studies stress that re-
newal capacity through creation of new businesses is crucial in the "knowledge” economy.
Thus, business organizations shouldn’t put so much effort into trying to reach a satisfying
balance but into renewing themselves constantly. Organizing new becomes more important
than managing old and, therefore, social responsibility, creativity, motivation, social inter-
action, and discovery come to the fore insiead of adaptation to the existing sitmations (cf.
Ghoshal et al.1999). Further, leamning in organizations is not any more about finding out
what are the ingredients of the game but how to renew the game. Most of the players know
the game very well and to get out of this stagnated situation the game must be changed.
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The speed of change in a competitive environment is accelerating all the time and the best
way to handle it is to develop readiness for new businesses. Strategies are, thus, drifting
from govemning the competitive arena (see, e.g. Porter 1985) to continuous opportunity
recognition (Harnel 1998). It could be argued that as environment can’t any longer be con-
trolled, or even planned, it is cleverer to let go one’s hold, at least a bit, and concentrate on
searching new possibilities and grabbing on them. The present study follows this new line
of organization studies that sees entrepreneurial creativity, i.e., ability to recognize and ex-
ploit business opportunities (Kirzner 1997) to be the way to live through "ad hoc” times of
“digital” economy (Hamel 1998) contributing this way to organization research in general.

New venture creation literature has many gaps, leaving a Iot of possibilities for contribu-
tion. For example, in spite of the significance of the new business initiation the researchers
and practitioners don’t yet understand how successful entrepreneurship and/or ventures are
born (see, e.g. Birley and Westhead 1994). We know, for example, what are the primary
reasons for establishing a venture, what are the traits of successful entrepreneurs, what are
the main strategies for approaching the markets, and what are the primary difficulties con-
cerning new ventures. The knowledge of the area is, however, very fragmented. It needs
more synthesizing of the results, empirical research, and deeper understanding. Most im-
portantly, the knowledge of business opportunities is almost completely exploratory and
requires definitely rigorous empirical research (see, e.g. Busenitz 1998). In addition, the
most nsed theory of the ability to identify business opportuniries js the theory by Kirzner
(1979, 1981). This theory is valuable but it is too economist for understanding deeply the
behavioral phenomenon, and it needs further development from the viewpoints of business
administration, psychology, and sociology, at least. Further, the knowledge of the area as a
whole is limited and, thus, generalizing 1o wider populations is difficult. This srudy strives
to synthesize the existing knmowledge of opportunity recognition and to apply it to widen
both the theoretical and the empirical understanding of the phenomenon.

The studies of business opportunity recognition are scarce (Vesper 1991). There exist both
empirical and theoretical studies but theoretical ones are more commeon. Despite the scar-
city of studies with their main emphasis on opportunity recognition, many general entre-
preneurship studies have paid attention to business opportunities showing thar the issue is
important. This study strives to bring to the fore some new information about business op-
portunity recognition for the domain of entrepreneurship. It is possible that this issne has
not been studied because there hasn't exisied any common understanding of what entrepre-
peurship is. On the basis of recent understanding of entrepreneurship (Bull and Willard
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1991; Bygrave and Hofer 1991) it is possible to suggest that business opportunity recogni-
tion is an important part of entreprencurship. In entrepreneurship studies intellectual and
social matters have been widely mentioned but in opportunity recognition the knowledge of
them is scattered. On the other hand, a compelitive environment has often been mentioned
as affecting the business-venturing process. Again, there is a serious lack of understanding
of role of the competitive environment in opportunity recognition. Lastly, the effects on
performance have been neglected. Thus, this study contributes to the research on opportu-
nity recognition by investigating the relationships between the above-menticned elements
and opportunity recognition. As a conclusion, there is in general entrepreneurship research
a remarkable need to understand how everything begins — "how becoming becomes”,

The above discussion directs the research towards understanding the phenomenon more ho-
listically. Studies that have adopted this approach are rather scarce (cf. Hills, Shrader, and
Lumpkin 1999; Sigrist 1999). The research area of opportunity recognition needs more
studies building on all the existing knowledge and not only on one narrow stream. Hence,
there could emerge a commen understanding of what is studied. So far there are no rigor-
ous studies, which would have tried to synthesize existing knowledge, except the study by
Sigrist (1999). Because of this, it is reasonable to propose that the primary goal is not yet to
deepen the knowledge, and in that way to narrow it even more, but 10 connect the pieces of
koowledge to each other throngh synthesizing. In this study it is suggested that the next
step to be taken should be to link together existing research results and see where they lead.
The area needs new viewpoints, ideas, and conceprual constructs but the most urgent need
is to see where it has come until now and what can be said based on that. Hence, in this
study is constructed and tested a framework which is based on the idea that opportunity
Tecognition is interaction between the rational and the creative behavior of entreprenenrs,

After this, the main contributions of this study are the following: (1) synthesizing the frag-
mented research on opportunity recognition, (2) showing the main dimensions of opportu-
nity recognition, (3) testing the theoretically based model by prudent empirical research, (4)
indicating the basic mechanisms of opportunity recognition, and (5) showing the impor-
1ance of opportunity recognition behavior as a determinant of the performance of ventures.

The practical imporiance of the phenomenon is in its societally and individually wealth-
creating quality. Societally it is very important that new and novel business opportunities
emerge, and that ventures created based on these opportunities offer jobs to people and de-
velop the wealth of nations. Individual importance connected with business opportunities
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can be understood from the angle of motives of individuals. Business opportunities and es-
tablished ventures based on opportunities can be a way to secure basic needs of living
(food, accommodation, etc.), satisfy social needs of ljfe_: create feelings of importance,
andfor a way to express internal visions. This study wants to propose some guidelines for
better understanding this important phenomenon of business emergence by explaining
business opportunity recognition. It is hoped that the study helps teachers, practitioners,
and others dealing with new ventures to understand more deeply how entrepreneurs recog-
nize business opportunities, and in this way support the creation of methods to support and
facilitate “good” business opportunities. Further, this study shows entrepreneurs and
would-be entrepreneurs on what issues they should concentrate when they try to recognize
a business opportunity.

1.4. Definition of main concepts

Entrepreneurship. The present study belongs in the discourse of entrepreneurship. Thus,
in order to be able to reasonably study opportunity recognition as a part of entrepreneur-
ship, entrepreneurship as a concept should be defined. Entrepreneurship can be defined, at
least, as ownership of firms (cf. Cuevas 1994), management of small businesses (cf. Scont
and Bruce 1987), innovativeness (Schumpeter 1934), networking (e.g. Larson and Starr
1993), organizing (e.g. Johannisson 1988), or making the ideas work even though the
needed resources are not under control (Stevenson and Jarillo 1990). Very important to this
study is the definition by Kirzner (1979, 1981, 1997) in which he claims (hat entrepreneur-
ship is about alertly recognizing and exploiting market and understanding these to be op-
porunities for business. Muzyka, de Koning, and Churchill (1997) stated that “entrepre-
neurship is a process that takes place in different environments and circumstances and
causes changes in the economy through innovations, which are created by individuals rec-
ognizing economic opportunities creating value both to these individuals and societies”.
The definition by Christensen et al. (1994) is close to the above: entrepreneurship is "op-
portunity driven, with an ability to make rapid commitment to opportunities that arise in a
multi-stage decision mode, often using other people's resources, managing through net-
works of personal relations, with the expectation that one will be rewarded in direct pro-
portion 1o the new value created”. This study agrees on the last three definitions. On the
basis of them, entrepreneurship is here defined as a process of creating new businesses, in
which an opportunity is recognized and then turned into a form in which it creates eco-
nomic value by using own and others’ resources and personal relations (cf. Bygrave and
Hofer 1991; Gartner et al. 1992; Christensen et al. 1994; Muzyka et al. 1997).
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Business opportunity recognition. Business opportunity recognition has been defined in
many ways. One approach sees opportunity recognition mainly as a rational information-
organizing process, which aims at constructing a new strategic business concept (e.g. Coo-
per 1981; Peterson 1985; Timmons, Muzyka, Stevenson, and Bygrave 1987; Teach et al.
1989). A second approach argues that opportunity recognition refers to gathering and inter-
preting information in order to find information gaps in markets, technologies, needs, etc.
(e.g. Kirzner 1979, 1981; Gilad 1984; Kaish and Gilad 1991; Woo, Folta, and Cooper
1992; Busenitz 1996; Kirzner 1997). A third approach again considers opportunity recogni-
tion to be a part of activities throngh which 2 venture is organized (e.g. Herron and Sapi-
enza 1992; Christensen et al. 1994). Fourthly, oppertunity recognition has been seen as a
social discourse through which opportunities are woven through discussions (e.g. Johannis-
son 1988: Krackhardt 1995; de Koning and Muzyka 1996; Gunther McGrawth 1997: 38—
42). Fifthly, the latest views of opportunity recognition have stressed both the rational and
the intuitive parts of the phenomenon. Hereafter, the argument is that enreprenewrs’ oppor-
tumity recognition is both deliberate searching for relevant information of opportunities and
intuitive, creative processing of this information in order to clarify the opportunity (e.g.
Hills 1995; Sigrist 1999). On the basis of the above, opportunity recognition has been seen
as the creation of a strategic concept, idea screening and evaluation, market information in-
terpreting in order to find market gaps, organizing to launch a venture, social dialogue to
negotiate an idea to create an opportunity, alertness to information cues, and pattern recog-
nition. This study defines business opportunity recognition in the following way: Business
opportunity recognition is both a rational and ar intuitive search for information and both
social and cognitive interpretation of information in order to recognize markei gaps and to
create strategic business concepts, which link the gap and the concept in order fo creaie
new value. As can be seen the definitions of entrepreneurship and business opportunity
recognilion are close to each other. The reason for this is that Kirzmer’s (1979, 1981, 1997)
views are behind both of them. What is the difference between them is that entrepreneur-
ship includes beside business opportunity recognition also the process of organizing the
real business around the opportunity. Business opportunity recognition concentrates on
making sense of the information in order create a way to do business.

Opportunity recognition behavior. On the basis of the above it could then be asked, what
kind of behavior is involved in business opportunity recognition? Most of the authors in
the field have seen that opportunity recognition involves behavior such as knowledge ac-
quisition, competitive scanning, proactive searching, innovative behavior, and collective
(networking) action (see, e.g. Johannisson 1988; Teach et al. 1989; Christensen and Peter-
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son 1990; Kaish and Gilad 1991; Vesper 1991; Woo et al. 1992; Martello 1994, Hills
1995; Krackhardt 1995; Sigrist 1999). If the core of behavior is looked for, reference could
be made to Muzyka (1997: 28-31). He suggests that behavior is not by nature rational stra-
tegic planning andfor market analyses. Behavior is strategic thinking, i.e., entrepreneurs
think about the business situations and try to figure out what kind of possibilities there
might be for new businesses. This process is experience-based searching for something
valuable not yet available to customers. Entrepreneurs try to understand markets, resources,
people, themselves and their skills, motivations etc., and see "between the lines” possibili-
ties for business. The view of this study of opportunity recognition behavior is in line with
Muzyka's (1997). But, also in it is involved creative information processing in which dis-
tant pieces of information are woven into a view of opportunity. It is about creating new
ways of doing business rather than trying to figure out how to do business more efficiently
(see Shane and Venkataraman 2000). Also, it should be underlined that behavior is not
only an individval phenomenon but takes place also in social dialogue. Opportunity recog-
nition behavior is both individval and socially structured. If summed up, it is seen here that
the core of apportunity recognition behavior is both rational and creative strategic thinking
about of a business situation, through which a business concept is to be constructed, and
this consttuction to be both individual and social. Further, strategic thinking is seen to con-
sist of types of behavior such as knowledge acquisition, competitive scanning, proactive
searching, innovative behavior, and collective action (see, e¢.g. Miller 1987). These areas of
behavior are in line with the studies presented above and probably summarize most of the
business opportunity recognition behavior the studies have dealt with.

Business opportunity. For Teach et al. (1989) business opportunity is a market concept.
Thus, they underline that business opportunity to is the way a firm is going to operate in a
market. Kaish and Gilad (1991) suggest that "opportunity, by definition, is unknown until
discovered or created”. Opportunities are disequilibrivm profit opportunities, which are
recognized when burnping into them. Vesper (1991} sees opportunity as the idea of a ven-
ture. This implies that opportunity is a sketch or a rough illustration of the way a business
is going Lo be created. Herron and Sapienza (1992) see opportunity as a rcugh idea about
the context and the strategy of 2 business. The opportunity is not yet well elaborated but is
more on the subconscious Jevel. It is a vision of an entrepreneur that T would like o work
in this industry with this strategy”. The entrepreneur doesn’t yet know whether this is fea-
sible but he knows that it is desirable. According to Herron and Sapienza (1992), the op-
portunity is an intuitive cognition resulting from the creativity of an entrepreneur.
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Shane and Venkataraman (2000) argue that opportunities are new means-ends relationships
between goods, services, raw materials, and organizing methods. Thus, opportunities are
novel ideas how to create value and not ways to a more efficient use of goods, services, raw
materials, and organizing methods (see also Gilad 1984). This could mean that, if the busi-
ness opportunity is seen as an artifact of a problem solving process, so the artifact is not
possible to logically deduce because the “information space” is so complex that the best
possible decision is impossible to “calculate”. Doing things better is possible to “calculate”
because the ingredients exist, but when you are creating something totally new then there
doesn’t exist anything ready to be grabbed but you have to create everything you can grab
there and then. It is like creating 2 game at the same time that you are playing it (as chil-
dren’s games many times are} instead of trying to play the familiar garne more efficiently.
Thus, the opportunity is not an end-result of a logical process but merely a conglomeration
of fragments that will have to be made sense of while the situation is developing.

Shane and Venkataraman (2000} have also separated the terms of entrepreneurial opportu-
nities from business opportunities. By entrepreneurial opportunities they mean the above
mentioned new means-ends and by business opportunities more efficient ways of doing
business. This study recognizes the difference and by opportunities or business opportuni-
ties are meant the new means-ends. Thus, this study doesn’t use the terms entrepreneurial
opportunities, business opportunities, or opportunities meaning sornetimes different things.
Here in this study all these terms mean new means-ends, i.e. “created new games”,

The view by Woo et al. (1992) is that an opportunity is a market gap caused by incomplete
information. Christensen et al. (1994) define an opportunity in the following way: “An op-
portunity must be defined as having sustainable profit potential, beyond pure windfall
profits, and one-shot deals, ... , and an opportunity must be defined as a market position,
that is, a field of activity in which a company is competitive beyond the short run, and able
10 reap a profir”. Timmons (1994) suggests the opportunity "kas the gualities of being ai-
tractive, durable, and timely and is anchored in a product or service whick creates or adds
value for its buyer or end users”. Also Timmons stresses the market point of view. Oppor-
tunity is something that is valuable 1o customers, something that customers would like to
buy. Here business opportunity is defined as Christensen et al. (1994), Timmeons (1994),
and Shane and Venkataraman (2000) defined it above. Thus, business opportunity is a new
means-ends relationship between goods, services, raw materials, and organizing methods
coming into existence as a long-term profit potential based on a recognized marker posi-
tion, in which a venture is competitive beyond the short run and through which a venture
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can offer products and services that are attractive, durable, and fimely and add value to
buyers and/or end users.

Intellectual capital of entrepreneurs. Becker (1975) in his seminal book on human capi-
tal suggested that homan capital strongly affects quality of behavior in business life. He de-
fined human capital as consisting of experience-based and formal (education and technical
skills) knowledge. Gimeno, Folta, Cooper, and Woo (1997) widened this to embrace entre-
preneurs as well. Sveiby (1998) and Rastogi (2000) changed the term and used instead of
human capital the term intellectual capital because it more clearly shows that it is a ques-
tion of cognitive, learned (and learnable) capabilities. Sveiby (1998) and Rastogi (2000)
also stressed that the concept should besides knowledge include also motivation and crea-
tivity because these have been noticed to be important vehicles of knowledge processing.
On the basis of the studies of opportunity recognition (Timmons et al. 1987; Christensen
and Peterson 1990; Kaish and Gilad 1991; Vesper 1991; Herron and Sapienza 1992; Woo
et al. 1992; Bhave 1994; Christensen et al. 1994; Timmons 1994; Hills 1995; de Koning
and Muzyka 1996) it is possible to see that certain intellectual capabilities characterize
those entrepreneurs who are able to recognize business opportunities. These entrepreneurs
have experience-based skills in the domain where they work, their formal knowledge of the
area is often high, they have previons enmepreneurial/managerial experience, their intrinsic
motivation pulls them to seek opportunities, and they are able to creatvely question the
present business situation. Thus, the intellectual capital of entrepreneurs is defined as an
individual capability to surn complex business information into a business opporiunity.
This capability consists of domain kmowledge, formal knowledge, management experience,
intrinsic motivation, and creativity.

Social capital of entrepreneurs. Burt (1992) states that opportunities are recognized
through social relationships (see also Coleman 1994). Social relationships work as social
capital making it possible to receive information. The more an entrepreneur has these types
of relationships that could provide information, the more probable it is that an entrepreneur
recogmizes an opportunity. Burt (1992) also points out that often those ties that are not per-
sonally well known offer the most influential information (cf. Granovetter 1973). Johannis-
son’s (1988) entrepreneur is 2 network user who enacts the reality with other people. En-
trepreneurs use their social relationships to infuse meaning into a vague situation. This
could be interpreted so that people don’t have an understanding of the future and they are
as individuals very insecure about jt. But, through social interaction they create a meaning,
what couid be the future, and when there are enough people leaning on this construction, it
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is o many “a guess close enough”. Without these enactment processes with their nerwork,
entrepreneurs wouldn't have their visions of the future states of businesses. Johannisson
(1988) stresses that personal, emoticnally close relationships are needed to make the en-
actment possible. Based on the above, entrepreneurs’ social capital consists of social rela-
tionships in order to get informatien and advise in opportunity recognition. Further, social
capital can be divided into three important dimensions. First, entrepreneurs need to have
enough relationships. Thus, the number of relevant relationships is important. Moreover,
weak ties might create the most important information because the information offered by
them is not known to everyone. Second, personal relationships are important because
through personal contacts it is easier to transfer tacit knowledge and create common future
plans. Third, emotional commitment is needed in order for the relationships to be trustwor-
thy and reciprocal (see Johannisson 1988; Larson and Starr 1993). Hence, social capital of
entrepreneurs is defined in the following way: Social capital is potentiality included in so-
cial relationships through which entrepreneurs get information, advise, and support, and
enact meanings of rhe present and future states. It can be divided inte amount of social in-
teraction, closeness of relarionships, and commirment to relationships.

The above view of social capital is quite individualistic. Social capital is possible to see
also more collectively. For example, Putmam, Leonardi, Nanetd (1993) and Putnam (2000)
have studied how societies work as social structares and stressed the importance of social
capital. In addition, embeddedness of human behavior in social features has been studied a
great deal (e.g. Tomroos and Moller 1993; Uzzi 1996; Mainela 1998). Also innovative mi-
lieus (Keeble, Lawson, Moore, and Wilkinson 1999) and industrial districts (Becattini
1991} have been studied to understand the social natre of business behavior. However, the
point of departure of this study to explain the phenomenon is how individuals try to recog-
nize opportunities. Also previous research on opportunity recognition has been very indi-
vidualistic until now, and as this study tries to clarify the picture of the previous research
by constructing a holistic mode] based on ir, the individualistic point of view js possible to
justify, This doesn’t mean that the above collective approaches aren’t important or needed
in the research on opportunity recognition. They are very much needed but from this par-
ticular study’s point of view they belong to the future. However, the above points to a very
deep gap in the research on opportunity recognition and in the future this must be covered
more thoroughly.

Environmental dynamism in opportunity recognition. In prior studies of opportunity
recognition (Christensen and Peterson 1990; Kaish and Gilad 1991; Christensen et al.
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1994; Timmons 1994; Busenitz 1996), environmental dynamism is mostly seen as change
that creates gaps and possibilities of new business. It is turbulence that constantly creates
knowledge gaps and new knowledge. Thus, environmental dynamism works as some kind
of “information capital” to entrepreneurs, who can seize this information by using their in-
tellectual and social capital. Environmental dynamism is defined in the following way: En-
vironmental dynamism is turbulence raking place in the business arena (industry, lechnol-
ogy, the markei, etc.), which produces new information to be acquired.

Performance in opportunity recognition. Performance has been studied in many ways
{see Yli-Renko 1999). The stdies of performance in opportunity recognition have pro-
posed that performance deals mostly with the growth, profitability, and newness value of
the business concept (Cooper 1981; Timmons et al. 1987; Timmons 1994; Timmons and
Muzyka 1994; Birley, Muzyka, and Hay 1999). Further, the studies propose that perform-
ance is a result of value created for customers. However, here profitability is declined be-
cause it has been shown that among young ventures profitability poorly describes perform-
ance (cf. Yli-Renko 1999). Thus, this study defines performance as value created for cus-
tomers, or for end users, and could be seen as growth and newness value. By growth is
here meant growth of sales, market value, and number of employees. Newness value is
seen as the new value added by the products and services to customers in comparison with
competitors’ products and services.

1.5. Structure of the study

The study consists of six chapters. The first chapter introduces the studied subject, presenis
the research problems and objectives of the study, shows the scope and limitations of the
study, argues for the significance of the study, defines the main concepts of the study, and
illustrates the structure of the study. In the second chapter the intellectual context of appor-
tunity recognition research is presented when the new venture creation literature is briefly
reviewed. The third chapter analyzes the studies of opportunity recognition and proposes
hypotheses to be tested. The fourth chapter describes the sources of information, methods
of data collection, methods of data analysis and interpretation, and discusses the validity
and reliability of the study. The fifth chapter, again, presents the results of the empirical in-
quiry. The last chapter introduces the conclusions deduced from the empirical results and
discusses the theoretical and practical implications of the study.
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2. CONCEPTUAL CONTEXT OF BUSINESS OPPORTUNITY RECOGNITION:
OVERVIEW OF RESEARCH ON NEW VENTURE CREATION

Above were presented the objectives of the study, how these objectives are to be reached,
and definitions of the main concepts. Next, the purpose is to show from what theoretical
backgrounds the study evolves. This chapter concentrates on the conceptual context of
business opportunity recognition research, namely the new venture creation literature.
Without knowledge of the context it is difficult to understand the focal phenomenon, busi-
ness opportunity recognition, under study. The following overview presents the ground on
which the studies of opportunity recognition should be based, and from which the concep-
tual tools used in opportunity recognition literature are mainly denived.

The purpose of the overview is not to cover all possible angles, but only the most influen-
tial ones, because the present study mies to understand opportunity recognition and not new
venmre creation per se. It is possible to suggest that the most influential approaches to new
venture creation are economic approach, population-ecology approach, stage approach, so-
cial network approach, and strategic approach. The other possible approaches might be,
e.g. trait, instimtional, transaction, and discourse approaches (see, e.g. Taylor 1699). The
last approaches are excluded from the overview because they haven’t played, at least so far,
a very important role in opportunity recognition research, although they maybe have dore
50 in the new venture creation literature. Thus, these excluded approaches have mostly ne-
glected the view that new venture creation is the behavior of entrepreneurs, and thus a
processual phenomenon, which is the point of departure of this study.

2.1. The economic approach of new venture creation

The following approaches are more complex than it is possible to show here. Here are pre-
sented only those points that concern new venture creaticn/entrepreneurship. The theories
are originally economic theories and their point of departure is the explanation of whole
economies and not particularly entrepreneurship. These theories have, however, considered
entrepreneurship and venture creation as an important part of economies, and based on
them the modern view of entrepreneurship and new venture creation has been created.

Entreprencurship and new venture creation research have been said (o start from Cantil-
lon’s point of view of entrepreneucship. In 1734 he propoesed that entrepreneurship and new
venture creation are about seeing the link between what you have to offer and what is
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needed. The new venture creator is a broker who operﬁ;és between owners and workers
taking the risks of buying at a certain price but selling at an uncertain price. The
Physiocralic School also saw the risk involved especially in new venture creation. But,
their view of risk was that investing capital was risky and they were not concerned about
the uncertain incomes. Thus, to Physiocrats entrepreneurship and new venture creation
were capitalistic actions and they saw that owners who invested capital were entrepreneurs.
Smith and Ricardo, representing the Classical School, didn’t accept the existence of entre-
preneurship at all. To them capitalism and investing and harvesting capital were entrepre-
neurship, and thus, there wasn’t any point in studying it separately. Bentham criticized this
view and considered economies to grow only through the cleverness of new venture crea-
tors, because the lack of capital restricted the growth only by capitalistic actions. Thus,
Bentham proposed that there was something else explaining the growth of economies than
only investment of capital. That was entrepreneurial new venture creation. With this dis-
course, and discourses before that, in mind, Say then considered entrepreneurship to be ac-
tion in which resources are organized into a venture. Thus, entrepreneurs were primarily
coordinators, who produced economic solutions, and only secondarily capitalists. Thinen
also distinguished entrepreneurship from capitalism, but also from management. To him
entrepreneurship and new venture creation was about taking economic risks, which were
not based on certain beforehand known incomes, as was the case among capitalists and
managers. The incomes of enwepreneurs were, according to Thiinen, grounded on entre-
preneurs’ ability to recognize opportunities to make profit. An entrepreneur was, thus, to
him a person who was able to take creatively economic risks. (Cf. Hébert and Link 1989;
Cuevas 1994; Gopakuinar 1995.)

Like Say, the Marxist School saw that entrepreneurship/new venture creation was about
combining resources. But, entrepreneurship was to Marxists about creating new capital by
using resources and not the other way round as it was to Say. An entrepreneur was to
Marxists a collector of capital, which caused the struggle between classes. The Marginalis-
tic School suggested that venture creation and entrepreneurship were the managing of a
venture. They saw that managing was rational directing of a venture based on economic in-
formation, calculations, organizing, and control, and the purpose was to maximize profil.
An entrepreneur was to them an owner-manager, who didn’t differ from employed manag-
ers. The Neoclassical School, then, saw that because entrepreneurship doesn’t have a dis-
tinctive role, different from management, there is no need to study entrepreneurship. It
_could be proposed that they fully neglected new venture creation as a distinctive behavior.
This view stilt holds in public opinions and often entrepreneurship and new venture crea-
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tion are still seen as smail-business management. In respeci of this, the Neoclassical School
returned to the ideas of Smith and Ricardo. However, Marshall of the Neoclassicists no-
ticed that entrepreneurship has to do with skills to organize. On the basis of this, it is pro-
posed that according to the Neoclassicists new venture creation was the rational organizing
of actions, in which an entreprenenr in a deterministic way adapts into to the larger eco-
nomic laws. (Cuevas 1994; Gopakumar 1995.)

Knight, who represented the Chicago School, defined entrepreneurship as tolerance of am-
biguity. He saw, like Cantillon, that entrepreneurs were risk takers, but considered entre-
prencurial risk to be the kind of risk that it wasn’t possible to share. In this respect Knight
agrees with Thiinen’s ideas. An entrepreneur was an actor who was able to handle the eco-
nomic risks, which could not be removed by sharing them. Institutionalism considered new
venture creation to be located in larger companies as well. Thus, Institutionalists launched
the idea that new venture creation and entrepreneurship (intrapreneurship) could be found
also in other contexts than in the creation of a new and usually small venture. (Cf. Hébert
and Link; Cuevas 1994; Gopakumar 1995.)

Schumpeter introduced the basis of the German-Austrian modem view of entrepreneurship
in 1934. He radically renewed the views of new venture creation and entrepreneurship by
suggesling that entrepreneurship is about innovativeness. Schumpeter thought that entre-
preneurs were economic agents, who caused changes and developments in economies by
creatively destroying old ones. The Harvard School has adopted Schumpeter’s legacy.
Leibenstein developed further the ideas of Schumpeter and maintained that eqatrepreneur-
ship is about finding effectiveness gaps, filling these gaps, and in this way developing
economies. The view of the modern Austrian Scheol is best illustrated by the ideas of
Kirzner (e.g. 1979, 1981, 1997). He suggested that entrepreneurship and new venture crea-
tion presupposed alertness to market gaps and, thus, business opportunity recognition and
exploitation. As it is possible to see, the present study leans on Kirzner when arguing that
opportunity recognition is a crucial part of new venture creation. (Cf. Hébert and Link
1989; Stevenson and Jarillo 1990; Cuevas 1994; Gopakumar 19935.)

Critique. The above approaches have suggested that new venture creation and entrepre-
neurship imply allocation of resources and ownership, marshalling the ingredients of pro-
duction, organizing, creation of capital, innovativeness, risk bearing, way of managing,
alertness to business opportunities, and skills to refine. These views don’t cover all the
possible angles but probably the most important ones. The above can be to divided into
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three larger streams: (1) capitalistic, (2} managemenl,l_ and (3) “boosting” approaches
(Cuevas 1994). Capitalistic approaches stress ownership and capitalism. Into these theories
new venture creation and entrepreneurship are about creat.i_;:g new capital through investing
capital, owning the resources of production, and controlling the production. Of the above
approaches, Physiocrats, Classiests, and Marxists belong to this category. Managerial ap-
proaches see new venture creation and entrepreneurship as managing the everyday duties of
a venture. These approaches don’t distingnish new venture creation/entrepreneurship from
management. With respect 1o this, the school is close to the later presented life cycle ap-
proach to new venture creation, which also stresses managerial issues along the ventures’
historical development process. In managerial approaches an entrepreneur is a manager of a
firm’s actions, and in a small firm there is one of these persons and in larger companies
many. Of course the small business demands that management deals with all the possible
angles but anyhow the content of actions is the same as it is in large companies. The most
influential argnment of these approaches has been that entrepreneurship doesn’t have any
particular effects or role in the economy, which is heavily criticized by boosting ap-
proaches. Managerial approaches of the above are represented by the Marginalistic School,
Neoclassical School, Institutionalism, and in some respects Cantillon's ideas. The view of
boosting approaches is that new venture creation and entvepreneurship are about creating,
developing, and maintaining new businesses, and thus about creating new economic value.
Here it is proposed that the approaches in this category have created the modemm research
on mew venture creation. The view of boosting approaches could be secn as creativity that
comes into the fore as innovativeness, a need to find opportunities, and tolerance of risks.
Entreprencurship is the force that putls entrepreneurs to look for new possibilities. Entre-
preneurs are, thus, creative and active individuals, who have a strong internal need to con-
centrate their creativity and energy on business activities. The approaches in this category
are typical of the German-Austrian School, the Chicago School, the Modem Austrian
School, and basically also of Cantillon’s approach. (Cf. Cuevas 1994.)

None of the approaches is right or wrong, good or bad. Every one of them describes new
venture creation from a somewhat different perspective. Entrepreneurship most probably
consists of all the three lines of boosting, managing, and capitalizing behavior. Capitalistic
function illustrates what motivates people to start ventures. For example, it shows that en-
trepreneurship creates wealth, throngh which new venture creation finds new targets to cre-
ate new wealth. The main problem with the capitalistic approaches is that they give a too
rationalistic and homogeneous picture of entrepreneurship. New venture creation is not at-
ways about maximizing wealth. The strength of the managerial approaches is that they
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have tried to illustrate what entrepreneurs really do. The problem in these approaches is
that they haven’t differentialed entrepreneurship from management. It is so probably be-
cause they have studied wrong behavior. It is quite inevité-ble to find the same behavicr, if
it is thought that small business management is about entrepreneurship and large business
management about management. It could be asked why should entrepreneurship be studied
at all if it is only small business management or owner-managing. The boosting approaches
give an answer to this — because it is a different phenomenon. The main siength of the
boosting approaches is that they see the core of entrepreneurship and new venture creation.
They have argued strongly what entrepreneurship is and how it is different from other areas
of economic behavior. The problem these approaches have is that they have poorly ex-
plained how and why entrepreneurship and new venture creation behavior come into xis-
tence. However, the boosting approaches, and the other approaches above as well, have in-
troduced the ingredients on which the later research on new venture creation has been built.

2.2. The population-ecology model of new venture creation

The seminal work by Hannan and Freeman (1977) proposed the interesting new idea that
behavior and development of entrepreneurs should be looked at rather on the level of
whole population than on the level of the individual entrepreneur. Later Aldrich and
Zimmer {1986) elaborated the model further and suggested that the populations of entre-
preneurs and enterprises could be very influential with regard to new venture creation.
Thus, entrepreneurs are not venturing alone by themselves but as part of a population. The
population-ecology model is grounded on three basic ideas: variation, selection, and reten-
tion. First, by variation is meant that a population produces many kinds of alternative soln-
tions and that this “testing of ideas” secures the development of the population. Second, it
is thought that of these variations the environment selects the variations having the best
chances of surviving. Third, other actors start to imitate the selected variadons because it
seems that in this way their own success is secured. Based on the above, it could be seen
that in population-ecology model the environment governs the pace of new venture crea-
tion. Social, economic, and political issues in the environment are the "motors” that mflu-
ence what kind of ventures are created and how new ventures vary.

One of the most important observations made through the popuiation-ecology model is the
notion of the number of new ventures which are dependent on the resources in the envi-
ronment (Aldrich 1990; Specht 1993). Thus, the carrying capacity of the environment can
not be crossed although how good ideas and potential entrepreneurs are there. This is sup-
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ported by the empirical resulis showing that the number of new ventures is dependent on
the number of ventures founded and closed in the past. First, the growing number of ven-
tures in the population could tell possible entrepreneurs that there are exploitable opporiu-
nities, and thus, the formation of ventures increases (Aldrich 1990). Second, the deaths of
prior ventures affect, on the one hand, issues so that, when these ventures release resources,
free resources encourage new entrepreneurs to establish businesses. On the other hand,
deaths of ventures could also scare possible entrepreneurs (e.g. Halliday, Powell, and Gran-
fors 1987). Also it has been shown that these effects are dependent on the phase of the
population in its own life cycle. According to Aldrich (1990), earlier established ventures
affect issnes so that in the beginning of the life cycle the influence is mildly positive be-
cause entreprenenrs see new opportunities. In the middle of the life cycle of a population,
when the legitimacy has been earned, the establishments show that there are plenty of op-
portunities, and thus, the effect is very positive. Later in the life cycle, when the number of
venmres increases all the time, the influence becomes negative because there are too many
taking a part of the profit (see, e.g. Delacroix and Carroll 1983; Hannan and Freeman 1987,
Carroll and Hannan 1989; Bamett and Amburgey 1990; Ranger-Moore, Banaszak-Holl,
and Hannan 1991). These results are important as they show that by analyzing the prior
births and deaths of ventures it is possible to roughly see the present carrying capacity.

Another interesting finding is that a population and its internal processes are dependent on
the size of the population itself (Aldrich 1990). The size of the population has both positive
and negative influences on new venture creation. When the number of ventures increases,
the legitimacy of and respect for these types of venture increases. This way they earn their
place among the other populations of ventures (see, e.g. Halliday et al. 1987; Camoll and
Hannan 1989; Barnett and Amburgey 1590). On the other hand, the rise in the size of the
population causes also there to be more skills and knowledge how to establish a venture,
furthering the possibilities of surviving (e.g. Hannan and Freeman 1987; Romanelli 1989).
In addition, the increase of the same kind of ventures makes collaboration possible, and
this also helps the population to survive {e.g. Hannan and Freeman 1989). The size of the
population has still its negative effects: The more ventures there are, the more there are
those who want a share (e.g. Hannan and Freeman 1987). Too many ventures also lead Lo
an excess of the carrying capacity of the environment. This, again, is a bad sign for venture
capitalists and other resource holders (e.g. Aldrich 1990).

Earlier was mentioned that the phase in the life cycle is an important affecting factor. Al-
drich (1990) suggests that certain types of organization forms survive best in certain phases
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of the life cycie of a population. Based on his views, in the early phases the best organiza-
tion form is the quickly moving specialist offering services to one segment flexibly accord-
ing to that segment’s needs (see also Lambkin and Day 1989). When this early "ecstasy” is
over and "normal” business started, the most effective ventures are those that use their re-
sources more efficiently and serve all kinds of customers. Then, when the popuiation is ap-
proaching its latest phases ard its carrying capacity, the most viable organization form is
still the one that uses its resources efficiently. What has changed is how the different seg-
ments of customers are served. Now the service and the products are customized to fulfill
the requirements of each segment separately. The above results are extremely interesting
since they show that knowing one’s population and the phase in the life cycle are very im-
portant when planning the strategy and the way of doing business {cf. Bamett 1997).

The populaticn-ecology medel could be divided into the phases of varadons, survival, le-
giumacy, re-productivity, and uniformity (e.g. Nelson 1995). In the first phase the entre-
preneurs of the population produce different types of variations, i.e., businesses. It could be
thought that entrepreneurs don’t know what kinds of businesses succeed. Hence, they must
produce all kinds of alternatives in order to see which work and which don’t. In the second
phase the selection system chooses the most applicable solutdons. The idea is that the best
ideas survive and the worst ones disappear (Odagiri 1997). In the business world markets
work as a selection system. In the third phase the successful variations have gained legiti-
macy in the eyes of entrepreneurs and customers and these variations are imitated. Legiti-
macy leads to growth in the number of these types of variation because they seem to have a
place in the selection of markets. The content of the fourth phase is, thus, that certain kinds
of variation are created again and again. In the fifth phase there is a uniform opinion that
just this variation is the best one and the specific kinds of businesses need to be established
if success is to be secured. Aimost all the variations are alike. It is no more asked if there is
a need for new kinds of variation and would new types of variation be a key to new devel-
opments. As a result, the next phase could then create a radical varjation, which differs a
lot from the successful one. It starts the above process again (see Nelson 1995). 1t is also
possible that the number of variations starts to sink and that the number of ventures in the
population starts to decrease as the camrying capacity is exceeded (see, e.g. Aldrich 1990). It
is important to notice that ir an economy there can be numerous population-ecology proc-
esses, which go on in different phases. Thus, analyzing an economy is difficuir.

What kind of behavior, then, is the one presented above? If it is examined strictly on the
level of the population, the view is very deterministic, antivoluntaristic (see Burrell and
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Morgan 1979), and an entrepreneur has no other function than adapting, Nevertheless,
modemn population-ecology doesn'’t see an individual not able to think himself/herself or
that (s)he must accept the situation as such (e.g. Greenfield and Strickon 1981). Merely it is
seen that an individual is aware of the mechanisms of variation and selection. Even though
(s)he couldn’t, thus, know for sure what variations are going to be selected, (s)he has the
ability of abstract imagination, through which the selection could be imagined. What is es-
sential to notice here is that entrepreneurs have the opportunity and ability 1o "read” the se-
lection mechanism and create new variations based on the knowledge. On the other hand, it
is still possible that an entrepreneur doesn’t care about reading the information. Thus, (s)he
just might try his/her luck randomly. The above suggests that in the population-ecology
model an entrepreneur is seen more as a decision-maker than as a sense-maker. This is here
seen to be so because of the role of entrepreneurs to read the past and to make their future
decisions based on that. The basic assumption in the model is that the environment is given
based on which the individual then mries to make as rational decisions as possible, Entre-
prenewrs don’t create their future, they adapt to it, even though they understand what has
happened before. What an individual can do is to act, in given frames, as rationally as pos-
sible. Thus, it is possible to propose that the population-ecological model of new venture
creation is rational decision-making under given circumstances.

How should the dynamism between an individual and the whole population then be seen?
It is poessible to suggest that variation- and selection mechanisms don’t exist without an
individual. When we are talking about varjations of human beings, it is quite clear that they
don't emerge in a completely random way. It is merely a question of skills of individuzals to
create variations. An individual has the possibility of influencing variations, and also selec-
tion, becanse (s)he is an intellectual being. However, the unit of analyses in the population-
ecology model is usually the whole population and not an individual, or a firm. Even
though it recognizes the importance of an individual and intellectuality of hurman beings, it
wants to study buman behavior in larger populations because it is also clear that there are
wider patterns concerning wider groups of people. The model suggests that there are popu-
lation level laws, which should also be understood (e.g. Hannan and Freeman 1977; Weick
1979; Delacroix and Carroll 1983). Therefore, the point of depanure of new ventures in
this model is the population and not an entrepreneur or his/her venture.

Critique. What are the strengths of this model? Greenfield and Strickon (1981) have
claimed that the population-ecology model of entrepreneurship is initiated as a critique of
the inability of economic approach, trait approach, and stage models to explain how
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economies and societies develep from one phase to another. According to this claim, eco-
nomic, trast, and stage models describe the phases but not the movement from one phase to
another — they describe the characteristics of the different phases but do not analyze the
process itself. The critique concentrated also on the individualistic point of view of the trait
and stage models (see Aldrich and Zimmer 1986; Aldrich 1990) and the inclination of
those models to see the creation of enwepreneurship to be a result of individual or firm
characteristics. By contrast with this, the population-ecology model sees venture creation to
be initiated by dynamism of the whole population. The population-ecology model has had
an important effect on venture creation literature as it has indicated that establishing a
business is not only an individual process but also a populational process. Population-
ecological model has pointed out that venture creation could be and should be scrutinized
also in Lthe wider context than that of individual entrepreneurs. New venture creation is not
Just organizing a single venture but a part of larger, population level business initiation. In
post-modern digital-economy this is clear (see, e.g. Hamel 1998; Castells 2000; Himanen,
Castells, and Torvalds 2001).

As a critique of the population-ecology model, the following could be put forward: The
claim that the carrying capacity of the environment is not possible to exceed is, at least
partly, an overestimation. It forgets that an entrepreneur as a thinking and creative being is
able to create needs, affect his/her environment, and in thjs way stretch the camrying capac-
ity of an environment. By inventing, for example, cheaper solutions the carrying capacity
of the environment could change dramatically. On the other hand, many of the resulis are
still contradictory (see Aldrich 1990), even though they have shown the importance of the
population. Bygrave and Hofer (1991) bave proposed that based on the model it has not
predicted the development of a population reliably and the results, which have been indi-
cated, are mostly grounded on historical analyses, and thus, they are not reliable. Another
important deficit in the model is that it puts the individual's creativity aside (cf. Aldrich
and Zimmer 1986). Although it recognizes it (e.g. Greenfield and Strickon 1981; Specht
1993), the creativity of entrepreneurs stays in the shadow of the selection of a market. By-
grave and Hofer (1991) alse criticize the inability of the model to predict the future entre-
preneurs or the futures of the established ventures. According to Bygrave and Hofer (1991),
it is not enough to be able to forecast the number of new ventures. To new venture creation
the most interesting and important entrepreneurs and ventures are those that are different
from the normal population, because they renew the industry and "kick” the whole econ-
omy forward. The population-ecology model can’t locate these, and therefore, the popula-
tion-ecology model is not alone encugh when studying new venture creation. Creation of
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variations is critical in new venture creation and it is quite impossible without individual
imagination. Authors using the population-ecology model have tried to solve this problem
by proposing that entrepreneurs and new variations will emerge if there are enough re-
sources in the environment and if access to these resources is secured (Romanelli 1989). As
a whole, the problems of the model could be results of the empirical enthusiasm that has
prevented theoretical developments from gaining enough attention (Specht 1993).

2.3. The stage approach of new venture creation

Ardichvili, Harmon, Cardozo, Reynolds, and Williams (1998) divide stage approaches to
new veature creation into (1) organization development models and (2) life-cycle models.
Organization development models concentrate on phases leading to organization develop-
ment while life-cycle models usually concentrate on the phases from the organization’s ini-
tiation to its decline. Although the life cycle models also deal with the later phases than the
venture creation, they usually include organization development and, thus, opportunity rec-
ognition as the first stage. Thus, the approach is reviewed using the above classification.

Organization development models. These models see that organizations should be under-
stood by analyzing how new organizations are developed. There exist many organization-
development medels (see Axdichvili et al. 1998). Thus, next are presented only those that
are interesting from the point of view of this study. The following models include in some
form opportunity recognition as an important part of crganization formation.

Bird (1992} maintained that new venture creation proceeds as a development of intentions
in time. By this she means that, based on environmental rhythms, individual characteristics,
cogritions, windows of opportunities, and markets, entreprenenrs’ intentions developed ac-
cording in conformity with some directions. This might or might not be a new venture crea-
tion. She proposes that, first, future time perspectives and energy-level persnade some in-
dividuals to think about entrepreneunrship. Second, she sees that this interest interacts with
environmental dynamism and technological developments and may cause cognition of an
opportunity. This cognition combines personal interests and environmental possibilities.
Fourth, entrepreneurs decide what is the timetable of venture creation. Fifth, entrepreneurs
plan the business more closely and decide on the schedule of the activities. Lastly, {(s)he
decides whether this whole process is valid and whether to proceed or not.

Hansen and Allen (1992) suggested that environmental load initiates new venture creation.
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By this they meant that, when the environment is changing fast, there exist opportunities
and the skillful entrepreneurs start to analyze the information in order to find possibilities
of new businesses. Second, the authors saw that entrepreneurs cognitively process envi-
ronmental information. Entrepreneurs process in order to connect the information and to
find gaps in the environment. Third, they claim that, if environmental dynamism and in-
formation processing of entrepreneurs meet, new venture creation is likely to occur.

Herron and Sapienza (1992) present a somewhat more complicated model. They see that
entrepreneurs’ values, their contexts, and personality traits develop aspirations to new ven-
ture creations. Thus, they see that attitudes and training influence what the entrepreneurs’
skills are like. This then affects the aspiration. Second, Herron and Sapienza (1992) argne
that, if an entrepreneur has an aspiration to new venture creation, this leads to dissatisfac-
tion with the present situation and thinking of new possibilities. If entrepreneurs see that
they have the needed skills, they start to search for business opportunities. Often the search
for opportunities ends up with the discovery of a strategy that works in a certain business
context. Next, entrepreneurs evaluate the opportunity more closely. Last, they activate the
launching, if the evaluations support this.

Learned (1992) introduced a model in which, first, traits and backgrounds of entrepreneurs
lead to a propensity to start a business. Second, he claims that the sitmation determines
whether intentionality to venture creation is created or not. Third, entrepreneurs try to cog-
nitively make sense of the situation and create an opportunity in their minds. If the result is
positive, then the intention will lead entrepreneurs to decide to establish a venture.

VanderWerf (1993) suggested that new venture creation should take place in 2 funnel. He
argues thar new venture creation happens quite quickly, if certain circumstances are pre-
sent. First, he argues that entrepreneurs should perceive industry to be attractive and oppor-
tunities to exist. Second, entrepreneurs should see the pool of potential entrants to be suit-
able. Third, the author sees perceiving positive publicity to be important. Fourth, entrepre-
neurs should think that capabilities and resources are strong enough. Fifth, competition
shouldn’t be too hard. Last, if these are present and entrepreneurs perceive them as posi-
tive, then new venture creation is likely.

Busenitz and Lan (1996) proposed that social context (network, ecological niche, and mar-
ket conditions), cultural values (individualism, uncertainty avoidance, power distance, mas-
culinity, and time orientation), and personal values (risk-taking, locus of control, and
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achievement motivation) interact promoting the context of venture creation. Second, an en-
trepreneur cognitively processes all the above tangible and intangible information. The au-
thors claim that entrepreneurs try to construct a schema, :;cognitjve map of the situation.
This cognitive map shows what the business opportunity is and where it is to be found.
Third, this schema of opportunity is processed into heuristics by entrepreneurs. This means
that the schema is still too complicated and, thus, it is processed into simpler behavioral
rules (heuristics). Fourth, the intention to start new venture creation is created based on
heuristics. Last, these intentions tell entrepreneurs it is reasonable to proceed to realization
of the new venture creation.

Mitchell, Smith, Seawrigth, and Morse (2000) have presented a similar type of model as
Busenitz and Lau {1996). Mitchell et al. (2000) claim that culural values establish interest
in venture creation. Then, entrepreneurs cognitively process the environmental information.
The authors claim that entrepreneurs oy to understand how the business should be organ-
ized, how willing they are to start a venture, and how capable they are to do so. In other
words, they try to recognize an opportunity. Then, entrepreneurs look again at the situation
and what the cultural valoes advise them to do. Last, they make the decision to create or
not 1o create a new venture.

If concluded, it is possible to see that the models propose that the interaction between indi-
vidual qualities, environmental situation, social processes, and cuitural values cause an in-
terest in venture creation. The cognitive processes of entrepreneurs are then involved the
sense making of the situation. Entrepreneurs want to understand how capable they are,
where they can find resources, what the markets are like, whether there is room for new
ventures, and whether venture creation is wanted in their social context. This is the rough
sketch of an opportunity. Then, the business is evaluated and planned more clesely, i.e., the
opportunity is elaborated and a strategic concept developed. Last, if the above phases sup-
port new venture creation, it is decided to proceed to actual venture establishment.

Critique. The above models are very important when trying to understand new venture
creation. However, they are mostly too broad and describe the process at a general level but
don’t tell what entreprenenrs really do in the various phases. Most of the models underline
the cognitive processes of entrepreneurs. These are, for sure, present in the new venture
creation, but the models are not able to show what happens in entrepreneurs’ minds when
they perceive and interpret the information. Thus, the effects of individual qualities, envi-
ronmental situation, social processes, and cultral values have been studied quite superfi-
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cially. The models don’t explain, for example, if the processes are somehow different in
different environments. Thus, the models are merely ioose descriptions of the new venture
creation but not precise enough for empirical studies.

Life-cycle models. Life-cycle models basically study growth of ventures. However, new
venture creation is an essential part of this growth process. Many studies (see Hanks, Wat-
son, Jansen, and Chandler 1993) have used the life-cycle approach also to understand the
initiation of new ventures. The life-cycle approach presents the evolutional context for op-
portunity recognition, and thus it is important to review it here.

New venture creation as a lifecycle process has been analyzed in many studies (e.g.
Greiner 1972; Swayne and Tucker 1973; Webster 1976; Vesper 1980; Timmons 1981;
Churchill and Lewis 1983; Miller and Friesen 1984; Scott and Bruce 1987; Kazanjian
1988). These studies have looked at new venture creation from the viewpoints of crises,
content, or success factors. The goal of these studies has been to model new venture growth
as an evolutionary phenomenon that includes phases from creation to decline. The point of
departure in many studies has been the study by Greiner (1972), in which the new venture
creation is seen to be developed through crises. Greiner (1972) has proposed the following
phases: (1) growth by creativity, (2) management crisis, (3) growth by concentration, (4}
independence crisis, (5) growth by delegation, (6) control crisis, (7) growth by coordina-
tion, (8) bureaucracy crisis, (9) growth by cooperation, and (10) unknown crisis. In
Greiner’s model new venture creation takes place in the creativity-phase.

The model by Greiner (1972) shows how ventres of all sizes develop. On the cother hand,
Swayne and Tucker (1973) have seen the enoepreneurial process as consisting of concep-
tualizing, planning, and actien. This model stresses the comtent of new venture creation.
Vesper (1980) and Timmons (1981}, then, concentrated more on the early phases of the en-
trepreneurial process and described the process through success factors. Vesper (1980: 109)
has proposed that the process includes the following phases: knowledge acquisition, busi-
ness opportunity identification, relationship creating, obtaining physical resources, and get-
ting orders from customers. In Timmons's (1981: 130) model the ingredients are compe-
tencies of an entrepreneur/a team, business opportunity, business plan, and finance. Scott
and Bruce (1987) have indicated that the new venture creation process includes the follow-
ing phases: initiation, survival, growth, expanding, and maturity. The model by Scott and
Bruce (1987) is based mainly on the model by Greiner (1972). They use it to explain crea-
tion of small, independent businesses. Whether it is possible to model the new venture
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creation so rationally as the above studies have proposed is a question that can be asked. It
is not answered here but is only recognized that life-cycle models have been proposed and
illustrate one view of how new venture creation can be explained.

If the empirical results of the life-cycle models are described, the following could be said.
First, the conceptual phase includes the interaction between the social context and the en-
repreneurs’ own experiences, knowledge, and skills. As a result of this phase, an entrepre-
neur becomes sure that (s)he wants to start a venture (cf. Scott and Bruce 1987). Through
the interaction of the above issues entrepreneurs also construct a business opportunity in
their minds. To the conceptual phase also belongs further development of the opportunity
and evaluation of it and planning the business concretely (cf. Scott and Bruce 1987). The
core of the conceptual phase 1s to turn the dream of the venture into realizable business ac-
tivities and in strategies for doing business. The crisis of the phase is how the entreprenenr
can change his/her vague ideas into a business opportunity and a business plan that has
possibilities of success. The initiation phase is about creating an organization. An organiza-
tion is created in order o exploit the recognized opportunity (Bygrave 1993). This phase
includes, among other things, legal establishment of the venture, organizing the manage-
ment team, constructing the production system, developing the products/services, organiz-
ing the finance, and commercializing the products/services {cf. Scott and Bruce 1987). The
main ingredient of this phase is to turn a realizable business into a real business. Crises are
about how to get enough capital, coordinate activities, and organize the time schedule of
the entrepreneur (cf. Scott and Bruce 1987). The survival phase is aboul stabilizing the
business venture as a firm (Scort and Bruce 1987). This phase consists of solving the main
problems of the venture, "throwing out” shareholders who are not fully committed, and
taking control of the business activities (Scott and Bruce 1987). The main ingredient is to
change the real business into a steady business. Crises are now more complicated. They
concern selling, basis of competition, and knowledge acquisition (Scott and Bruce 1987).
To solve these problems, entrepreneurs must create management systems either by educat-
ing themselves or by hiring professional managers.

The growth phase is about "wrestling” with the profitability. The phase includes coordina-
tion of the work of managers, formalizing the policies, developing conirol-systems, starting
R&D-activities, and starting to live with fast growth (Scott and Bruce 1987). The most im-
portant thing is not any more to survive but keep the activities under control. The main
content is now how 1o tum a stable business into a profitable business. Crises are in this
phase threads of large companies and need to expand to new markets. These crises require
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new management skills both from the entrepreneur and his/her employed managers. The
phase of expanding is concentrating on controlling the activities more firmly, This control-
ling is taking place as budgets, formal reports, and control sysiems. The aim of the opera-
tions is now to develop official policies in order to control the various activities (Scott and
Bruce 1987). The main issue is to tarn the profitable entrepreneurship into a professional
business. Crises are created by the fact that managers are now far away from the real
“hands-on” business and that customers should be known more closely (Scott and Bruce
1987). What is normal to the maturity phase is that the venture leans on its old opportunity
and doesn’t start to search for new possibilities. Cost controlling and efficiency character-
ize this phase (Scott and Bruce 1987). Now the main challenge is to change the profes-
sicnal management into the effective management. In the declining phase, the venture is
"dying” or new opportunities are recognized. The main purpose is now "to get rid of the
old” in companies that renew their activities and “to squeeze the rest of the juice" out of
dying companies. The crises concern the renewing of the business.

To what kind of behavior does the above refer — to decision-making or to sense-making?
The approach expects new venture creation to develop like an organism. The “laws” of the
stages govern the development of this “venture-organism” and order how a venture grows
from birth to death. An entrepreneur tries to understand and leamn on the basis of what (s)he
has experienced. A venture develops cumulatively in its historical context. Greiner (1998)
proposes that new venture development is affected more by earlier decisions than by pre-
sent sitvation and market dynamics. A venture proceeds like with its back turned in the
walking direction and the eyes on the past trying in this way to make sure that it learns
from what has happened. The view of an individual is a bit distant because the phases are
so important. However, it is possible to see between the lines that individuals are sense-
makers and learners of their past experiences. Thus, individual behavior is more sense-
making than decision-making. In the approach sense-making and learning are “past-
oriented” and, thus, individoals don’t try to enact the future but live in the present.

What is the relarionship between individual and context in the approach? The focus of the
approach is clearly on one entrepreneur and one firm. The approach sees the world through
the eyes of a venture. The outside world affects the venture and the entrepreneur but the ef-
fect is distilled through sense-making. For example, Greiner (1998) proposed that the in-
dusiry affects the length of a phase. This suggests that industry dynamics is not so impor-
tant but the venture that is affected by the dynamics. Processes and dynamics take place at
the venture, not the industry, level. General social- and contextual processes, in which an
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entrepreneur or a venture would be in the background, are not relevant in the model.

The model has received a lot of empirical support (Greiner 1998). The discussion has been
removed from the length of the phases to the internal dynamics of the phases. One impor-
tant notion that this approach has offered is that every phase should be managed differently.
It has also shown the importance of learning because every phase is very different requiring
different skills. A third important result is that it has indicated that the past affects the pre-
sent very strongly. These models have also shown the role of opportunity recognition in a
wider evolutionary process of venture development. This is important to this study.

Critique. The lifecycle approach describes the new venture creation process by defining
where the process starts and where it ends, and tries to explain the change from one situa-
tion to another using various phases. The main research procedure is to smdy the variables
affecting process development and based on changes in them to elaborate the process
model. For example, it is possible to study what kind of information an entrepreneur is
looking for before (s)he has established a venture and what kipd of information (s)he needs
two years later. Then it is compared how and what kind of information is needed and de-
duced some kinds of phases which should represent the process. The preblem is that this
procedure doesn't really study the process but bebavior at two ends (Frank and Iueger
1997). To study how the process is really proceeding different kinds of tools are needed.
Another critique is centered on the lack of context in the approach. Based on the latest re-
search (Sigrist 1999), context and social processes are impossible to leave out of the phe-
nomenon. However, the life-cycle approach tries to move the context to a control variable.
It is, thus, proposed here that if it is wanted to develop the approach further, social and con-
textual processes should be included in the model. Third, it is critized that in the model an
entrepreneur is not an intentional actor. (S)he doesn’t think about the future but behaves
here and now onty. Fourth, Vinnell and Hamilton (1999) have indicated that the phases are
embedded in time. The same venture can be sometimes growing fast, sometimes it is dying,
then organized again, and finally again growing. Thus, the phases are not universal but very
unstable and influenced by both internal and external changes.

2.4. The network approach of new venture creation
The seminal articles, like those by Johannisson (1984), Birley (1985), and Aldrich and

Zimmer (1986) proposed that businesses are created by social interaction. The network ap-
proach of new venture creation differs from the other approaches in that according to it
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new businesses are created together by several individuals and not by an entrepreneur alone
(Larson and Starr 1993). The basic idea of network theory is that venture creation is so-
cially embedded action and achieved through social relationships (see also Coleman 1994).
The critique suggested by the network theory points at the traditional individualistic view
of entrepreneurship. Johannisson, Alexandersson, Nowicki, and Senneseth (1994), for ex-
ample, criticize strongly that entrepreneurs are ofien seen as anarchists, who through ven-
tures prop up their own independence. According to them, entrepreneurs are rather social
actors, who through their social networks organize things to happen. The view of network
theory of the new venture creation is, thus, that entrepreneurs create ideas of ventures to-
gether with their social relationships, start to discuss and enact with people the possible fu-
ture vision, and begin to organize resources in order to realize the vision. The main ideas
are that the acting unit is the social communiry, behavior is socially embedded, and the
guiding forces are trustworthiness, reciprocity, and value creation.

The comprehensive review of the results of network theory by Huggins (2000) suggests
that the main results concern (1) leaming through interaction, (2) the effects of size and
function of networks, (3) embeddedness in context, (4) the importance of trust and recip-
rocity, and (5) organizing through a nerwork. First, the studies of the dialogical network
model of the new venture creation suggest that establishment of a business is a collective
process (e.g. Reynolds 1991; Johannisson et al. 1994; Keeble, Lawson, $mith, Moore and
Wilkinson 1998; Keeble, Lawson, Moore, and Wilkinson 1999), in which a venture is cre-
ated by cooperation with many instances and in which the entrepreneur is the driving force
that has the capability to legitimate the use of resources in his/her own venture. As a result
of learning, an innovative milieu js created, in which knowledge, skills, and other resources
are in interaction. Learning together in the innovative miliev works as social and mental
support in the vague new venture creation situation (cf. Keeble et al. 1999).

A second important result is the role of weak links in bringing up new information (e.g.
Granovetter 1973; Burt 1992). It has been seen that well known relationships don't bring
much new information based on which something new could be created. Therefore, the re-
lations to weak tes, friends of friends and people you meet every now and then, and who
don’t belong to your immediate social network, can bring that kind of new information that
creation of something new is possible. Burt (1992) talks about the same phenomenon by
using the concept of structural holes. He has noticed that the best things are done and inno-
vated by individuals who locate in the network so that they are the only link between two
or more networks. Thus, such a person has access to information of all these networks
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while the others know only their own network’s information. On the other hand, the num-
ber of relationships matters (Birley 1985; Aldrich and Zimmer 1986). Close relationships
with many people offer a fast route to different resources. If you don’t know anybody, who
could help you in new venture creation, and you are yourself not too familtar with it, the
new venture creation is very difficult. A wide social network serves as the route to informa-
tion gathering, the ground for idea evaluation, a resource base, and a leamning context.
Thus, a wide social network has an important role in new venture creation.

Third, Reynolds (1991) suggests that the most central notion of social networks in new
venture creation is that almost always new ventures are established in the familiar envi-
ronment close tc home and with familiar ways of handling issues. Thus, it is suggested that
new venture creation is embedded in entrepremeurs’ social context {e.g. Aldrich and
Zimmer 1986; Starr and Fondas 1992; Oliver and Liebeskind 1998). This notion supports
the idea that a new venrure is created together with the social relationships. If this were not
the case, entrepreneurs would go there where new venture creation is the easiest. But be-
cause they don't have contacts in the new environment, they stay where they are at the
moment. In familiar contexts entrepreneurs know the possible investors, customers, suppli-
ers, etc. The network offers them significantly information and the resources needed. This
has been indicated by Johannisson (1988), who pointed our the value of the social nerwork
in business formation. Further, the research on networks has also pointed out that new ven-
ture creation is not characterized by the profit optimizing but, as was stated before, by the
social embeddedness (e.g. Johannisson et al. 1994; Zafirovski and Levine 1999). New ven-
ture creation behavior is initiated by the interaction with the social community you live
within, and ofien greediness is not acceptable in the entrepreneurial community, if the
community has helped and advised the new entrepreneur.

Fourth, it has been indicated that success requires trustworthy and reciprocal relationships
{e.g. Nahapiet and Ghoshal 1998; Oliver and Liebeskind 1998; Floyd and Woolridge
1999). Venture creation is not about choosing the most efficient option possible but merely
about the creation of wustworthy and reciprocal relationships, in which both parties want to
invest in the long term developmeant of the venture. It has been seen that in venture creation
the creation of the needed actions is about creating a social contract™ {Starr and MacMil-
lan 1990; Taylor 1999). It requires relationships that are based on trust and reciprocity.

Fifth, based on the above results, it could be seen that social network theory defines new
venhire creation as a dialectic phenomenon, in which the entrepreneur and resource provid-



50 ACTA WASAENSIA

ers in the context initiate the new venture through interaction (cf. Reynolds 1991). Larson
and Starr (1993) have proposed what is probably the most comprehensive model of the
new venture creation process — how a venture is organized using networks (see also Ring
and Van de Ven 1994; Keeble et al. 1999). They suggested that in the process are studied,
experimented, evaluated, and chosen social relationships in order to use them in business
formation. According to them, the dialogical new venture creation process proceeds so that
first an entrepreneur observes the people whom (s)he knows and who could help in the
creation of a business. (S8)he talks with them and tries to convince them that it is reasonable
to invest resources in his/her venture. The entrepreneur also tries to find out the relation-
ships of his/her relationships. Both parties evaluate each other and try to find features that
would create a feeling of trust so that the cooperation could stare. The first phase could be
summarized by saying that the entrepreneur scans different types of relationships and their
resources and tries to construct mustworthy relationships. The end of the first phase is that
the picture of the business the entrepreneur has in his/her mind turns into a concrete plan of
actions, in which is known where the resources can be obtained. In the second phase, ac-
cording to Larson and Starr (1993), it is a question of turning the one-sided relations into
two-sided relations, from which both parties profit. Thus, in new venture creation it is not a
question of the eptrepreneur wanting something and using relationships to get this bul to
find together with his/her supporters win-win situations in which both sides are satisfied
economically and socially. Thus, it is a question of reciprocity and trust building. Without
of these, relationships won’t work. Larson and Starr (1993) suggest that this happens by the
skills of entrepreneurs to argument, justify, and work as “bridge builders”. The building of
trust and reciprocity is about taking risks in small steps and learning through trial and error,
in which the value of the relationship is constantly evaluated and in which through this
constant evaluation the meaning of the relationship is created. The second phase ends by a
common understanding of the nature of the relationship being created, or not, and both par-
ties being ready to invest in it in order to reach the purpose of the relationship.

In the third phase, then, the relationship becomes more formalized and more layers charac-
terize it (Larson and Starr 1993). The early relations were quite simple and personal to the
entrepreneur and his/her contacts. Now, the relationships involve, for example, transporta-
tion, marketing, paper work, research and development, etc. The exchange touches many
other individuals than the original parties only. On the other hand, layers in the relation-
ships mean that certain individuals have closer contacts with their colleagues and sub-
relationships start to emerge. Third, norms and routines also start to emerge. In the fourth
phase, in which the network as a new venture creator is crystallized (Larson and Starr
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1993}, enough relationships has emerged and they are stable encugh to be able to say that
the new venture has emerged. Thus, the network theory sees that a new venture has been
created when relationships, and resources through them, are at such a level that the
achieved benefits satisfy all parties. Hence, a temporary network coalition is created in or-
der to create value (Taylor 1999).

So, how can the behavior of entrepreneurs be described? The network model sees the be-
havior as socially consmucted, i.e., dialogical (Larson and Starr 1993). An entrepreneur in
cooperation with his/her social context builds on the basis of personal relations, common
understanding, and experience. Using this common ground the entrepreneur then tries to
create a network of relations that would be stable with respect to the resources flowing
through the relations. In this situation, in which the relationship is stable, both parties bene-
fit from it, and wust each other, it is not achieved by making the decision that "this is the
way we do it and this is the way to achieve it™. The sitvation is achieved by continuous, in-
cremental learning, in which leamning takes place by creation of common understanding
through interaction. Thus, social systems are not decision-makers but sense-makers (Weick
1979). It should be stressed that in the network model this sense-making is not an individ-
val, cognitive process but created by using social interaction, discussions, and epactment of
common worlds of meanings. The bebavior is, thus, meaning-building and reality-
construction and not decision-making under the circumstances. Thus, there aren’t solutions
that conld be deduced by logical reasoning but they must be created together with others in
that social sitvation in which those individuals live within.

Where does this rype of behavior then initiate — from an individual or from a context? The
network model doesn’t like the population-ecology model see that individuals are not in an
important role. "An individual is a whole personality and social-economic actor, who has
his/her own history, private problems, and economic interests”, according 1o Larson and
Starr (1993). As Johannisson et al. (1994) have stated it, they see entrepreneurs rather as
organizers who control dependencies, than as anarchists who need independence. However,
an individual is not an “island” but individuals behave as systems of communities (Larson
and Starr 1993). The behavior is, thus, more established by the contexts than by individu-
als. Thus, the focus of the model is more soeial than individual.

Critique. Whar is positive about the network theory is that it has pointed out the social na-
ture of venture creation. Venture creation doesn’t happen in an entrepreneur’s mind, but
also through the discourse of a social community and through common meaning building
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(Johannisscn et al. 1994). Its strength compared with other models is that it takes into con-
sideration both individuals and contexts. It reflects more realistically entrepreneurs’ actions
when it sees behavior to be socially embedded. Thus, the model doesn’t artificially restrict
individual economic behavior from other social behavior, Thus, economic behavior is not
governed only by market prices, rational utilities, andfor transaction costs.

The model has been criticized for too often concentrating on the structure of networks and
not on the dynamics (Mensted 1995; Huggins 2000). Also the research often pays less at-
tention to the business dimension of new venture creation and focuses too much on social
interaction. It is sometimes like studying social organizations in business context forgetting
that business should be the pheromenon under study. Third, some even suggest (e.g. Amin
1993; Corran, Jarvis, Blackburn, and Black 1993) that social embeddedness of business ac-
tions is often overestimated and doesn’t have strong empirical support.

2.5. The strategic approach of new venture creation

This approach sees that new ventmure creation is a way to lead a company strategically. It
argues that this way to lead a company comes into existence as entrepreneurial orientation,
i.e., as general philosophy or a posture in which is involved constant search for possibilides
of creating new ventures (Miles and Amold 1991). New venture creation is about leading a
firm entrepreneurially. Thus, new venture creation in this approach is a strategic behavior
pattern through which new businesses are searched for. Covin and Slevin (1991) argue that
it is behavior, not individual or organizalional attributes, because only actions give mean-
ing 1o the entrepreneurial process. New venture creation is, thus, not so much about estab-
lishing a company but about creating, renewing, and transforming businesses (see, e.g.
Covin and Slevin 1991; Hamel 1998). Lumpkin and Dess (1996} propose that new venture
creation in this approach is not aimed at the establishment of a company, but the approach
is more interested in the behavior before the venture launching that leads tw the establish-
ment. Nevertheless, new venture creation has been seen as behavior which seeks to inno-
vate new opportunities, exploit opportunities, and move organizations and society forward
(Miles and Ameold 1991). 1t is also important to notice that this approach sees that new
venture creation is the behavior of a firm (Zahra 1993). It takes place as a kind of overall
strategic philosophy describing the actions of the firm and not the individual entrepreneur,
although in the case of srnall firms it could be the same thing. The overall claim of the ap-
proach is that the strategic posture of a firm on creating effortlessly new businesses en-
hances the performance of the firm. If summarized, this approach sees new venture crea-
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tion as the strategic orientation of a firm. Thus, according to this approach the new venture
creation of an entrepreneur is involved in his/her way of thinking about the business sita-
tion. New venture creation is a behavioral patterm of entrepreneurs aimed at creating new
businesses, not only establishing new ventures but also reshaping existing ventures.

What is the strategic new venture creation behavior like, which takes place in a venture?
Miller and Friesen (1978) proposed that this type of behavior should include adaptiveness,
analysis, integration, risk taking, and product-market innovation. Covin and Slevim (1991)
argue, leaning on Miller (1983), that new venture creation as a strategic posture involves
risk taking, innovativeness, and proactiveness. In other words, ventures are ready to get in-
volved in highly risky projects pursuing boldly and aggressively opportunities {Covin and
Slevin 1991). Lumpkin and Dess (1996) see this behkavior to come to the fore as experi-
menting with new ideas, willingness to think of opportunities, and readiness to take risky
actions. They claim it to be more specifically autonomy, innovativeness, risk taking, proac-
tiveness, and competitive aggressiveness. Lumpkin and Dess (1996) argue that autonomy
involves independent action. According to them, entrepreneurs are able to lean on them-
selves and make free decisions regardless of constraints. This behavior is very important in
new venture creation because mostly a new venture is based on an entrepreneur’s vision of
the business situation and because constraints, turbulence, lack of capital, etc. restrict the
thoughts of an entrepreneur. Thus, (s)he must have a swong belief in his/her own judgment.

However, as studies of opportunity recognition (e.g. Hills 1995) have shown, entrepreneurs
who have performed well in opportunity recognition often connect themselves in collective
action. This means that they rely also on the opinions of other people. Innovativeness refers
to behavior including novelty, experimentation, and creative processes in order to produce
new products, services, technologies, etc. (Lumpkin and Dess 1996). Entrepreneurs have a
will to do things berter and they change the ways business is done. They have inside them a
child, who wants to play new games constantly, and entrepreneurs find these new games by
innovating. This ability is important, because the same type of solutions that already exist
in the market, don't have strong competitive advantage compared with competitors. Lump-
kin and Dess (1996) divide risk taking into “venturing into the unknown, committing a
relatively large portion of assets, and borrowing heavily”. Based on the authors, it is pos-
sible to say that entrepreneurs initiate actions that they are not able to control. On the other
hand, entrepreneurs take responsibility for employers, machines, buildings, ete. Thus, be-
cause the future is unknown and entrepreneurs have financial obligations, they are taking
high financial risks. On the whole, entrepreneurs interpret the cues of risks in such a way



54 ACTA WASAENSIA

that, despite the risks, it is realistic to create new ventures. Fourth, proactiveness is about
taking the initiative before others recognize the opportunity. Thus, proactiveness refers to
seeing the future before others and showing willingness to seize the opportunity quickly
(Lumpkin and Dess 1996). This is very important behavior because it has been seen that
windows of opportunities exist only for some time (see Timmons 1994). Finally, competi-
tive aggressiveness could be seen as bebavior which is aimed at analyzing competitors in
the business arena and twreating them aggressively. Enttepreneurs behave so that they find a
gap from the competitive arena because they know that by doing so they can enhance the
survival of their venture. If the new venture creation is looked at from the viewpoint of the
strategic approach, it involves behavior in which entrepreneurs want to take independent
action because it is the way to survive in the turbulence (although many still perform col-
lective actions as well), innovate new things because innovations most probably lead to
success, take risks because thorough knowledge of the future is impaossible to achieve, be-
have proactively because opportunities exist to be recognized and exploited only for a lim-
ited time, and compete aggressively because competitors let a new-comer in to the business
arena only if the new venture finds its place by itself.

What is the role of an entrepreneur in the strategic approach, then? The authors advocating
on this approach have tried to argue that the behavior of a firm is more important than an
individual’s behavior. This is an important notion because entreprenenrship research often
concentrates too much on what individuals are doing. The sirategic approach pays attention
to what happens at the firm level. Thus, the view of the strategic approach is more social
than individual. However, when the studies concerned with the approach describe new ven-
ture creation behavior, they describe mostly the behavior of an individual entrepreneur
(see, e.g. Lumpkin and Dess 1996). Thus, even though the primary inlerest is in the behav-
ior of a firm, the actor in the study is an entrepreneur. An entrepreneur is, thus, very impor-
tant in the smrategic approach, although researchers want to separate themselves from the
“individual school of entrepreneurship”. The environment is treated as an information
space, which could be analyzed and in which a goal can be deduced. Thus, the environment
consists of analyzable information. However, the view is not completely rationalistic be-
cause researchers using this approach see that the complexity of the environment creates a
need for both intuitive and rational behavior in order to seize opportunities.

Critique. Probably the most influential notion of the school is that entrepreneurial behav-
jor rather than actions of individuals should be studied. Thus, entrepreneurial behavior that
is studied could take place in different contexts, like for example at the start-up of a new
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firm, in a large multinational corporation, or in intemationalized medium sized companies.
The behavior aimed at finding a new business is important and not the context, which is
normally the start-up context. The strategic approach to new venture creation, thus, points
to the main areas of behavior involved in new venture creation.

The main problem of this approach is that it has studied the behavior of entreprereurs but
neglected how Lhe process proceeds It is important to know how entrepreneurs behave,
when they create ventures, but it is also very important to know what are the patterns entre-
preneurs use. Second, although the approach stresses that it is the behavior of firms that
should be studied, entrepreneurs’ behavior is actually studied. Studying entreprenenrs’ be-
havior is important but it neglects the social arena within which entrepreneurs live. A lot is
still to be done to understand the social behavior of entreprenenrial communities.

2.6. Summary, conclusions, and applicability of the approaches

Summary. It could be seen that the areas of behavior that suggest an economic approach
are boosting new ventures, managing new ventures, and collecting capital in order to create
new capital. The most important of these is assumed to be the boosting view. It suggests
that new ventre creation includes innovativeness, alertness to opportunities, and risk-
taking. An entrepreneur according to this approach is the central figure, who initiates all the
actions. (S)he is a central economic actor, who renews the economy by creating new ven-
tures. Environment is seen as a place in which opportunities are found. Environment exists
regardless of an entrepreneur, and Lhus, an entrepreneur must “destroy” it before creation of
something new is possible.

The population-ecology model sees that entrepreneurs cause variations of new businssses
and the best of these are to be chosen by the business environment. Businesses develop in-
crementally through these variation- and selection processes withont clear direction. This
behavior includes bebavior such as variation, survival, liability, re-productivity, and uni-
formity. The role of an entepreneur is to produce variations in the name of development.
The environment ¢rders the direction and pace of change. Success is based on a variation
that answers the development needs of the environment at that particular moment.

The stage approach could be summarized by saying that new venture creation is the early
phase of the establishment of 2 firm and creation of a new stage. The process consists of
before-birth-actions, birth, survival, growth, maturity, decline, and death. In the approach
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an entrepreneur is the central actor, who takes the venture from one stage to another. Envi-
ronment is the context, to which a venture tries to adapt. The success of the venture is de-
pendent on the survival in each phase and skills to proceed from one stage to another. ‘

The network approach sees thal new venture creation to be about discussing the needs of
the social context so that it initiates new businesses that satisfy the needs of the social con-
text. On the basis of this idea, businesses are created so that they are socially constructed
and needed. The process of new venture creation is behavior, in which entrepreneurs mobi-
lize the social context to support their business idea. An entreprenenr in this approach is a
negotiator, who tries to make a deal with his/her social context about the use of resources
in order to introduce something that would be valuable to the whole social context. The en-
vironment is here an active discussion partner whose various points of view must be nego-
tiated into a compromise. A success factor is the entreprenenr’s skill to convince the social
context that the use of resources in his/her venture benefits the whole social context.

The strategic approach sees venture creation to be value creation that brings profit to an en-
treprenenr and value to customers, Thus, an enfreprenenr sets a strategic goal, which should
create new value. The process is here about seeing an opportunity, grabbing it, accumulat-
ing the needed resources, creating value for customers, collecting profits, and investing the
profits again in a new opportunity. An entrepreneur is a strategic actor, who rationally
searches for opportunities to invest resources so that the investment should create profit.
The environment here offers the resources and the possibility of creating profit. Success is
dependent on ability to create value. Table 1 shows summaries of the approaches,

Table 1. Summary of the new venmire creation approaches.

Approaches Concept of new venture  Process of new venture  Role of an entre- Role of environ-
creation Creation preneur ment

Economist  Destroying old business ~ Be alert, innovate new,  Initiator of boost- A place where op-
models and boosting new. and tolerate risks. ing actions. portunities exisL

Population- Cause variations of new  Variation, survival, Producer of Orders the direc-

ecology businesses for the en- liability, re-productivity, variations. tion and pace of
vironmenal selection. and uniformity. change.

Siage Early phase of a fim ere-  Development, birth, Leadinga firn  Circumstances 1o
ation. ' survival, growth, matur- from one stage to  which must be

ity, decline, and death.  another. adapied.

Newwork Discussing the social con- Mobilizing the resources Negotiator. Aclive nepotialion
Xl 10 Support an idea, through social dialogue. partner.

Stalegic Value creation to eam Strategic goal sering.  Swategic aclor lo  Resource stock.

profiL

create value.
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Contclusions: strengths and weaknesses of the approaches from the viewpoint of op-
portunity recognition. The main strength of the economic approach is that it has intro-
duced the idea that opportunity recognition is an important part of new venture creation.
Kirzner (1979) proposed that alertness 1o opportunities is the key element if a venture is
going to be established. Funher, the approach suggests that the behavior of entrepreneurs,
rather than characteristics of them, should be smdied in order to understand new venture
creation and, thus, opportunity recognition. The approach also proposes the main elements
of intellectual capital namely innovativeness, risk-taking ability, and alermess. In addition,
the approach acknowledges that envircnmental dynamism creates opportunities to be rec-
ognized. Thus, the economic approach offers the basic conceptual guidelines through
which oppormnity recognition can be studied. However, because the approach analyzes
opportunity recognition more on the general economic leve] (Kirzner 1979), the closer
analysis of the real behavior of an entreprepeur is missing. The second deficit of the ap-
proach is that it has neglected the social level of actions. Thus, the approach doesn’t give
any tools to analyze social capital and behavior of entrepreneurs. As a whole, the approach
gives the basic theoretical starting points but a more thorough examination of opportunity
recognition behavior using this approach is difficult and, thus, other approaches are needed.

The main strength of the population-ecology model from the viewpoint of opportunity rec-
ognition is that the approach has stressed the importance of environment in business pro-
cesses. The approach has very illustratively indicated how larger environmental processes
are involved in mew venture creation. The approach has suggesied that the population
should be known in order to see where the opportunities exist. Thus, the model has hrought
a lot of tools 1o analyze environmental dynamism. The weaknesses of the model are that
individual creativity is left out of consideration and that carrying capacity is not possible to
exceed. Other studies elsewhere (e.g. Sigrist 1999) have shown that creativity is a capabil-
ity that creates wholly new business lines and, thus, widens the carrying capacity. As a
whole, it is suggested that population-ecology model offers tools to understand environ-
mental dynamism and also opens the discussion on the role of social capital of entrepre-
neurs but misses theoretical constructs to understand intellecmal capital in opportunity rec-
ognition.

The stage approach has suggested that opportunity recognition is the beginning of new ven-
ture creation. Therefore, it shows whac is the place of business opportunity recognition in
the wider evolutionary context. The approach has also introduced the idea that opportunity
recognition might be a sequential process. This has caused most of the research to attempt
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to find out what are the stages of opportunity recognition process but by using the stage
models ir is difficult to thoroughly understand the behavioral processes. Thus, the approach
has to a great extent neglected contextual and social issues of opportunity recognition. As a
whole, the approach has introduced tools to analyze the process of opportunity recognition
and the basic areas of behavior in opportunity recognition have been noticed.

The main strength of the network model is that it has shown that opportunity recognition is
also very much social behavior. Thus, it has introduced the social capital constructs that
should be used to analyze the social part of opportunity recognition, The model has brought
opportunity recognition 1o its realistic, social, context. This is a very important issue since
based on the current knowledge the behavior of human beings is socially embedded (see,
e.g. Burt 1992), The main problem of this is that the model users are so enthusiastic about
the social level that they often forget individual-level actions. Thus, to study opportunity
recognition also other approaches than only nerwork approach are needed.

The strategic approach has launched the main theoretical constructs for understanding the
behavior of entrepreneurs in opportunity recognition. Thus, it is suggested that the srategic
approach is the most important approach as the modern view of entrepreneurship supports
the use of behavioral models. The approach has also emphasized that performance is an
important part to study. The approach claims that opportunity recognition is value creation,
and to understand this, the performance of a venture should be known. The main deficit of
the approach is that it sees opportunity recognition quite rationally although it also requires
intuitive behavior. Table 2 summarizes the strengths and weaknesses of the approaches.

Table 2. Strengths and weaknesses of the new venture creation approaches.

Approach Strengths ‘Weaknesses
Economic Conlent of opportunity recognition, im- Tres to explain whole economies, closer
portant part of venture creation. analysis of the behavior is missing, neglects

the social level.
Population-ecology Indicated that opportunity recognition is Neglects individual creativity, the idea of
heavily affected by the environmenL carTying capacity restricts human initiation.
Stage Introduced the idea that oppormmity Context and social level neglected,
recognition might involve stages, the takes process analysis in wrong directions.
idea that opportunity recognilicn a pan
of wider venture process.

Network The social part of opporunity recogni- Forgels thal opporiunity recognition is also
tion, a more realistic standpoint an individual-level phenomenon.
Strategic Offered the 100ls 1o analyze opportunity The approach is quite rationalistic though

recognition behavior and value'creation.  opportunity is obviously also intuitive.
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Applicability of the approaches to the research on epportunity recognition behavior.
Of the above approaches the economic approach introduces the basic theoretical concepts
to understand opportunity recognition. It has proposed what opportunity recognition is and
what kind of behavior it involves. However, the views of the approach concentrate too
much on the economic, macroe level. Thus, the approach doesn't offer tools to analyze indi-
vidual behavior, when the entrepreneur is trying to recognize an opportunity. Nevertheless,
the approach is very interesting because it creates the starting point of all opporunity rec-
ognition studies. Especially the theory of entrepreneurship by Kirzner (e.g. 1979) is crucial
to research on opportunity recognition. It is also important for the present study because it
proposes the main elements for studying intellectual capital in opportunity recognition.

The population-ecology model suggests that environment is important in order o under-
stand opportunity recognition. It gives to this study the thecretical concepts to analyze envi-
ronmental dynamism. However, it does not play a very important part in this study because
it neglects the free, creative ability of an individual. This is contrary 1o recent observations
of oppertunity recognition (Hills et al. 1999), and thus the population-ecology model has a
minor role in the present study.

The stage approach has suggested that also business oppertunity recognition could be stud-
ied as a sequential process. It has alsc pointed out that business opportunity recognition is
the very beginning of the new venture creation process. In this respect the stage approach is
important as it shows in which sequential context business opportunity recognition be-
longs. In addition, it has indicated some of the main areas of behavior in opportunity rec-
ognition. But, because stage processes have been shown to poorly explain processes (Frank
and Lueger 1997), this study doesn’t consider the stage approach to be very important to
this smdy.

Network approach has bronght social phenomena into new venture creation and business
opportunity recognition research. The approach has shown how individuals wove together
social reality, based on which they then behave. The network approach is very important to
this study. It offers the tools for analysis of social capital in business opportunity recogni-
tion,

The strategic approach is the most important approach in this study. As has been stated be-
fore, 1n this study business opportunity recognition is seen as the behavior of entrepreneurs.
Because the strategic approach gives concepts to analyze especially the behavior of indi-



60 ACTA WASAENSIA

viduals when they try to construct a strategic concept in order to establish or renew a ven-
ture, the concepts of the approach are central in the present study.

As a whole, none of the approaches alone is enough. The economic approach provides the
main theoretical basis and elements of intellectual capital, the population-ecology model
the constructs to analyze environmental dynamism, the stage approach an understanding of
the whole new venture creation process, the network approach the tools to understand so-
cial capital in opportunity recognition, and the strategic approach the concepts to analyze
recognition behavior and value creation (performance).

Although all the approaches are important, it could be said that the most important and ap-
plicable approaches to this study are the strategic approach and the network approach.
These are the most suitable because they offer the most realistic starting points when the
aim is to understand opportunity recognition as behavior. They stress individual behavior
and social behavior involved in opportunity recogniticn. But because economic approach
offers the basic theoretical concepls and the population-ecology model the concepts to un-
derstand environmental dynamism, they are also included. The stage approach is of minor
importance because it only shows the place of opportunity recognition in the wider new
venture creation process. Figure 2 illustrates the positioning of the study based on the im-
portance of the above approaches to the study.

population

ecology
economic stage
apportunity recognition

i 7]

Figure 2. Positioning of the study based on the new venture creation approaches.
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3. THEORETICAL FRAMEWORK AND HYPOTHESES

In the above chapters, the objectives of the study and the theoretical backgrounds of the
study are presented. In this chapter the literature on business opportunity recognition is re-
viewed and based on that theoretical hypotheses are presented for empirical testing. The
chapier is constructed in the following way: First, business opportunity recognition litera-
ture is reviewed. Second, the conceprual framework and hypotheses on the influences of in-
tellectual capital on opportunity recognition behavior are presented. Third, the conceptual
framework and hypotheses on the influences of social capital on opportunity recognition
behavior are presented. Fourth, the conceptual framework and hypotheses on the influences
of environmental dynamism on opportunity recognition behavior are presented. Last, the
conceptual framework and hypotheses on the influences of opportunity recognition behav-
ior on performance of young ventures are presented.

3.1. Business opportunity recognition literature

Business opportunity recognition is an important part of the venture creation process (By-
grave and Hofer 1991; Bygrave 1993; Birley and Muzyka 1997: ix—x). Anyhow, under-
standing of has not until now been developed (Hills and Shrader 1998). Hills et al. (1999)
propose that opportunity recognition is greatly influenced by individual attributes, social
forces, and business environment. In many other studies these same elements are also to be
found (cf. Sigrist 1999). Thus, in this study it is also thought that the elements that most
strongly affect opportunity recognition behavior are connected with intellectual, social, and
environmental factors. The results concerning these factors in opportunity recognition lit-
erature are reviewed below. Further, the core of opportunity recogaition is, of course, still
recognition behavior. Thus, behavior is the most studied part of opportunity recognition
phenomenon (see, for example, the review by Hills and Shrader 1997), and because of its
importance it is reviewed also here after the above three factors. Performance is also in-
cluded in the review. In many of the more general entreprepeurship studies (e.g. Zahra
1993; Dess, Lumpkin, and Covin 1997; Gimeno et al. 1997; Zahra et al.1997; Yli-Renko
1999) the outcome of behavior, performance, is thought to be an extremely important issue
to be studied. In opportunity recognition literature this is often overlooked (cf. Hills et al.
1997). Still, it is here proposed that the best business concept that is created, as a result of
recognition behavior, could be studied as the performance of a young venture. The per-
formance of a young venture indicates what the opportunity recognized by an entrepreneur
has been like from the market point of view - has it created value to customers? This study
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follows, thus, the recommendation by Hills et al. (1997) and investigates also how oppor-
tunity recognition behavior affects the performance of a venture,

3.1.1. Intellectual capital

Almost all of the research on opportunity recognition has indicated the importance of the
intellectual capabilities of an entrepreneur, seen here as intellectual capital (see, e.g. Hills
and Lumpkin 1997; Sigrist 1999; Shane and Venkataraman 2000}. The purpose of this sub-
chapter is to review the research and show what intellecrual factors have been found to
have the strongest influences on opportunity recognition. This is approached in such a way
that the most important intellectual factors are defined and discussed.

Domain knowledge. Cooper (1981) already stressed the importance of knowledge of the
domain to be one of the main factors affecting opportunity recognition. The domain-
specific experience is important in order to be able to alertly scan the market and find gaps
that could be filled (cf. Kirzner 1979). Without the domain knowledge it is very difficult to
interpret the information cues in the industry because the information processing of entre-
preneurs, and in fact of all human beings, is tied to existing knowledge structuses, e.g. do-
main knowledge (Manimala 1992; Shane and Venkataraman 2000). Former experiences
and knowiedge of the area are required to see opportunities that others don’t recognize
(Kaish and Gilad 1991}). The domain knowledge is needed to scan relevant information,
give it appropriate meaning, and make good judgments based on it. Human beings don’t
just perceive information, interpret it, and act based on it as rationally as possible but are
guided by the knowledge they already have acquired in their processes of perceiving, inter-
preting, and acting (e.g. Woo et al. 1992; de Koning and Muzyka 1996). Thus, less experi-
enced entrepreneurs might miss relevant information, understand poorly what they per-
ceive, and make decisions and actions that are unwise.

Muzyka, Birley, and Leleux (1996} revealed professional investors to respect, first of all,
prior experience of entrepreneurs in their investment decisions. This is an interesting no-
tion as venture capitalists must count on entrepreneurs in order to gain their own profit. An
interesting finding is also the one by Woo et al. (1992) that those entrepreneurs who had
little domain knowledge searched the least for the needed information. The authors argue
this to be the result of cognitive barriers caused by knowledge stmctures inappropriate to
opportunity recognition. These biased seuctures guided the inexperienced entrepreneurs to
behave unwisely. Also Hills and Lumpkin (1997) and Hills et al. (1997) indicated how op-
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portunities are often recognized, and often more than once, in the domain that is familiar to
an entepreneur. The above shows illustratively how domain kmowledge increases the
search for information and probably the likelihood of finding a valuable opportunity {cf.
Hills and Lumpkin 1997; Hills et al. 1999; Zietsma 1999). Gaglio and Taub (1992) argued
that domain experience helps entrepreneurs lo frame the situation. In their experiment, in
which they wanted entrepreneurs and managers to create opportunities based on the infor-
mation the authors gave, the entrepreneurs were not willing to do this because they had not
enough knowledge of the customers, competitors, technology, goals, motivations, etc. In
other words, they were not able to frame the situation becanse normally they rely on their
domain knowledge. Bhave’s (1994) suggestion that entrepreneurs should use their domain
knowledge to eliminate probably unsuccessful opportunilies is in line with the above.

According to Baron (1997; 1998), the situation facing an eotrepreneur is characterized by
uncertainty, novelty, ime pressures, and emotions. Because of these, the sitwation is so
complicated that rational behavior is almost impossible, and thus, entrepreneurs use their
domain knowledge structures to guide their acts (see also Zietsma 1999). Because of this
complexity, Martellp (1994) underlines the meaning of serendipity in the creation of busi-
ness insights. By this he means that opportunity recognition is about working in the field
intensively and finding an opportunity in that field almost as a result of accidental luck.
When an entrepreneur is working in the field, (s)be is subconsciously alert to ideas, and
when (s)he finds one, (s)he often thinks that it was an accident. But actally it needed
readiness of an alert mind (Kirzner 1979). Thus, without working in the area and being
alert it would never have happened. This shows that domain knowledge is important in or-
der to be so lucky that a good opportunity crosses one’s life in a complex business world.

What is this domain knowledge more specifically? Christensen and Peterson (1990) sug-
gested knowledge of the industry, the market, and the specific problems in that domain as
imporiant in oppoertunity recognition. Thus, the authors stress domain knowledge, and see it
to be about knowing competitors, suppliers, policies, etc. in the industry, customers and
their needs in the market, and problems, i.e., knowledge gaps that conld be the ground for
new businesses. Woo et al. (1992), again, propose that domain knowledge is grounded on
how clese prior employers’ products and services, customers, and suppliers are to the en-
wepreneur’s present ones. Ray (1992) saw this to be the case when he studied opportunity
recognition in an international business context. In an international context there are many
issues, such as cultural aspects, and increasing complexity. In this context entrepreneurs,
who were searching for opportunities, counted most on their knowledge of that particular
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industry, the ways of doing business in it, and their willingness to travel close to possible
opportunity spots. Hills and Shrader (1998) also stress that the knowledge of markets and
customers is the domain knowledge out of which ideas could be generated.

How is this knowledge achieved? Christensen et al. (1994} argued that knowledge of tech-
nology and market in the particular industry is to be developed by leaming from previous
experience. Thus, it is proposed that domain knowledge is created by acting in the field,
talking with many and different kinds of people, and often thinking of the business (cf.
Rea, Maggiore, and Allegro 1999). It also consists in making mistakes and correcting them,
which requires quite a Iot of time (Johannisson 1988). This type of process is also illus-
trated by Sigrist (1999) who found that domain knowledge was developed by long periods
of interaction between passionate interest in something (e.g. a hobby), more rational inter-
est in, e.g. work or school, and working in the area for some time. The interaction of these
creates an understanding of customer needs, the latest technological developments, quali-
ties of products and services, possible gaps to be found, reliability of suppliess, and so on.
This is domain knowledge on which is heavily relied in opportunity recognition.

Formal knowledge. Cooper (1981) was the first to suggest that also formal knowledge
would help to use domain specific experience. Formal knowledge creates knowledge struc-
tures that don’t have to be learned by trial and error but by education and training. Thus,
acquiring needed knowledge can also happen more abstractly. Christensen and Peterson
{1990) saw that domain experience is to the fore but also that entrepreneurs need general
alertness to problems in the domain. It js suggested here that in order to see problems for-
mal education and training are needed because this type of more general knowledge gives
capabilities to examine issues in their enlity. Experience-based knowledge as the only
knowledge type could cause entrepreneurs to have a quite narrow views, which counld
sometimes be even dangerous because it might create biases and errors in thinking of en-
trepreneurs {cf. Baron 1997, 1998; Zietsma 1999). Hills and Lumpkin (1997) indicated that
opportunity recognition skills are removable to unknown domains in some cases. This in-
dicates that opportunity recognition is not only about knowing one’s industry well but also
knowing how to look at a situation more generally. Thus, opportunity recognition requires,
besides domain specific expertise, general competencies to be alert to opportunities (see
also Kirzner 1997). Herron and Sapienza (1992) stress that an entrepreneur needs formal
skills as well, which could be achieved through formal training. They argue that better for-
mal knowledge leads to higher intrinsic motivation, and further to more intense opportunity
searching behavior. Bhave (1994) also claimed that formal knowledge, among other things,
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is involved in motivating an entrepreneur to start the search for an opportunity

Thakur (1999) called attention to the meaning of formal knowledge in opportunity recogni-
tion. He stressed that manaperial skills are crucial when aiming at organizing information.
Thus, it could be asked how managerial skills are usually achieved? Of course by acting as
a manager, but also importantly by education. Rea et al. {1999) find as a result of wide con-
sultation work in Italy that formal education and training are important in the development
of needed professional competencies. Hills et al. (1999) also proposed that formal training
and skills are important jn oppertunity recognition, and especially in evaluating and elabo-
rating the survival capacity of an opportunity (see also Bhave 1994). Finally, Zietsma
(1999) emphasized that technical knowledge is important in crder to go from ideas to real-
izable opportunity, i.e. higher formal education furthered the process. According to a study
by Gaglio and Taub (1992), entrepreneurs need formal knowledge to compare their situa-
tion with theories and models. Formal theories and models reflect how things have been
done before and what others have experienced. Because a single individual's experiences
are restricted, formal knowledge gives to an entrepreneur the capability to look at the situa-
tion from the viewpoint of other people, and thus more generally. On the basis of the
above, formal knowledge includes formal education/training and formal skills.

Shane and Venkataraman (2000} argue that two factors influence opportunity recognition:
(1) the information an entrepreneur possesses, and (2) his/her cognitive capabilities. Here it
is proposed that these are developed by the interaction of formal knowledge and domain
knowledge. The importance of formal knowledge in the creation of excellence is clearly
verified in the studies of expert problem solving {see Mayer 1992). First, every individual
has a certain stock of information, and this information has an impact on a person’s behav-
ior, and also onr opportunity recogaition (Shane and Venkataraman 2000). Furthermore,
such prior information is stored as mental schema to our minds, and these are like "road-
maps” guiding our thinking, behaving, and discovery of new information. This information
we possess could, for example, be knowledge of cheap raw materijal, the latest research re-
sults of digital communication, customers’ values, etc. Thus, it is experience-based and for-
mal knowledge. Second, every individual processes this information differently. Some are
able to connect many kinds of old and new pieces of information into a new value-adding
opportunity. What is here suggested is that this second ability is mostly in the form of for-
mal knowledge and achieved through formal education and training. This suggestion relies
on Sigrist's (1999) notion that entrepreneurs have a “serious” skill, i.e., formal knowledge
that guids them to use their “passionate” skill, i.e., domain knowledge.
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Managemen! experience. Thakur (1999) proposed on the basis of nearly 50 case studies
that managerial capabilities are more important 1o opportunity recognition than has been
thought. The author stresses entrepreneurs’ capabilities to manage resources to be the core
of opportunity recognition and exploitation. Without managerial skills it would be almost
impossible. The discovery by Hills et al. (1997) and Hills and Shrader (1998) that entrepre-
neurs are experienced oppertunity-recognizers indicates that entrepreneurs who discover
opportunities might have suitable entrepreneurship and management experience.

The study done by Muzyka et al. (1996) revealed that investors highly appreciate manage-
ment experience. The most important things in venture creation are the leadership potential
of the lead entrepreneur and the management team, industry experience, and track record of
the leading entrepreneur and the management team. This clearly indicates the importance
of management experience in opportunity recognition, because professional investors are
people who put their money only in ventures which they believe to have the best chances to
produce interest on their investments. These professional investors could even ignore some
other criteria, such as financial, product-market, and strategic-competitiveness, if the man-
agement skills are strong.

Basically similar results were reported by Birley et al. (1999). They indicated that investors
trust management competencies of a leading entrepreneur and a team to hold in any in-
vestment opportunity. Furthermore, the authors stress that the leader capabilities of an en-
trepreneur are important to investors, i.e., the skills to build a team, inspire others, manage
the winds of change, and think strategically of the whole business situation. The skills in
daily tasks and administration and consistency of decision-making were ranked by inves-
tors to be of very little importance. Thus, it conld be seen that entrepreneurial management
skills are imporiant in opportunity recognition. By entrepreneurial] management skills are
meant skills to achieve goals by clever vision building and sharing even though an entre-
preneur doesn't possess the needed resources {cf. Stevenson and Jarillo 1990).

Also opposite results have been found. Woo et al. (1992) found that differences in the
management and entrepreneurial experiences didn’t have significant influence on entrepre-
neurial search strategies. In their study only domain experience and industry-familiarity had
significant effects. However, Gimeno et al., (1997), using almost the same survey-
insoument, offered illustrarion that management and entreprencurial experiences have sig-
nificant effects on the survival of new ventures. Therefore, it is seen that these cbservations
should be included in the theoretical framework. More specifically, the issues connected
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with the management experience should in opportunity recognition research be the entre-
preneurial experience and the management/leadership experience.

Intrinsic motivation. Intrinsic motivation is in many studies seen to be an important jn-
spiring factor in opportunity recognition. Cooper (1981) stresses that motivation makes
skills, knowledge, and perception work together so that they are made use of in opportunity
search. Without intrinsic motivation it could happen that, although entrepreneurs were ex-
perienced and their expertise was high, success made them satisfied with the situation
(Kaish and Gilad 1991). Thus, despite being skilled they were not any more internally mo-
tivated to search for opportunities. Thus, intrinsic motivation is the driver that sets an en-
trepreneur’s “internal motor” going. Sigrist (1999) claims that an entrepreneur’s own per-
sonal lipe is crucial. By this she means that an entrepreneur’s subjective principles, ideas,
and style lead him/her to create a unique kind of venture. This underlines the importance of
intrinsic motivation in the form of a personal way to do things. She also found that inner
strength is needed in order o achieve goals because often entrepreneurs don't get enough
social support. Thus, an entrepreneurs maust have a very strong intrinsic need to search for a
business opportunity and confidence to go on even though some might advise him/her not
10. The above argues the motivational aspects 10 be powerful in opportunity recognition.

In the model by Herron and Sapienza (1992) the initiation of intrinsic motivation occupies
remarkable position. They argue that intrinsic motivation 1o search for opportunities is es-
tablished in interaction between values, traits, context, and skills. This interaction creates
an aspiration to establish a business and dissatisfaction with the present situation. This,
then, affecls strongly the searching behavior. But it is also to be remembered that motiva-
tion alcne is not enough. As Woo et al. (1992} illusrated, entrepreneurs without domain
experience were unable to search for opportunities although they were probably motivated.
Thus, it is here suggested, leaning on Herron and Sapienza (1992), that opportunity recog-
nition needs both intrinsic motivation and skills and experiences. The above is supported
by the results of Muzyka et al. (1996}, who showed that entrepreneurs should put 100 per
cent effort into their new business along with all their skills before venture capitalists are
willing to put their money into the investment opportunity. Therefore, from entrepreneurs
is always required full cornmitment (see Drucker 1998).

Gaglio and Taub (1992} found that entrepreneurs relied heavily on their own opinions and
decisions. This indicates strong internal motivation of these people. It is suggested that in-
dividuals who are less internally motivated wouldn’t care so much whose decisions are fol-
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lowed. The same result was found by de Koning and Muzyka (1996). According to them,
expertise gives entrepreneurs a feeling of confidence, which then shows up as high intrinsic
motivation to search new for opportunities. Manimala (1992) found high-innovative entre-
preneurs to be intrinsically rather than extrinsically oriented. Thus, high-inrovative oppor-
tunity searchers, who were also successful, were motivated by entrepreneurship itself and
not by the possible visible rewards (such as wealth and power). An interesting observation
was made by Baron (1997, 1998) of the state of mind of entrepreneurs. Baron (1997, 1998)
hypothesized that entrepreneurs would think more than others of missed opportunities and
thus feel more regret. But, the empirical results indicated just the opposite. In fact, entre-
preneurs didn't think of what had happened before and they didn’t feel regret. They merely
had their eyes fixed on the furure and on opportunities not discovered until now. This is,
according to the author, one reason why entrepreneurs see more opportunities than other
people. They don’t hold on to the past but let it go, forget it easily and proactively turn their
attention 1o the future. This shows that entreprenenrs don’t keep their eyes on outer issues
and “hard” motivators. They have a strong motivation to look at the future and create new
businesses without regrets for what they have done or what could have been. They merely
forget the past and search for new opportunity once again.

Motivation doesn’t always emerge in the same phase as opportunity recognition. Bhave
(1994) in his study of opportunity recognition process indicated motivational factors to be
important issues preceding or following opportuniry recognition behavior. Some entrepre-
neurs were first motivated to begin to search for an opportunity while others first found an
opportunity and because of this sudden possibility then became motivated to start a ven-
mre. Martello’s (1994) point that opportunity recognition is serendipitous is in line with
Bhave's (1994} findings. Serendipity means that oppormunity recognition happens suddenly
after a long period of working in the field without serious deliberate search. Bhave’s find-
ings indicated that the motivation to search, find, and realize an opportunity is embedded in
the whole entrepreneurial process.

Internal commitment is, thus, what drives entrepreneurs forward, not their special personal-
ity (Dracker 1998). According to Drucker, entrepreneurs are people who are tied to search
for innovations, i.e., opportunities. Their intrinsic, i.e., internal motivation pulls them to
look for changes in the environment and opportunities for new business. According to Bird
(1988), this commitment, or intrinsic motivation, is close to the idea of intention. Bird
(1988) claims that "intentionality is a state of mind directing a person’s attention (and
therefore experience and action) toward a specific object (goal) or a path in order 10
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achieve something (means)”. This is what is here meant by intrinsic motivation. The ex-
pression of intrinsic motivation is used because Lhe term intentionality carries a connotation
of rationality or even opportunism, which is not wanted here.

Creativity. Gilad (1984) was the first to suggest opportunity recognition was due to the
creativity of entrepreneurs. His point of view is based on Kirzner's (see, e.g. 1979) idea
that entrepreneurs are more alert to opportunities in the market than others. Gilad (1984)
sees that others than entrepreneurs overlook possibilities to establish a new business. The
ability to discover inconsistencies by linking information cues requires creativity. Creativ-
ity in his case could be understood as the seeing of links between many types of informa-
tion and finding a solution that doesn't exist yet. Thus, creativity in opportunity recognition
is not about routinely searching for the best solution from solutions that already exist — “if
is non programmable, non standardized, and unpredictable insight about the true nature of
reality” (Gilad 1984). In creativity in general Gilad sees the most important factors to be
unusnalness, appropriateness, transformation, and condensation. As a whole, this claim of
Gilad’s leans on the information processing view of human behavior (see, e.g. Mayer 1992)
and, thus, is not concemed with creative traits of entrepreneurs. This is seen here to be a
good (hing supporting the use of the same approach to entrepreneurial creativity because in
many studies the trait approach has been shown to "hit 2 dead end” (e.g. Gartner 1990).

Other studies have also seen creativity to be important. Entrepreneurs told to Hills and
Lumpkin (1997) that they spend quite a lot of time thinking creatively about business situa-
tions and playing with many kinds of ideas. Hills et al. (1997) and Hills and Shrader (1998)
proposed also the same. Hills et al. {1999) see opportunity recognition to be a special case
of creativity. They see that opportunity recognition consists of creative behavior such as
preparation, incubation, insight, evaluation, and elaboration, and that in these areas of be-
havior background, training, work experience, knowledge of the field, and skills to evalu-
ate and elaborate the survival capacity of a business play critical roles. Christensen et al.
(1994) mentioned a very meaningful factor affecting opportunity recognition namely ability
to tum problems into opportunities. Here this is seen to be a creative ability to create some-
thing new out of things not directly or easily connected with each other (cf. Mayer 1992).
Also Gaglio and Taub (1992) proposed creative problem-solving to be involved in oppor-
tunity recognition. Based on large consultation work in Italy, Rea et al. (1999) mention
creativity to be an important professional capability helping entrepreneurs to look situa-
tions from new points of view. Finally, de Koning and Muzyka (1996) noted that creative
skills of entrepreneurs were very important in opportunity recognition.
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Shane and Venkataraman (2000) argue that every individual processes information differ-
ently. Some can link cld and new pieces of information into a new solution while others
don’t see the connections. Opportunity recognition is not a situation where it is possible to
mechanically caleulate the best solution based on a given set of alternatives because infor-
mation s fragmented and there are not simple links between these pieces of information.
This skill is in this study seen to be the creativity of an entrepreneur (cf. Mayer 1992). It is
suggested also that crealivity of entrepreneurs to create opportunities out of pieces of in-
formation should be studied more deeply. Sigrist (1999) underlines also the above kind of
heuristic competence of entrepreneurs. Creativity as a mental thinking and behaving device
gives confidence in uncertain problem-solving situations. This skill gives the possibility of
flexibly learning from customers, intuitively reading market dynamics, and impulsively re-
acting to new situarions. These notions are very close to the idea of creativity in this study.

Critique. Intellectual capital has often been considered in terms of years spent working in a
specific indusiry, years of formal education, and so on. This disregards that hobbies and in-
formal education, for example, can develep intellectual capital that the years spent working
in the field don’t measure. On the other hand, if the evaluation is entrusted to the entrepre-
neurs, the view could be even more biased. Thus, the main problem of the intellectual capi-
tal is in measuring it. On the other hand, intellecrual capital could be linked to traits of en-
treprenenrs, which have already been shown to explain entrepreneurial behavior poorly.
Here intellectual capital is not about traits but about behavior based on experiences that
have been stored as cognitions that are used to recognize business opportunities. As Herron
and Sapienza (1992) propose, the intellectual aspects cannot be forgotten although the trait
approach hasn’t been successful. Third, intellectual capital alone is only potentiality be-
cause it is capital that must be put into action. Thus, it must be connected with behavior,
which in the case of this study is business opportunity recognition behavior. Fourth, often
intellectual, or human, capital is restricted to issues like experience, knowledge, and/or
education (cf. Becker 1975). Recent developments have indicated that this conception is
too narrow. For example, both Rastogi (2000) and Shane and Venkataraman (2000) sug-
gest that intellectual capital is also about skills to process information and is not only about
stocks of processed information, like education and experiences. Skills to process informa-
tion refer to creative ability to connect pieces of information into a novel solution, i.e., to
see things from different viewpoints, and to intrinsic motivation to work with even naive
ideas. Here a more comprehensive view of intellectual capital is adopted when both stocks
of information and skills to process the information are included in the concept.



ACTA WASAENSIA 71

Summary concerning intellectual capital in business opportunity recognition

In opportunity recognition the intellectual capital of entrepreneurs consists of the capabili-
ties to perceive and interpret business informarion. These capabilities could be divided into
domain knowledge, formal knowledge, management experience, intrinsic motivation, and
creativity. Figure 3 illustrates the content of intellecrual capital.

Knowing competitors, suppliers, and
Domain ld—— policies. Knowing customers and their
knowledge needs. Knowing the knowledge gaps in
the industry.

Formal ¢ Formal education, formal training,

knowledge technical knowledge, and theories and
rules of the realm.
Intellecmal Management Managerial positions, crganizing
capital experience ‘_ expericnce, leadership experience, and

experiences ffom prior own ventures.

Intrinsic Internal commitment, need to do things
motivation —— for fun, and aspiration to establish
own business.

Crearivity ¢ Fluency, flexibility, originality, and
adaptability of thinking.

Figure 3. Content of intellectual capital.

First, domain knowledge is about being aware of people, information, and possibilities in
the particular industry. It consists of kmowing competitors, suppliers, and policies in the in-
dustry, knowing customers and their needs, and knowing knowledge gaps in the industry.
Second, formal knowledge offers entrepreneurs all the knowledge that has been collected
until now, which helps to analyze information more widely. Formal knowledge is grounded
on formal education, formal training, technical knowledge, and knowledge of theories and
rules of the area. Third, management experience is experience in leading and managing
people and ventures. More specifically, it conld be seen as managerial positions, organizing
experience, leadership experience, and experiences in establishing and leading own ven-
tures. Fourth, intrinsic motivation pulls entrepreneurs to opportunity recognition and estab-
lishing a venture because of entrepreneurship itself. Money and fame are not such impor-
tant motivators as fun and independence. Thus, intrinsic motivalion could be studied as in-
ternal commitment, need to do things because of themselves, and aspiration to establish
own businesses. Fifth, creativity is a general capability to interpret information into novel
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solutions. It is fluent, flexible, original, and adaptive thinking style of entrepreneurs.
3.1.2. Social capital

Singh et al. (1999) indicated that social relationships, seen as social capital in this study,
are essential in opportunity recognition. It is claimed that entrepreneurs need relationships
to get information, resources, and opinions about their ideas (see also Coleman 1994),
Elsewhere in entrepreneurship research has been stressed the meaningfulness and impor-
tance of relationships to frame complex situations and cognitively simplify the insecurity of
venture creation (see, e.g. Burt 1992; Tsai and Ghoshal 1998; Yli-Renko 1999). Social dia-
logue is important because venture creation is insecure and risky. In the next section the
results of the research on social relationships and networks in opportunity recognition are
reviewed. This is approached, as above, in such a way that the most important social fac-
tors are defined and discussed. The dimensions below are in line with the studies by Tsai
and Ghoshal (1998}, Singh et al. (1999), and Yli-Renko (1999). It is stressed that the fol-
lowing discussion is based on opportunity recognition literature and, thus, most of the dia-
logue concerning social capital as a more colleclive phenomenon is left out because oppor-
tunity recognition literature hasn’t touched colleclive features yet.

Structural dimension. By structural dimension of social capital is meant the structure of
the sccial network, i.e., how many relationships an entrepreneur has, how much social in-
teraction an entrepreneur has, how dense the relationships are, what is the hierarchical
structure of the network, etc. {cf. Tsai and Ghoshal 1998). It was claimed already by Petes-
son (1985) that entrepreneurs need around them a holographic, flat, and personal network
type of organization in order to ensure the needed information. This suggests that informa-
tion is crucial to entrepreneurs and that hierarchical, formal, and complicated systems of re-
lationships hinder the fluent flow of information. It also suggests that an entrepreneur
should be in the middle of information flows and be tied by personal ties to the most im-
porntant informants. The idea of structural holes presented by Burt (1992) is in line with the
above. He proposes that entrepreneurs should recognize opportunities when they are in the
middle of two or more networks and when these networks have links to each other only
through the entrepreneur. Then the entrepreneur is structurally in the position where (s)he
can exploit and connect the information from all the networks without the risk that some-
one else is doing it also. Of course this is an ideal sitnation and unlikely to exist as such in
reality. However, structurally loose networks include information which is not shared by all
the members of the network. Thus, there are information gaps that alert entrepreneurs could
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recognize. Also many other studies have stressed the importance of networks, primarily the
number of social relationships (Christensen and Peterson 1930; Christensen et al. 1994;
Gunther McGrath 1994; de Koning and Muzyka 1996; Hills and Lumpkin 1997; Rea et al.
1999; Sigrist 1999). The problem of the studies is that they haven’t studied if the social
structures have a significant impact on opportunity recognition. However, the above sug-
gests that the structure of social relationships might have an influence on opportunity rec-
ognition.

Of what elements does the structural dimension of social relationships consist? Singh et al.
{1999) studied the effects of smuctural factors of social relationships on opportunity recog-
nition. Their claim was that nerwork size, weak ties, and structural holes bave a positive in-
fluence on opportunity recognition. This claim is based on the noticn that, as an individ-
ual’s capability to process information is cognitively bounded, relationships could be used
to extend the personal limits. The relationships can bring information and knowledge in al-
ready processed form to entrepreneurs. Their central finding was that the size of the net-
work and the number of weak tes were significantly and positively related to the number
of opportunities recognized but the number of structural holes was not significantly, al-
though positively, related.

How does this structural dimension work in opportunity recognition? Looking more closely
at Burt's (1992) ideas, he stresses that structural holes make it possible for an entrepreneur
1o recognize opportunities because in this situation (s)he is in the position to recetve infor-
mation from different networks. This requires that the entrepreneur has enough relation-
ships in general and that these relationships are loosely connected. This, then, could be in-
terpreted so that a few close and strong relationships are needed. They need to be numerous
enough in order to have access to a wider relationship network of weak ties. Weak lies are
not emotionally very close relationships bul they are known and it is possible to get valu-
able information through them (Granovetter 1973). Tt is proposed that many kinds of weak
ties are the most important in opportunity recognition. However, also a few strong Lies are
needed to gain social and emotional support to evaluate ideas, and 1o offer access to the
contacts of strong-ties and contacts of contacts. As a whole, an active and wide base of re-
lationships, both strong and weak, is important in opportunity recognition.

Further, Krackhardt (1995) studied the use of relationships in opportunity recognizing us-
ing Burt’s (1992) theory of structural holes. In this theory the basic idea is that an individ-
nal could gain from his/her relationships if (s)he is between — in other words in the hole —
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two networks getting information from both networks. Ti_]é: other requirement is that these
two networks shouldn't have many other links than this one individual. Krackhardt (1995)
proposes that an entrepreneur can recognize an opportunity when (s)he is in the structural
hole situation where (5}he is able to connect the information offered by these two networks
that are loosely linked. If these two networks are densely linked, most of (he members in
the networks have access to the information, and thus there are no information gaps as a
basis for business opporunities. The study by Krackhardt (1995) confirms empirically the
above theoretical proposition: In the dense network it is difficult to find business opportu-
nities. It means that a lot of ties are generally good, but when these ties are densely con-
nected to each other, this density could create constraints {for example social norms} that
could prohibit opportunity recognition behavior. Thus, the best situation for opportunity
recognition is when an entrepreneur has a number of relationships, which are not closely
interrelated. Based on the above study, the number and nawmre of social ties of entrepre-
neurs should be studied when trying to explain opportunity recognition behavior.

Relational dimension. By the relational dimension of social relationships in opportunity
recognition is meant the nature of communication between the entrepreneurs and social
tes, i.e., how well the relationships are known, how often they are in communication, how
important they are to the entrepreneur, ete. (cf. Tsai and Ghoshal 1998). Kaish and Gilad
(1991) found that entrepreneurs, and also managers, were not very active in social, interac-
tive verbal search. Still, entrepreneurs were quite eager to talk about their ideas with other
people. The above could be interpreted so that entrepreneurs didn’t search for information
by talking with others but searched for evaluations and opinions by discussing with them.
Yet, the results of Kaish and Gilad (1991) must be regarded with caution because as
Busenitz (1996) indicated there are some problems with the scales used by Kaish and Gilad
(1991). Ray (1992) found that networks were not very important in recognizing interna-
tional opportunities. This might be true because in international contexts the entrepreneur
can be ahead of his/her domestic network with regard to knowledge, networks are difficult
to develop, and networks are more important in the evaluation phase than in the recogni-
tion phase (Ray 1992). When you are not in constant communication the social relationship
may feel meaningless. Of the importance of constant communication an example is the
siudy by Steyaert, Bouwen, and Van Looy (1996). They see opportunities to be created
through conversational construction of new meaning. Without conversations common
understanding cannot be created and the possible importance of the relationship is
neglecied. The meaning of the opportunity develops step by step as a dialogue (cf.
Johannisson 1988).



ACTA WASAENSIA 75

Christensen and Peterson (1990) recognized the importance of informal contacts to oppor-
tonity recognition. Furthermore, Christensen et al. (1994) propose building networks with
long-term relationships to be an effective way of doing business. A long-term network of
ventures might create competitive advantages, for example through its lighter administra-
tion. Hills and Shrader (1998) found that focusing on the market and the customers in-
creases the probability of recognizing opportunities. Knowing the market and the custom-
ers requires purposeful dialogue with them. Finally, Hills and Lumpkin (1997) indicated
that the nature of social relationships expands the area in which an entrepreneur is able to
behave. Without experience and knowledge of certain relaionships, such as customers, re-
searchers, suppliers, and/or investors, it would be almost impossible to establish a business
in the industry you don’t know, for example. These results indicate that the nature of the re-
lationships, which could be informal, long-term, customer based, advisory, etc., might af-
fect opportunity recognition.

The cognitive dimension. In this study the cognitive dimension refers to the extent of
emotional commitment of the parties to the relationship, i.e., trusting each other, under-
standing and supporting each other, believing the other will not let you down, accepting the
goals of each other, etc. Johannisson (1988) claims business formation, and thus also op-
portunity recognition, to be a result of successful development and maintenance of personal
networks. He sees that networks are organizing contexis that help entrepreneurs together
with other people in the network to understand the business situation. Without other people
an entrepreneur is seen t be unable to give meaning to influental issues. In interaction with
other people a sitwation is created which makes it possible to do business. Thus, the net-
work is the vehicle by which the fragmented present reality is enacted to make possible a
future reality, which is seen as a business opportunity. Johannisson’s (1988) idea could be
interpreted so that the creation of a mearning — an opportunity — is not only a cognitive
process, which is taking place in an entreprenenr’s mind, but it is a social cognitive process
that is realized through the dialogue of network members, which is also involves individual
cognitive processing. The author suggests that the network is the main resource in business
formation. Only through it can an entrepreneur obtain the needed resources, legitimate the
venture in the market, maintain the motivation as the network gives mental and social sup-
port, and find new opportunities as the network creates possibilities to existing firms of in-
tensifying the acts of the whole network.

With respect to the emotional commitment, Krackhardt’s (1995) study shows how emo-
tionally too dense networks can sometimes interfere with opportunity recognition by too
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strict norms, rules, etc. But it shows also how cognitively connected relationships need to
bave access to a wider network of information. It is proposed here that without trusting re-
lationships individuals are not willing to share their knowledge, Manimala {1992) found,
when studying the opportunities and behavior of high- and low innovative entrepreneurs,
that high innovative entrepreneurs were more people oriented. They were sharing their
ideas more readily and thought that the venture belonged to the other people as well and
not only to themselves. Low innovative entrepreneurs were, instead, thinking that the op-
portunity and the organization were created in the first place to gain money for themselves,
and only for themselves. Thus, more innovative entreprenenrs created their opportunities
together with their network and also showed appreciation of the success to this network.
Low innovative entrepreneurs wanted to keep the ideas and gains to themselves, This
shows how cognitive commitment can affect opportunity recognition. This is supported by
the study by Steyaert et al. (1996), which showed how trusting each other in conversations
created the ground for building new meanings, i.e., opportunities.

Critique. Studies of social relationships in opportunity recognition domain have widely
siessed the importance of networks and social ties. The problem is that the studies have
investigated this mostly on the level that those are important. More theoretically demand-
ing studies are lacking. Research on social relationships has a long time recognized differ-
ent dimensions of relationships (see, e.g. Yli-Renko 1999). Only Singh et al. (1999) in
business opportunity recognition have noticed it and studied more deeply the effects of re-
lationships on opportunity recognition. Thus, it is proposed here that social relationships
should be studied more specifically also in connection with opportunity recognition.

Summary concerning social capital in business opportunity recognition

Social capital in oppormunity recognition is here seen as social interaction, which could
bring information, resources, support, and ideas under the intellectual processes of entre-
preneurs. Social capital could be divided into a structural dimension, relational dimension,
and cognitive dimension. The structural dimension refers to the amount of social interac-
tion entrepreneurs have with their social relationships, in other words, how active an entre-
preneur is in social dialogue with his/her relationships. More precisely, it is about the num-
ber of relationships and the amount of interaction with these relationships. The relational
dimension refers to the closeness of relational ties, i.e., how much of the communication
happens between personally acquainted people. The relational dimension is about how
close the relationships are and how important relationships are to an entrepreneur. The
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cognitive dimension refers to emotional commitment to the relationship. More specificaily,
it is a question about how deeply the parties trust each other, how well they understand and
support each other, and how much the parties believe each other to be available to help in
case of problems. Figure 4 illustrates the content of intellectual capital.

Structural dimension ¢ How many relationships an entrepreneur
(amount of social interaction) has, how much soeial interaction an
entreprencur has, how dense the stucture
of relationships are, and what is the
hicrarchical structure of the network?

Social ¢ Relational dimension ¢ How well the relatiorships are known,
capital {closeness of relational Ges) how often they are in communication,
and how important they are to the
entreprencurs?
Cognitive dimension How emotionally commitied the panies
(commitment to relationship W———— are to the relationship, trusting each
quality) other, understanding and supporting each

other, believing the other will not let you
down, accepting the goals of each other?

Figure 4. Content of sacial capital.
3.1.3. Environmental dynamism

Very often studies of opportunity recognition emphasize the environment where opportu-
nity recognition takes place and how searching is affected by the environmental dynamism.
The purpose of this section is to review the results of environmental issues in opportunity
recognition literature and discuss and criticize the results of the studies. By environmental
dynamism is here meant the turbulence of the environment caused by competition, changes
in customer needs, technological developments, etc. Thus, environmental dynamism works
as some kind of informational capital that entreprencurs can perceive and interpret. As they
perceive environmental dynamism, the dynamism tells to them that there are gaps in the
market, what kind of changes are taking place, whether the number of ventures increasing
or decreasing, and so on. Environmental dynamism reflects well, according to many
researchers (e.g. Dean et al. 1993; Zahra 1993; Dess, Lumpkin, and Covin 1997; Zahra et
al. 1997), the influence of the environment,

Manimala (1996) has interestingly showed how differently entrepreneurs "read” their envi-
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ronment. He concluded that some entrepreneurs perceived the social changes around them,
some were more alert lo market gaps, some were “riding with the wings of change”, and
some again didn’t see anything happening around them. This suggests that environmental
dynamism affects opportunity recognition. But it also shows that entrepreneurs perceive
dynamism very differently. Because of our personal knowledge structures and ways of
processing information, we recognize different things by environmental dynamism (Shane
and Venkataraman 2000).

Cooper (1981) probably as the first identified the importance of environment in opporiunity
recognition. He suggested that factors such as economic conditions, availability of venture
capital, examples of entrepreneurial action, opportunities for interfirm consulting, and
availability of services could have an effect on searching for opportunities. According to
him, these issues create the business climate an entrepreneur perceives, which then makes
the sitnation more or less favorable Lo opportunity recognition. It could be proposed further
that the environment affects how an entrepreneur searches for an opportunity. Herron and
Sapienza (1992) also stress the situational forces as important in opportunity recognition,
but still see the effects of the environment a little bit differently. They argue that environ-
mental circumstances and personal values and traits are interconnected and together affect
motivation, which then affects the search behavior. Thus, the authors suggest that environ-
ment doesn’t have a direct effect on recognition behavior but only through an entrepre-

neur’s motivation.

Regardless of how the environment affects things, it has interesting influences. This is
shown for example by Ray (1992), as was mentioned earlier in this chapter. Ray (1992) in-
dicated that in internatiopal context of opportunity recognition networks are not so impor-
tant. As he himself recognizes, this could be so because of the nature of the international
context, in which relationships are hard to establish and in which domestic connections
might in knowledge way behind. This reveals how important the environment might be to
opportunity recognition as the international context might make an entrepreneur look at
opportunities differently than in the domestic markets. The power of the environment was
shown also by Krackhardt (1995). He pointed out very clearly that, if the environment is
socially dense and knowledge widely shared, quite strict norms and rules are used Lo make
the entrepreneur accept the main-stream knowledge of the network, and thus it is difficult
to seacch for new opportunities. There isn’t then new information and "shaking the boat”
by new ideas is forbidden because it is normal that a social community keeps itself alive by
accepting facts which are in line with its past and present customs, Thus, in an environ-
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ment, where the situation is stagnated opportunity recognition behavior is difficult. But in
an environment where people don't have long traditions of a certain type of behavior and
where people are not socially densely connected many changes occur and the search for
opportunities is easy and even wanted. Furthermore, Muzyka et al. (1996) indicated in their
study of European venture capitalists’ evaluation strategies that in Europe the strategies are
to some extent different than in the USA. As venture capitalists are the professionals who
understand opportunity recognizers well and as their strategies are different in Europe and
USA, it is possible Lo argue that the environment in which entrepreneurs are observed af-
fects their opportunity recognition. As a conclusion it could be proposed that environ-
mental issues affect oppormnity recognition.

Rea et al. (1999) see the environment of entrepreneurs to be rather a free choice of an indi-
vidual than existing space that determines the acts of entrepreneurs. Thus, they see that an
entrepreneur creates his own environment. Further, they see the environment 1o consist of
the reference environment, including all relational options considered, the active environ-
ment, including all options tested, and the environmental system, including all options se-
lected. This view of environment is close to the social relationship view above. The authors
see that it is important that there are a lot of contacts, i.e., the reference environment should
be large in order to get ideas and test ideas. Second, it is important how active the envi-
ronment is in which the real dialogue takes place. Last, it is important to have intense and
close relationships, i.e., an active environmental systern. Shane and Venkataraman’s (2000)
point of view is that knowledge is distributed in societies, and because of Lhis the environ-
ment in which an entrepreneur lives affects his/her opportunity recognition. For example,
some people kmow the latest developments in technology while others might know the
changes in customers' needs People are specialized in different things and it is thus impos-
sible to know everything. Further, the authors argue that entrepreneurs differ in their abili-
ties to search for and interpret this fragrented information. It is proposed here in this study
that, becanse knowledge is distributed widely in our societies and we have varying skills to
process this knowledge, there are many issues in the environment that affect straightfor-
wardly entrepreneurs’ opportunity recognition without their acknowledging it. When an en-
trepreneur perceives information from the point of view of his/her existing knowledge
structures, (s)he must neglect most of the existing Information in the environment because
human beings’ mental capability to perceive and process information is restricted (cf.
Shane and Venkataraman 2000). All in all, the environmental issues are not distilled
through entrepreneurs, as Herron and Sapienza (1992) propose, but are affected also by op-
portunity recognition as they are in the environment.
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What issues and dynamism in those issues should be studied more closely? Cadotte and
Woodruff (1994) set fort that opportunity recognition and decisions concerning it should be
based on careful analyses of the external environment. Of the external environment, they
mention that the most important parts are macroenvironment and major forces in eco-
nomic, social, technological, legal, and natural matters. They especially stress the dynamics
of the market. Christensen et al. (1994) argue that opportunity availability is often depend-
ent on environmental changes. By this they mean that what is required is often changes in
the environment, which then create knowledge gaps and opportunities to be recognized.
The most important changes in the environment are, according to the authors, connected
with technological developments and market structure changes. This implies the environ-
mental dynamism should be studied from point of view of technology and market changes
(also Christensen and Peterson 1990). Bhave (1994)) suggests as well that the market has
an important effect in the conceptual phase of venture creation, i.e., in opportunity recogni-
tion. Hills and Lumpkin (1997) showed how market changes and cusiomer needs affected
the search for opportunities. Hills et al. (1997) and Hills and Shrader (1998) proposed, as
well, that market changes significantly affect opportunity recognition. Finally, Thakur
(1999) emphasized the larger social transformational issues as important. For example,
when trying to understand opportunity recognition in former socialist countries in Europe it
is nawral to take the circumstances into consideration but in Finland where the changes
have not been so dramatic though important, the larger transformations in society are often
forgotten. What could be said based on these studies? First, the market dynamism is very
important. Second, technological changes should be investigated as well. Third, the wider
transformations might also be important to include in the models. Anyhow, this last factor
is problematic since the wider transformations happen in a longer time perspective, and
thus the effects of them are often difficult to study. Still, their importance is acknowledged.

Critique. Many times there is a lack of agreement as to what is an environment. Is it some-
thing that exists there as such or is it created? Some of the studies above see that entrepre-
neurs create their environments and thus environment doesn’t influence straightforwardly.
Others again see that the environment has direct effects on opportunity recognition because
an entrepreneur can't interpret all the information. This is, at least here, an imrelevant dis-
cussion because it depends on the unit and level of analysis. Because here the unit and level
of analysis are the individual entrepreneur, it is logical to seek the direct effects of the envi-
ronment on opportunity recognition. Stll, it is acknowledged that socially individuals con-
struct new meanings and thus new environments. The above discussion cavses also many
times the closer examination of the effects of the environment on opportunity recognition
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to be forgotten. The approach to the study of the phenomenon is mostly so loose that envi-
ronment js just noticed to have some effect. The question how it influences remains open.

Summary concerning environmental dynamism in business opportunity recognition

Environmental dynamism in opportunity recognition is here seen to be turbulence in the
business environment causing knowledge gaps. These are perceptions of entrepreneurs
based on changes in the macro-environment. Environmental dynamism is about changes in
customner needs, changes in the behavior of competitors, fast technological changes,
changes in legislation, and hostile competition. Figure 5 jllustrates the content of intellec-
tual capital.

Environmental ¢ Turbulence of the environment,
dynamism changes m customer needs,
technological developments, and
hostile competilion.

Figure 5. Content of environmental dynamism.
3.1.4. Opportunity recognition behavior

Miller (1987) has proposed that entrepreneurial behavior includes behavior such as knowl-
edge acquisition, proactive searching, aggressive competition, innovative behavior, and
collective action. Strong empirical support for this has been indicated (see, e.g. Wiklund
1999). The areas of behavior if compared to the study by Teach et al. (1989}, for example,
it can be seen that in oppertunity recognition the areas of behavior are very similar. Others
in the field of opportunity recognition have also found lines of behavior which are close to
the above (e.g. Christensen and Peterson 1990; Christensen et al. 1994; Hills and Eumpkin
1597; Hills et al. 1997). Thus, in this study it is thought that knowledge acquisition, proac-
tive searching, aggressive competition, innovarive behavior, and active dialogue with other
people are the most distinctive areas of behavior in opportunity recognition. Entrepreneu-
rial behavior is here seen to be a stralegic way to0 manage a company while opportunity
recognition behavior is behavior to create the srategic concept based on which the com-
pany is then strategically managed, although acmal lines of behavior are pretty much the
same in entrepreneurial behavior and opportunity recognition.

Knowledge acquisition. Long and McMullan {1984) found four phases in recognition be-
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havior. First, in the pre-vision phase entrepreneurs scan the environment and their existing
knowledge in order to get an understanding of the situation. Second, as regards the point of
vision an entrepreneur gets an “a-ha” -experience, in which all pieces click into the right
positions and the entrepreneur recognizes a rough outline of the opportunity. Third, in the
opportunity-claboration phase the recognized opportunity is developed further in order to
fill the gaps and solve the problems. Fourth, the entrepreneur decides whether it is reason-
able to proceed. The above phases, and the first especially, illustrate the importance of
knowledge acquisition. Thus, Peterson (1985) showed on the basis of wide database that
opportunity recognition includes knowledge acquisition. Furthermore, Kaish and Gilad
(1991) found interestingly enough that entrepreneurs spent a lot of time in searching for in-
forrnation. Entrepreneurs generally used non-verbal search and untraditional sources and
were alert to risk cues. By non-verbal search the authors mean that entrepreneurs spent time
reading newspapers and magazines and thinking about their business. According to Kaish
and Gilad (1991), entrepreneurs weren’t eager to gather information through social discos-
sions. Instead they used the social context to test their ideas. Entrepreneurs also searched
for information eagerly from untraditional sources such as patent filings and strangers. En-
trepreneurs also used immediate sources such as subordinates, professional acquaintances,
customers, clients, and consultants in order to develop the needed knowledge base for the
situation. In conclusion, it could be said that entreprereurs are in opportunity recognition
active information searchers, i.e., knowledge acquirers (cf. also Gaglio and Taub 1992).
Busenitz (1996) replicated the study by Kaish and Gilad (1991) and found some suppor for
the findings of Kaish and Gilad.

What kind is the knowledge acquisition in its character? Herron and Sapienza (1992) claim
that entrepreneurs deliberately search for opportunities. This search aims at finding a fit be-
tween context and strategy, i.e., there should be a gap in the environment that could be
filled up with a certain kind of business strategy. In this phase the opportunity is not yet
fully developed but merely exists in the form of a rough idea of the context and the strat-
egy. The authors present the above process as involving subconscious evalvation. Thus,
they see that knowledge acquisition of an opportunity consists of search and discovery of
an opportunity, in which searching is active behavior to find information and mental inter-
pretation of this information. On the basis of this the knowledge of the strategy, in which
context and strategy are connected, is created. Even though the knowledge acquisition is
deliberate it is not fully rational. Woo et al. (1992) realized that opportunity recognition
boundedly rational. They indicated that information search is very important in opportunity
recognition and also that it is dependent on knowledge and experience. This suggests that
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knowledge acquisition is deliberate and active in opportunity recognition but also that it js
affected by earlier experiences and knowledge. In it is also involved strongly intuitive per-
ceiving and interpreling of knowledge (see, €.g. Cooper 1981; Floyd and Woolridge 1999).

Rea et al. (1999) argue that opportunity recognition is a progressive learning path, and sug-
gestive thus not rational. At the beginning of this path an entrepreneur has maybe a general
vision of Lhe future venture but not the needed information about it. The next phase is to
gather information in order to define the borders and content of the venture. Third, this op-
portunity is evaluated this opportunity and finally implemented. Every phase has also loops
back to the former phase and new information could cause re-thinking in all of the phases.
Last, Shane and Venkataraman (2000) argue that opportunity recognition is cognitive in-
formation perceiving, structuring, and interpreting. This again stresses the importance of
knowledge acquisition, which involves information-gathering and understanding. The au-
thors say that first an entrepreneur must have knowledge structures that are from the same
area as the opportunity will be. From this knowledge-stmcture point of view an entrepre-
neur then perceives information of the business situation. Third, (s)he connects this new in-
formation with the existing information and thus structures a new view of the situation.
Last, (s)he thinks about this mental map and tried to find links, which could be business
opportunities. On the basis of the knowledge of human cognition and cognitive processes
(see Mayer 1992), it is proposed here in this study that a business opportunity can’t be ra-
tional even though it is recogmized deliberately.

What kinds of things are searched for in knowledge acquisition? Cadotte and Woodruff
(1994) see opportunity recognition to be like a market-opportunity analysis. The process
includes (1) analysis of the macroenvironment, (2) defining the product markets, (3) build-
ing customer, channel, and competition profiles, (4) forecasting sales from product mar-
kets, and (5) evaluating market opportunity. Based on this, it is possible that entrepreneurs
gather information on wider developments in an economy/economies, on existing products
and services in a market, different kind of ways to distribute products and services, various
competitors, and trends of sales in a market. Stasch’s (1994) view is that opportunity rec-
ognition is the process of new product development. Thus, the process involves (1) identi-
fying a new product strategy, (2) generating new product ideas, (3) screening and evaluat-
ing nmew product ideas, (4) business analysis of new product ideas, (5) developing the new
product, (6) testing the new product, and (7) cormmercializing the new product. This mrns
the focus of knowledge acquisition to the internal affairs of the venture. An entrepreneur
should also know how (s)he is going to serve the environment by a strategy, and thus the
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knowledge of the rew products and services and the manufacturing of these are needed. All
in all, entrepreneurs can study in their knowledge-acquisition process external market and
competition issues and internal developing and manufacturing issues, at least.

Competitive scanning. Miller (1983) especially and many others have suggested an entre-
preneurial orientation in strategy making to be aggressiveness in competition, i.e., entre-
preneurs are ready to create business strategies that put drive competitors out of the market
rather than accept that there should be room for all of the companies. However, de Koning
and Muzyka (1996) found that entrepreneurs didn’t want to compete openly. Instead of go-
ing in for tough competition entrepreneurs searched for gaps, which didn’t include so much
competition. Still, the gap had to be big enough for serious business and profit, Thus, it
might be that entrepreneurs don’t straightforwardly come and start to compete against each
other, and trying to take as a big slice as possible by acting aggressively but rather analyze
the business environment, find gaps and niches, and in this way create enough room for
their ventures. This could be seen to be competitive aggressiveness, but it is not open, but
merely aggressiveness that happens behind the scenes. It is aggressive compelition that
happens more on the level of creating cleverer business strategies than on the level of visi-
ble business tactics (e.g. cheaper prices or better qualiry).

Bhave (1994) suggested that opportunity recognition involves opportunity filtration, oppor-
tunity selection, and opportunity refinement. He also suggests that every company is lo-
cated in a certain point of the competitive structure and the venture has, thus, a centain
window of opportunity, advantages, and risks. Therefore, some aggressiveness in the be-
havior is required in order to find and conquer a spot in the marketplace. After this, it
might be that opportunity searchers € aggressively try to find quit room in the competitive
arena, but still they are not hostile. However, based on the stady by Christensen et al.
(15994) it could be claimed that one important behavior in opportunity recognition is com-
petitive scanning of the business sitvation rather than competitive aggressiveness. This
means that the compelitive arena is actively scanned, and the scanning might even be ag-
gressive by its nawre. The terminology is confusing and, thus, here by competitive scan-
ning and compelitive aggressiveness is meant the same thing, i.e., behavior that scans the
competitive arena actively and develops a strategy that would create room in the competi-
tive arena.

Competitive and market scanning is in many studies is seen to be important behavior. Long
and McMullan (1984) see that in the pre-vision phase entrepreneurs scan the environment
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and look for their existing knowledge in order to get an understanding of the situation. This
means clearly that an entrepreneur creates his/her orientation to the competilion. Peterson
(1985) also stresses strategy making, in which dealing with competition plays an important
role. Teach et al. (1989) indicated how one important area of behavior in business opportu-
nity recognition is the analyzing of the market. Kaish and Gilad (1991), again, pointed out
that entrepreneurs were alert to risk cues in the business environment. Thus, entrepreneurs
were very cautious and alert to competitive issues. Herron and Sapienza (1992) stressed the
need to related strategy to the context. Cadorte and Woodruff (1994) see analyzing of the
product market to be very important. Hills and Lumpkin (1997) stated that entrepreneurs
see that knowing the competitive arena is important. All these studies emphasize clearly
how important the compelitive issues are in business opporunity recognition. Entrepre-
neurs behave actively in order to understand the competition and posit their ventures ac-
tively, which implies aggressiveness, in the competitive arena.

Proactive searching. Cooper (1981) claimed that entrepreneurs feel what is happening
argund them jn a market and sense opportunities these changes create. Thus, entrepreneurs
scan for future changes and are ready to grab them before the opportunities are so visible
that everybody can see them. Thus, entrepreneurs try 1o be proactive and act before the
changes have happened in reality. Also Hills (1995} recognized that entrepreneurs were not
searching for opportunities based on what had happened but merely on the basis of what
was going 10 happen. Christensen et al. (1994) argue that behavior is strategic thinking.
Thus, opportunity recognition is intuitive interpretation of the dynamics of market struc-
ture, competition, customer needs, oming, synergy, ete. It is also acting based on incom-
plete information. The authors also say that it is leaving doors open, leaving options as
open as possible. It means that it is the kind of behavior that waits for the right information
and then the right moment. Also, opportunity recognition is about hands-on experimenta-
tion with ideas. Peterson (1985) suggests as well that the proactive position of the venture
in the competitive arena is distinctive behavior of entrepreneurs in opportunity recognition.

Rea et al. (1999) suggest that opportunity recognition is a learning path, in which entrepre-
peurs first have a vision of the future. In order to realize this vision, the entrepreneurs start
to proactively gather information, justify the idea to other people, etc. On the basis of the
above, it is proposed that opportunity recognition involves proactive behavior without ex-
act information, in which the future is envisioned and actions grounded on this vision of
_ the future and not on what has happened before. This is in line with Baron’s (1998) study,
in which he showed how entreprenenrs don’t regret what has happened and have set their
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sights on the future suggesting that proactive behavior is typical of entrepreneurs in oppor-
tunity recognition (see also Baron 1997). Thus, opportunity recognition is not about acci-
dental luck but proactive deliberate search for an opportunity (see Zietsma 1999).

Bul proactiveness is not rational behavior either. In it is involved serendipitous events
(Martello 1994). This means that entrepreneurs don’t analyze and calculate the fearures of
opportunities very closely but are mentally alert to events that could tell them something
about future developments. They are, as Kaish and Gilad (1991) pointed out, alert to in-
formation cues. Thus, proactive behavior is about "listening to the voices of the future” and
readiness to grab if there are “strong enough voices”. This behavior is probably very de-
pendent on the existing experiences, skills, and knowledge.

Innovative behavior. On the basis of the study by Gilad (1984), it can be said that is the
following areas of behavior are connected with opportunity recognition: unusualness, ap-
propriateness, transformation, and condensation. First, by unusualness Gilad means innova-
tive behavior in which solutions that are not familiar to the members of the profession are
searched for. Second, by appropriateness is meant that solutions are sought that answer to
the needs of a market. Third, by transformation is meant behavior in which the search is for
a gap in the markel structure to create new value, i.e., a new form of business. Fourth, by
condensation is meant strategic thinking, in which pieces of information are combined into
a business opportunity. As a whole, it is behavior aiming at creating something new that
would change significantly the existing knowledge of the business domain {cf. Czsickzent-
mihalyi 1997). This is in line with Peterson's (1985) indication that opportunity recognition
requires fluent and flexible thinking, which is thought to be an important indicator of crea-
tivity/innovativeness (cf. Czsickzentmihalyi 1997). Also Bhave (1994) and de Koning and
Muzyka (1996) recognized the imporance of innovative behavior in opportunity
recognition. In addition, it could be mentioned that Timmons (1994) devotes an important
part 1o innovative/creative behavior in opportunity recognition in his widely used book on
new venture creation.

Hills et al. (1999} argue that opportunity recognition is creative, i.e., innovative behavior.
This means that it includes areas of bebavior such as preparation, incubation, insight,
evaluation, and elaboration. Thus, it is quite clear that to opportunity recognition behavior
belongs innovative searching for new types of possibilities. Entrepreneurs in the above
study, who said that they spent time to think creatively about business opportunities, also
confirm this. Further, Hills and Lumpkin (1997) argue that in opportunity recognition proc-
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ess knowledge is often transferred to another arena, and thus innovative behavior is needed.
Hills et al. {1997) and Hills and Shrader 1998 also illustrated how innovative bebavior is
used in opportunity recognition.

Research on cognitions of entrepreneurs has revealed interesting results concemning how
entrepreneurs discover business opportunities. Manimala (1996}, for example, found when
studying heuristically orientations of entrepreneurs that innovative entrepreneurs could be
divided into clusters of inventors, adventurers, problem-solvers, social visionaries, gap fill-
ers, opportunity grabbers, niche-holders, ancillary entrepreneurs, and service entrepreneurs.
Of these, inventors pursue uniquely ideas. They have a desire to develop hew products and
ideas, and entrepreneurship is only secondary to them. Adventurers, in marn, “experience
the world” in order to find adventurous opportunities. They don’t develop innovations by
themselves like inventors. Instead, they explore uncharted areas to introduce "exotic” new
businesses. Problem-solvers are solving either personal- or social problems. They try to es-
cape the problems through entrepreneurship and, thus, the business opportunities they iden-
tify are the obvious possibilities the environment offers. Sccial visionary entreprenenrship
is Lhe kind of entrepreneurship that solves social problems. Businesses are based on antici-
pated problems having larger social implications, especially with national- and cross-
nartional perspectives. Gap fillers, then, sense quickly the gaps in the economy, which their
business opportunities aim at filling. Opportunity grabbers are close to gap fllers, but the
difference is that opportunity grabbers perceive opportunities that are mot visible to all
“players” in the economy. Niche-holders behave by serving a special need and the business
opportunity is based on a product, market, service, or combination of these. Ancillary en-
trepreneurs are contract manufacturers and their business opportunities are based on other
companies” businesses. Finally, service entrepreneurs lean on their own special skills,
Based on the study by Manimzala (1996), it is possible to see that entreprenenrs innovate
quite differently. Some of the entrepreneurs do research and try to invent something while
others explore the world, for example. In addition, it is possible (o see that innovative be-
havior is one of the core areas of behavior in business opportunity recognition (Manimala
1992, 1996) because through it entrepreneurs create solutions, where there are possibilities
of compeling against recent solutions.

Collective action. Pelerson (1985) already showed that opportunity recognition includes
establishing relationships with the environment, seeing holographically the organization of
the venture, and using resources episodically. Thus, dialogue with the context is to the fore
in the behavior. Johannisson (1988) sees recognition behavior lo be a learning process
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which takes place in a social context. He argues that this process involves many mistakes
and corrections, and thus also requires a lot of time. But because it is social and dialogical,
the required time can be shortened by using the experiences of mentors and role models,
for example. Thus, in opportunity recognition process is involved discussions about the fu-
ture venture with the other people. Further, he suggests that the process is about socially
constructing the image of the future by attention, action, and interpretation. Entreprenenrs
try to epact an opportunity by small steps of social interaction and interpretation (see also
Larson and Starr 1993). It also involves learning and unlearning in order to create possibili-
ties for the environment. As a whole, it could be proposed that dialogue with the context is
one of the crucial lines of behavior in opportunity recognition. Without it entrepreneurs
would be blind 1o developments in the environment.

Krackhardt (1995), then, proposes that entrepreneurs are active networkers in opportunity
recognition. Based his study, it is possible to say that entrepreneurs like to discuss with
other people about their ideas and gather new information through social discussions. How
possible this is, is dependent on the structure of the network of an entrepreneur. De Koning
and Muzyka (1996} showed that entreprenewss shared their ideas openly with other people
because they were quite sure that the ideas are not so easily usable to others. Hills et al.
(1997) found that recognition bebavior involves networking in order to make the opporiu-
nity possible. They also found that to entrepreneurs, who had wide networks and were in
active dialogue with their network, the opportunities were almost provided by the network
(cf. also Hills and Shrader 1998). Singh et al. (1999) also showed that entrepreneurs use
their networks in their opportunity recognition. Thus, active dialogue with the other people
in the nerwork is usual in opportunity recognition.

However, Kaish and Gilad (1991) found that entrepreneurs used non-verbal behavior in
their knowledge acquisition. This might indicate that entrepreneurs are not so active so-
cially as the above suggests. But the authors indicated also that entrepreneurs wanted to
discuss their ideas with other people. This is interesting since it is often is thought that en-
trepreneurs also gather information by using social communications but the study by Kaish
and Gilad (1991) shows that social communication is used to get opinions of their ideas.
$till, it could be that there are two types of entrepreneuss, as Hills et al. (1997) have
pointed out. They came to the conclusions that some entrepreneurs are loners while others
are networkers in opportunity recognition. This is in line with the resuits obtained by
Manimala (1996) also. The conclusion is that dialogue with the context should be studied
in opportunity recognition.
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Critique. The studies on opportunity recognition almost without exception atiempt to in-
vestigate the process of recognition ~ what the process is like, whether there are phases in
the process, etc. (see Sigrist 1999). The reason for this is presumably the eagemness of the
field to discover the source of the fortune, the “heffalump” (see Kilby 1971), as in many
other entrepreneurship studies. This is a very understandable and important point of view
as development of the area is in its infancy and as opportunity recognition is seen to be one
of the core areas of behavior of entrepreneurs (Kirzner 1997). In this study the importance
of the process is acknowledged. However, the results of the process stdies are not satisfy-
ing (cf. Sigrist 1999). Still it is not known how opportunity recognition proceeds — what en-
trepreneurs do when they try to recognize opportunities. As the studies have shown, the
process is difficult to frame because of its interactive and complex nature (Sigrist 1999). It
is very possible that there are no clear phases in the process. Thus, this study suggests that
the process is best approached by studying the main areas of behavior that have been indi-
cated 1o be a part of strategy making, which is the core of opportunity recognition (Birley
and Muzyka 1997). On the basis of the above it is argued that there is a serious gap in op-
portunity recognition research and thus it should be studied more closely.

Summary of business opportunity recognition behavior

Opportunity recognition behavior here refers to behavior of entrepreneurs which aims at
creating a skrategic business concept of new economic value. Opportunity recognition be-
havior is here divided into knowledge acquisition, competitive scanning, proactive search-
ing, innovative behavior, and collective action. First, knowledge acquisition is about per-
ceiving and interpreting business information. More specifically, it is about deliberately
collecting information about customers, technologies, products, finance, research, etc. and
interpreting this information to achieve business knowledge. Second, competitive scanning
refers to behavior that tries to understand the competitive arena and find an empty spot. It
is about scanning actively the competitive arena and creating a strategy that would mean a
competitive advantage. Third, proactive searching is here seen as behavior that tries to un-
derstand future trends. In other words, it is behavior that tries to create a vision of the fu-
ture and based on this vision to establish a business before others see the trend. Fourth, in-
novative behavior is about questioning the present ways of doing things. It is behavior that
tries to find solutions that don’t yet exist. Fifth, collective action refers to social behavior,
which means that together with others is cleverer than alone. Thus, entrepreneurs ry to use
other people’s knowledge to enact a more realistic future vision. Figure 6 below illustrates
the content of intellectual capital.
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Active behavior to find business
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Proactive Behavior in which the future is
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behavicr solutions that are not familiar to the
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Collective Behavior in which 2 future vision
acton ¢ by small steps of social interaclion
is tried to enact

Figure 6. Content of oppornity recognition behavior.
3.1.5. Performance of new ventures

Performance of the ventures based on opportunity recognition hasn't been touched upon
much in the research on business opportunity recogaition. However, a considerable amount
of entrepreneurship research in general has called for studies focusing on the performance
creation of new ventures (e.g. Low and MacMillan 1988; VanderWerf 1989; Covin and
Slevin 1991; Deeds, DeCarolis, and Coombs 1998). Thus, it is reasonable to claim that also
the research on opportunity recognition should propose models including performance.
Some of the studies on opportunity recognition have dealt with performance issues (Peter-
son 1985; Vesper 1991; Woo et al. 1992; Christensen et al. 1994; Timmons 1994). But the
theoretical reasoning of these studies concerning performance is quite loose, 5o the next
steps are, first, 1o use new venture creation literature to review what kind of different pos-
sibilities there are of measuring performance of young ventures, and second, to review how
opportunity recognition literature has dealt with performance issues. This procedure is rea-
sonable as this study investigates the performance of ventures when the ventures under
study are still very young (established 1993).
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Performance in new venture creation literature. Deeds et al. (1998) have done an excel-
lent classification of performance measures of new ventures. They divide performance
measures into (1) accounting measures, (2) growth measures, (3) subjective measures, (4)
market based measures, (5) Tobin's Q -measure, and (6) market value added (MVA)
-measure. Chrisman and McMullan (2000) have included also one more measure: newness
value, or “better ways of doing things”, as they called it This study considers this measure
as (7} the seventh possible measure of the performance of new venrures.

First, accounting measures have been used widely to measure performance of young ven-
tures (Deeds et al. 1998). The most used accounting measures are profitability, return on
investments, return on assets, time to pay back, and break-even (cf Timmons 1994;
Muzyka et al. 1996). Profitability is problematic in new ventures because in the beginning
the investments are high, which cause profitability to ofien be low in the beginning, al-
thongh a venture has sales enough (see Zahra 1993; Dess et al. 1997; Wiklund 1999, Yli-
Renko 1999). Retumn on investments or -assets are more recommended (e.g. Zahra 1993,
Wiklend 1999) as they measure relative income. It is quite different when the profit is, let’s
say, one million euros, whether the investment is either one million or 10 million eurcs.
However, the problem is still the same as in the beginning incomes can flucmate. Time to
pay back shows how fast the investments are paid back to investors. This is also biased be-
cause the time to pay back is dependent on ventures’ strategic decisions concerning finan-
cial investments. Some ventures might make the needed investments in the beginning
while others make the investments later. This affects the payback time. Breakeven, then,
shows how fast a venture earns more than it has to pay our. This is probably the best finan-
cial measure, when new ventures are studied, because it shows the survival capacity of a
venture. But this is also the problem: jt shows the survival capacity but it doesn’t show
bow successful the venture has been. As a whole, this study is not using accounting meas-
ures because there are serious problems using these when new ventures are studied.

Second, growth measures are no doubt the most used performance measures of new ven-
tures (see Miller 1987; Covin and Covin 1990; Zahra 1993, Lumpkin and Dess 1996; Dess
et al. 1997; Wiklund 1999; Yli-Renko 1599; Chrisman and McMullan 2000). However,
Deeds et al. (1998) argue that growth measures involve some problems. They claim that
growth measures don’t take into account profitability or risk issues. Thus, it could be pro-
posed that it is possible to create high growth without worrying about profitability or risks
that are involved in high growth. Still, many (Zahra 1993; Wiklund 1999; Yli-Renko 1999)
argue that growth measures are perhaps the best measures of performance of new ventures
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because growth shows that customers have accepted the venture and that the products/ser-
vices add value to customers. The most used measures of growth are growth of sales and
employees (Deeds et al. 1998). On the other hand, Wiklund (1999) suggests that growth of
sales, employees, and market value of the company should be evaluated relative to com-
petitors. Wiklund considers this type of approach to best reflect the added value to custom-
ers by the venture. This study acknowledges the problems of growth measures but still ar-
gues that growth measures are the most suitable performance measures of new ventures be-
cause they are easy to use and because entrepreneurs are cautious in showing accounting
measures. When used as Wiklund (1999), they reflect well the value added by a venture.

Third, subjective measures use subjective perceptions of owners or managers. Normally it
is asked how owners or managers see profitability and/or growth of their own venture.
Many studies have shown that subjective measures refiect reliably objective performances
(e.g. Miller 1987; Covin and Covin 1990; Zahra 1993, Lumpkin and Dess 1996; Dess et al.
1997; Wiklund 1999; Yli-Renko 1999). Subjective measures are mainly used because en-
trepreneurs are unwilling to show exact financial figures (Zahra 1993). However, there is,
of course, always the possibility that perceptions are different from the truth (Deeds et al.
1998). For example, Sapienza, Smith, and Gannon (1988) found that subjective measures
didn’t measure performance, sales growth, or return on sales. However, many researchers
(Covin and Covin 1990; Zahra 1993; Lumpkin and Dess 1996; Dess et al. 1997; Zahra et
al. 1997; Zahra and Neubaum 1998; Wiklund 1999) have used almost the same subjective
instrument and compared the subjective results with the objective results, and concluded
that the subjective measure of performance of new ventures measures performance reliably.
The above researchers have mainly measured growth of sales, growth of employees, profit-
ability, and return on investments and -assets. This study leans on these last researchers and
also claims that subjective measures are reasonable 1o use when combined with growth
measures, which measure growth relative to competitors.

Fourth, market-based measures are also widely used in new venture creation literature
(Deeds et al. 1998). Most often is measured the market value of the firm measured. The
mearket value has at least three advantages as a measure of performance: (1) it shows the fu-
ture earning potential of the firm, (2) it is an objective measure that captures all the relevant
information, and (3) it is the mechanism stockholders use to assess actions of managers
(Deeds et al. 1998). However, the market value of the firm as a performance measure fails
to take into account the amount of capital invested in the venture. If one million euros and
10 million euros are invested in two ventures, the first venture is obviously performing bet-
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ter if the market value of both is 10 miilion eurcs. Another problem of the market value as
a performance measure of new ventures is that it requires that ventures are public. Other-
wise it is very difficult to measure reliably the marker value of the firm. Because the ven-
tures in this study are not public, market value as a measure is not used.

Fifth, Tobin’s } is the ratio of the market value of the firm to the physical assets (Deeds et
al. 1998). It is used, according to the authors, to measure the growth opportunities of ven-
tures. The problem of this measure is that it is not taking inte account intangible resources,
such as intellectval and sccial capital, which have been seen in this study to be very impor-
tant. Thus, this stady is not using this measure.

Sixth, Deeds et al. (1998) argue that the best measure to assess new ventures’ performance
is the market value added (MVA) -method. It tries to assess the free cash flow that is avail-
able to lenders or stockholders. It claims that value has been created only when the market
value of the venture exceeds the amount of the invested capital in the venture. However,
this method also requires that the ventures are public. Thus, entrepreneurs are rarely ready
to show how much capital has been invested in the venture. Thus, the needed information
to measure MVA is only available when the ventures are public or the relations to entre-
preneurs very close. The ventures of this study aren’t public or very close to the researcher,
so the MV A-method is not used in this study, although it would be very useful.

Seventh, Chrisman and McMullan (2000) have proposed that “innovarion, or better ways
of doing things, is one of the most important contributions of businesses to the econonty”.
By this they meant that the newness value of the venture creating new value for customers
is one of the most important performances of a new venture. This study also sees that core
of entrepreneurship is to create new value (cf. Deeds et al. 1998). Thus, it is suggested that
it in the measurement of performance of new ventures also newness value created by the
new ventures should be taken into account.

Performance in business opportunity recogunition literature. As Covin and Slevin
(1991) argue “the ultimate dependent variable is firm performance”. Still, the dimensions
of performance are in opportunity recognition problematic. Often the traditional profit
measures don't fit in the situations where the ventures are young because new ventures
rarely earn profit (Yli-Renko 1999). Still, this doesn’t mean that the ventures are poor in-
vestments. On the other hand, normal financial measures are not available because small
entrepreneurs don’t necessarily have to release them publicly. Thus, it is more realistic to
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use measures of growth (e.g. Covin and Covin 1990; Tsai, MacMillan, and Low 1991:
Dess et al. 1997) and newness value (e.g. Chrisman and McMullan 2000) as indicators of
performance. Below the literature on performance in opportunity recognition is not re-
viewed from the viewpoints of these two performance dimensions, because opportunity
recognition literature has dealt with performance mostly as a whole. Thus, performance in
opportunity recognition is reviewed in the following section in general. However, perform-
ance is an important part to be studied as it reflects how well products, services, and ways
of doing business (the business concept) are accepted by the custorners. Thus, performance
reflects what the business opportunity is like evaluated as the satisfaction of customers.

Peterson (1985) suggested the following good performance creators: "(1) not accepring the
environmenial change but take actions 1o 1ake advanrage of the change, (2) internal moti-
vation and deliberate intention to change things, (3) alertness and ability to see major,
global changes, which are happening almost simultaneously, (4) a social network to make
the change happen, (5} skill of strategic (re)thinking, (6) skill to (re)positioning in the in-
dustrial landscape, (7) opportunity driven, (8) strong leader, and (9) capability to use re-
sources when needed, episodically”. These are in line with the study by Teach et al.
(1989). They indicated that entrepreneurs, who didn’t care so much about formal planning
and evalnation and who put more effort into intuitive alertmess and hard, even unrealistic
goals, achieved better results. Thus, it could be suggested that ignorance of formal planning
and evaluation releases time for more important things ~ what these are is another question.
It could be also that entrepreneurs without formal planning and evalvation are doing their
thinking processes informally and inmitively and thus it is more efficient than when they
can do it meore holistically and also use "gut” feelings and experiences. Vesper (1991) pro-
poses that opportunities are to be found, if entrepreneurs can ask the right questions and
find good enough answers. Performance is, thus, dependent upon the mental information
processing sequences entrepreneurs have. This implies that entreprenenrs’ cognitive skills
to solve problems play a relevant role.

Woo et al. (1992) divide the high performance factors into two parts depending on oppor-
tunity recognizers’ experience. If an entrepreneur is inexperienced, (s)he must search inten-
sively for information and organize it rationally. On the other hand, if (s)he is experienced,
and familiar with the domain especially, (s)he must be careful how to interpret information
in proportion to her/his prior knowledge. This suggests that, depending on the background
of the entrepreneur, performance is grounded on different aspects. This situational ap-
proach is also illustrated by Christensen et al. (1994) who stress that success is dependent
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on the situation when there is a window of opportunity, when firms have technological
knowledge, market knowledge, and experience, when entrepreneurs can accumulate re-
sources and solve problems they are coming up against, and entrepreneurs understand the
situation strategically. When these factors are present at the same time, then good perform-
ance is likely.

Timmons (1994} trusts “"businesslike” performance factors. He sees that performance fac-
tors are related to markets, economics, barvesting, competitive advantage, management
team, personal issues, and sirategy. The market should be fast growing and big enocugh. Re-
mun on investment should be above 25% and break-even should happen in less than two
years. The product must create high value for customers and margins should be at least
mederate. Competitive advantage should be clear and barmriers to the same market should
exist. The management team must be one of the best in the field with a great track record.
A personally owned venture should be what you want and it should be in line with your
life-style. Strategy should be based on a clear differentiation (Timmons et al. 1987).

Krackhardt (1995) puls forward that performance is dependent on social relationships. It
depends on the dyadic relationship between an entrepreneur and his network members. If
the relationship is such that an entrepreneur and a member have a relationship but a mem-
ber has ne relationships with other members, then an entrepreneur might be successful in
finding a profitable opportunity. Thus, Gunther McGrawth (1997: 38—42) stresses the so-
cial capital of entrepreneurs to be a critical performance factor. She suggests that through
these nerworks entrepreneurs have the chance to “acquire resources at minimum cost and
subsequently validate their initial assumprtions”. Assets and options to act are the viable
success makers but behind them are networks of entrepreneurs. Singh et al. (1999) also
mention in their discussion part that entrepreneurs having different performances could
have significant differences in their use of social relationships. They propose, further, that
social relationships could reduce the liability of newness. But they have in their study quite
a narrow view neglecting individual, environmental, and behavioral issues that could play a
part as well. Thus, it is proposed that social relationships and also individual capabilities,
competitive dynamism, and recognition behavior can have impacts on performance.

Stasch (1994) proposes that performance is dependent on a market's existence, an entre-
preneur’s experience, a new product’s screening, and evaluation. If there is a market, the
entrepreneur is experienced, the new product is not a new idea, then evaluation is probably
not needed and success is likely. Second, if a market exists already, the entrepreneur is ex-
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perienced, but the product is a quite new idea, then evaluation is probably needed, if suc-
cess is to be achieved. Third, if the market exists, but the entrepreneur is inexperienced and
the product is new, then evaluation is definitely needed, if success is wanted, Fourth, if the
market is unclear, the enmepreneur is inexperienced, the product is toraily new, then
evaluation is definitely needed, though success is unsecured. Fifth, if there js no market, the
entrepreneur is inexperienced, the product is a true innovation, evaluation is very difficult
to do, success is the matter of luck. Birley also (1997: 33-37) argues that good assessment
of an opportunity is the key to success. Entrepreneurs should find a market with potential, a
market share to be taken, a route to reach a market, ways to protect their own opportunity,
profitability, and that the whole thing is desirable to the entrepreneur. If these factors are
present, then an opportunity might succeed. Without these, disaster is more than possible.

Muzyka et al. (1996) mied to find what criteria venture capitalists use to evaluate opportu-
nities. They classified the critenia into financial, product-market, strategic-competitive,
fund, management team, management competence, and deal. The results were that man-
agement team criteria came out on top. Product-market criteria appeared to be only moder-
ately important, and fund and deal criteria were at the bottom of the rankings. The man-
agement team and the opportunity are the most irnportant ones. Fund and deal issues can be
even poor, if the management team is good and if there is clear opportunity.

Critique. First of all, in opportunity recognition research performance is widely recog-
nized. In addition, many affecting variables have been introduced. However, rigorous em-
pirical studies of how variables affect performance have not been done. On the other hand,
performance is touched quite loosely on opportunity recognition. By performance is meant
financial issues, market achievements, efficient organization building, etc. It is argued here
that often the most important and simplest measures are forgotten. It is further argued that
as indicators of performance should be used growth of the venture and newness value of
the venture. These measures show how well the business opportunity is accepted by cus-
tomers and how much the business opportunity adds new value for customers compared
with present ventures. The prior discussion has mostly concentrated on finding out what
factors affect performance. Prior research on opportunity recognition has thus neglected to
study performance and to define what performance is.

Summary of performance creation through business opportunity recognition

The performance of a venture is possible to define in many ways. Here the point of depar-
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ture is a young venture's performance, and thus, the survival of a venture might be a good
enough measure. But it doesn't make it possible 1o compare already survived ventures, and
thus, more specific measures are used. However, profit, for example, is not a relevant
measure because young ventures rarely earn profits. Thus, here performance is divided into
growth and newness value. First, the growth of a venrure shows what has been the need for
this type of business concept. The growih of a venture serves to illustrate how widely cus-
tomers have accepted the venture and its business opportunity. Second, newness value
shows how different the business concept is compared with competitors. This illustrates
how well an entrepreneur has been able to find his/her own spot in the markets. Figure 7 il-
lustrates the content of performance of a venture.

P How fast a venture's sales, profit, and
the number of employers have grown?

Growth

Periormance

¢ How novel and original products and
services are to customers compared
with competitors?

Newness vatue

Figure 7. Content of performance of a venture.

3.2. Hypotheses of the study

Some hypotheses have been formulated through the following procedure: First, the litera-
tare on the subject was read to construct an overview of the phenomenon. Second, the lit-
erature was reviewed more carefully to find the main concepts conceming the domain.
Thizrd, the literature was reviewed to find the most common relationships between these
concepts. Fourth, the literature was reviewed more closely to find issues that support and
that conflicts with the relationships. Fifth, the hypotheses and their direction (positive vs.
negative) were formulated on the basis of what seemed to be the dominating view. In the
following altogether 55 hypotheses are formulated. The number is high but they are all
necessary to be able to understand the phenomenon holistically and reach the objectives of
the study as the purpose of the study was o make an examination of all the prior research,
establish a theoretical framework based on that, and test this framework empirically. With-
out including this number of hypotheses such a test wonldn’t have been possible, aithough
a smaller number of hypotheses would have been easier to handle.
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3.2.1. Conceptual framework of the intellectual capital of entrepreneurs in opportu-
nity recognition

In the previous chapter it was shown that based on the literature intellectual capital is one
of the main resources that include entrepreneurs to opportunity recognition behavior. The
question that still remains open is how intellectual capital affects opportunity recognition
behavior. This is to be answered in the next section. Here the hypotheses concerning the
impact of intellectual capital or opportunity recognition behavior are presented.

The impacts of intellectual capital on opportunity recognition behavior

The overall hypothesis is that intellectual capilal should increase opportunity recognition
bebavior. This is to be tested through more specific hypotheses. The variables of intellec-
-tual capital are domain knowledge, formal knowledge, management experience, intrinsic
motivation, and creativity, The variables of opportunity recognition are knowledge acquisi-
tion, competitive scanning, proactive searching, innovative behavior, and collective action.
Thus, the purpose is to suggests based on the above literature review on opportunity recog-
nition hypotheses on the relationships between the intellectual capital variables and oppor-
tunity recognition variables.

Hypotheses 1a—le: effects of intellectual capital on knowledge acquisition

Domain knowledge > knowledge acquisition. Woo et al. (1992) indicated, when they
studied the information search of experienced and non-experienced entrepreneurs, that lack
of domain knowledge created cognitive barriers preventing the knowledge acquisition. This
could be interpreted so that inexperienced entrepreneurs didn’t understand the information
they perceived because of the lack of domain knowledge that gave them knowledge struc-
tures through which the information could not be interpreted. On the other hand, the lack of
relevant domain knowledge guides entrepreneurs to pay attention maybe to irrelevant in-
formation (Mayer 1992; Baron 1998). Shane and Venkataraman (2000) also underline the
importance of relevant domain knowledge structures in order to be able to acquire knowl-
edge of the area. De Koning and Muzyka (1936) studied the behavior of those entrepre-
neurs who have beer successful in finding several profitable opportunities. What was illu-
minating based on their results was that entrepreneurs with domain knowledge knew how
to acquire knowledge and what kind of knowiedge they need. Also Hills and Lumpkin
(1997) and Hills el al. (1997) indicated that entrepreneurs who have domain knowledge of
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the industry actively seek new knowledge of the opportunities in that same industry. Based
on their study, it is possible to argue that without knowledge of the domain it is hard to see
the information gaps, and thus, opportunities in the area. Gaglio and Taub (1992), interest-
ingly, showed in their experiment where entrepreneurs were asked to develop business op-
portunities based on the data the researchers gave them that entrepreneurs were not willing
to do that because they didn’t have real domain knowledge of the area. Thus, the entrepre-
neurs refused to seek knowledge because of the lack of domain knowledge. Hills and
Lumpkin (1997) and Hills et al. (1999) have also pointed out the positive effect of domain
knowledge. Zietsma’s (1999) result was that what differentiated entrepreneurs and persons
who had found an opportunity but not started a venture was the deliberateness in their
search activities. Entrepreneurs searched deliberately but non-entrepreneurs found acciden-
tally their opportunities. Based on this it is possible to suggest that entrepreneurs with
knowledge of the domain acquire knowledge actively in order to find an opportunity.
Therefore, the following hypothesis is presented: Hypothesis 1a: The higher the domain
knowledge of entrepreneurs, the more intense is their knowledge acquisition.

Formal knowledge = knowledge acquisition. Cooper (1981) considered formal knowl-
edge to interact with domain knowledge in knowledge acquisition. Gaglio and Taub (1992)
indicated that entrepreneurs used formal skills to make sense of the situation. Thus, it is
possible that the more they have formal skills the more they search for knowledge In order
to understand the sitvation. This is supported by the study by Woo et al. (1992). Herron and
Sapienza (1992) propose that formal skills and motivation interact affecting together posi-
tively the search for knowledge. Although the model is theoretical, it is an important sug-
gestion of the effects of formal knowledge. Bhave (1994) also pointed out that formal
knowledge motivates entrepreneurs to search the needed knowledge. Zietsma (1999) found
that enrepreneurs were often more skilled technically than non-entrepreneurs. Thus, it is
possible to propose Lhat possibly formal knowledge causes a more deliberate search for m-
formation. Hills et al. (1999) propose that formal knowledge enhances knowledge acquisi-
tion of survival capacity of a venture, Last, Sigrist (1999) illustrated how entrepreneurs
used their formal knowledge (serious skill”) to manage and control the knowledge acqui-
sition of domain knowledge (“’passionate skili"). This suggesis that formal knowledge pro-
vides the frames and aim for knowledge acquisition. On the basis of the above discussion,
the following hypothesis is presented: Hypothesis Ib: The profounder the formal
knowledge of entrepreneurs, the more intense is their knowledge acquisition.

Manaéemenl experience > knowledge acquisition. Hills'(1995) studied opportunity



100 ACTA WASAENSTA

recognition of successful entrepreneurs and found thar these enwepreneur were active
knowledge searchers. This suggests that entrepreneurial/managerial experiences enhanced
knowledge acquisition. De Koning and Muzyka (1996) pointed out the importance of man-
agement experience in knowledge acquisition. They indicated that entrepreneurs who had
prior experience in entrepreneurship and/or management, acquired knowledge more fre-
quently. Experienced entrepreneurs knew that they need new knowledge to find relevant
gaps. Hills et al. (1997) and Hills and Shrader (1998) also illustrated that entrepreneurs
with prior entrepreneurial/ managerial experience search actively new knowledge of oppor-
tunities. Woo et al. (1992) hypothesized management experience to have a positive influ-
ence on knowledge search. However, they came to a non-significant result. This doesn’t
mean that there isn’t such a relationship but merely that it should be studied empirically
again. This is clear particularly because Gimeno et al. (1997) used the same scale of man-
agement experience and found that management experience is associated with the behavior
that supports the survival of new finms. On the basis of the above authors’ research, man-
agement experience builds relevant cognitive knowledge structures which activate the per-
ceiving and interpreting of informaticn, and thus, knowledge acquisition. Further, man-
agement experience makes it possible Lo acquire relevant knowledge and reminds one how
important the knowledge of the area is. The lack of prior experience of entrepreneurship
and/or management might create cognitive barriers that lead to ignoring knowledge acqui-
sition. This is supported by the study by Kaish and Gilad (1991), which points out that both
entrepreneurs and managers are active knowledge searchers. On the basis of the above dis-
cussion, the following hypothesis is presented: Hypothesis 1c: The wider the manage-
ment experience of entrepreneurs, the more intense is their knowledge acquisition.

Intrinsic motivation 2 knowledge acquisition. Kaish and Gilad (1991} suggested that
entrepreneurs who achieved success lost their motivation for opportunities. This shows that
knowledge acquisition of opportunities requires intrinsic motivation to do it. Sigrist (1999)
also stresses that intrinsic motivation of their own personal line of doing things "kicks”™ en-
trepreneurs to search opportunities to realize this own wish for them. Herron and Sapienza
(1992) see that intrinsic motivation has a very important role in the knowledge acquisition
of opportunities. They propose that only after entrepreneurs are motivated to change their
lives somehow and search for opportunities for their own business does knowledge acquisi-
tion start. Drucker (1998), who has studied the sources of business opportunities, has stated
that entreprenenrs need full commirment to entrepreneurship before the gap finding is pos-
sible. This illustrates probably again how strongly intrinsic motivation affects knowledge
acquisilion of business opportunities. Manimala (1992, 1996) found also this type of results
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when comparing high innovative- and low innovative entrepreneurs. High innovative en-
trepreneurs spent more time continuously searching for new opportunities, and what was
important they were intrinsically motivated to do that. Tl:_l_e study by Hills {1995) also re-
vealed that knowledge acquisition was activated by the intrinsic need to find a business to
which an entrepreneur was committed emotionally. On the basis of the above discussion,
the following hypothesis is presented: Hypothesis 1d: The higher the intrinsic motiva-
tion of entrepreneurs, ke more intense is their knowledge acquisition.

Creativity = knowledge acquisition. Gilad (1984) already considered opportunity recog-
nition to be creative behavior. He suggests thal creativity is needed to acquire relevant in-
formation and connect pieces of information to form a new opportunity. According to Gi-
lad (1984), it is not easy to link information, and to make this possible for everyone. It re-
quires creative capabilities. On the basis of this, it is argued that creativity enhances knowl-
edge acquisition as it gives cognitive thinking tools to connect bits of information that su-
perficially look as if they don’t have anything to do with each other into knowledge of an
opportunity. Hills and Lumpkin (1997) illustrated how entrepreneurs spend quite a ot of
time creatively thinking about the information they have received. This is also supported by
the results by Hills et al. (1997) and Hills and Shrader (1998). Hills et al. (1999) go further
and propose that opportunity recognition is inherently business creativity of entrepreneurs.
They see that in order for knowledge acquisition to happen creativity is needed. De Koning
and Muzyka (1996) saw also that successful entrepreneurs used their creative capabilities
to turn the complex information into the knowledge of the situation. On the basis of the
above discussion, the following hypothesis is presented: Hypothesis le: The higher the
creativity of entrepreneurs, the more intense is their knowledge acquisition. The above
presented influences of intellectnal capital variables on knowledge acquisition are ilius-
trated in Figure 8.

Inrellectual capital Opportunity recognition
behavior

Domain knowledge +

I Formal knowledge +

L
l Management experience] Knowledge acquisition

Intrinsic motivation

| Creativity

Figure 8. Influences of intellectual capital variables on knowledge acquisition.
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Hypotheses 2a-2e: effects of intellectual capital on conij;etitive scanning

Domain knowledge - competitive scanning. Cooper (1|-981) already sees the knowledge
of the profession to be important in scanning competition. This is based on the idea by
Kirzner (1979, 1981, 1997) that domain knowledge is needed in order to be alert to gaps in
the market. Long and McMullan (1985) found that entrepreneurs use their domain knowl-
edge to scan the competitive arena. De Koning and Muzyka (1996) proposed that the ex-
perience of entrepreneurs made them actively scan the competitive environment in order to
find gaps that are big enough for profitable business but not big enough to make big com-
panies interested. Thus, it is possible to see that one of the main issues that concern experi-
enced entrepreneurs is to find “niches™ in markets. Thus, competitive scanning is affected
positively by domain knowledge. Kaish and Gilad (1991), again, pointed out that entrepre-
neurs were more aware of risk cues in markets than managers. This shows how domain
knowledge; which especially entrepreneurs have, enhances competitive scanning of risks in
markets. Hills and Lumpkin (1997) propose that entreprenenrs see competitive scanning to
be very imporiant in opportunity recognition, and this to be affected by the level of domain
knowledge. Christensen and Peterson (1990) suggest as well that domain knowledge is
very important to able to understand markets and competitors in it. The above smudies all
propose that domain knowledge should increase competitive scanning. Thus, the following
hypothesis is presented: Hypothesis 2a: The wider the domain knowledge of entrepre-
neurs, the more intense is their competitive scanning.

Formal knowledge - competitive scanning. The study by Kaish and Gilad (1991) sug-
gests that formal knowledge, something that managers probably have more of than entre-
preneurs, makes them to neglect market risk cues that entrepreneurs see. However, manag-
ers try Lo scan competition more than entrepreneurs but are somehow trapped by their for-
mal models. Thus, it is proposed that formal knowledge enhances competitive scanning but
might also make it harder to understand it without domain knowledge. Aggressive competi-
tive scanning of skilled entrepreneurs was also noticed by Woo et al. (1992). Zietsma
{1999} found that formal knowledge causes entrepreneurs to neglect scanning competition
because of overconfidence. This would mean that formal knowledge decreases competitive
scanning because entrepreneurs rely too much on their formal knowledge. However, Hills
(1995) and Hills and Lumpkin (1997) have suggested that formal knowledge might affect
competitive scanning positively. Thus, based on the study by de Koning and Muzyka
(1996) it is possible to say that formal knowledge enhances competitive scanning. It is pro-
posed that formal knowledge offers tools that could be used to analyze more effectively the
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competitive arena and to be more ambitious and aggltssiy'e. Although the results are a bit
controversial, the following hypothesis is presented: Hypothesis 2b: The wider the for-
mal knowledge of entrepreneurs, the more intense is their competitive scanning.

Management experience > competitive scanning. Thakur (1999) has proposed that
managerial capabilities are needed in order to be able (0 scan the competitive arena. Mana-
gerial capabilities could be seen as management experience. Hills et al. (1997) and Hills
and Shrader (1998) also point out that prior experience of entrepreneurship and/or man-
agement is needed in competitive scanning. De Koning and Muzyka (1996), again, found
that experienced entrepreners put a lot of effort into understanding markets. The scanning
of markets and profitable gaps in them was the ground of entrepreneurs’ whole opportunity
recognition process. Management experience has created in them a sense that by knowing
the market success is confirmed. The positive effect of management experience on com-
petitive scanning is also supported by the study by Christensen et al. (1994). They argue
that strategic thinking skills, which develop through constant practicing and trial and error,
are the core resources based on which competition can be understood. Here it is suggested
that strategic thinking skill is the core of management experience. Afier all, management is
about strategically leading a business unit. The above resuits propose that management ex-
perience guides entrepreneurs especially to mind competitive arena. Thus, the following
hypothesis is presented: Hypothesis 2¢: The wider the management experience of en-
trepreneurs, the more intense is their competitive scanning.

Intrinsic motivation = competitive scanning. Herron and Sapienza (1592) have pro-
posed that higher intrinsic motivation would lead to higher competitive scanning. Gaglio
and Taub (1992) showed that entrepreneurs, who relied on their own opinions and deci-
sions, i.e. intrinsic motivation, put more effort into rying to understand competition. Also
Manimala {1992, 1996} came 1o the same conclusions. He pointed out that highly innova-
tive entrepreneurs, who were intrinsically motivated, were scanning compeltition inten-
sively. De Koning and Muzyka (1996) showed how entrepreneurs enjoyed the scanning of
the competitive arena. This illustrates clearly how intrinsic motivation enhances competi-
tive scanning, Christensen et al. (1994) emphasized that competitive scanning is one of the
main areas of behavior in opportunity recognition and it to be incremental Jearning process,
in which problems are turned inlo possibilities. Here it is suggested that constant learning
and problem solving requires a lot of intrinsic motivation because it is cognitively very
demanding to be alert all the time. Thus, Hills and Lumpkin (1997) showed how entrepre-
neurs were internally eager to scan competition suggesting that intrinsic motivation would
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increase competitive scanning. Thus, the following hypothesis is presented: Hypothesis
2d: The higher the intrinsic motivation of entrepreneurs, the more intense is their
competitive scanning.

Creativity - competilive scanning. Kirzner (1997) suggests thal it needs creativity to be
alert to market gaps. Thus, based on his research creativity should increase competitive
scanning. Hills et al. (1999) studied opportunity recognition and noticed that competitive
scanning requires skills to creatively question the market sitvation. This is also supported
by Hills and Lumpkin (1997), Hills et al. (1997), and Hills and Shrader (1998}, according
to whom creativity plays an important role in searching for knowledge of a competitive
arena and making competitive decisions. De Koning and Muzyka (1996) also pointed out
that successful entrepreneurs use their creativity to find market niches. In addition, Sigrist
(1999) and Shane and Venkataraman (2000} argue about the skills to link information into
new solutions invisible to others, i.e. creativity to give possibilities of flexibly learning
from customers, intuitively read market dynamics, and impulsively react to simations.
Thus, the following hypothesis is presented: Hypothesis 2e: The higher the creativity of
entreprenenrs, the more intense is their competitive scanning. The above influences of
intellectual capital variables on competitive scanning are illustrated in Figure 9.

Intelleciual capiral Opportuniry recognition
behavior
| Domain knowledge +
|;ormal knowledge M\
1 +
| Management cxpcn'encel Competitive scanning
+

| Intrinsic motivation

rCrealivity -

Figure 9. Influences of intellectual capital variables on competitive scanning.
Hypotheses 3a—3e: effects of intellectual capital on proactive searching

Domain knowledge - proactive searching. According to Cooper (1981), the knowledge
of domain gives tools to search for future changes in a business environment. Peterson
(1985), as well, underlines how experience is used to proactively position a venrure in a
business arena. Domain knowledge, thus, creates a kind of cognitive map, which could be
used to search for the best routes to customers. Therefore, entrepreneurs use their domain
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knowledge to build a vision of what will happen. It is probable that those who don’t know
the domain see the future just when it is already the rea.lity: Hills {1995} also indicates this,
suggesting that experience in the domain lead entrepreneurs rather to vision of what will
happen than to what has happened. Rea et al. (1999) propose that entrepreneurs construct
visions of the future without exact information but merely on the basis of Lheir experience.
This is line with the study by Baron (1998), who revealed that entrepreneurs easily fix their
eye on the future because their prior knowledge structures, experiences, advise them to do
that. Regrets for past behavior are not leading anywhere. Last, the importance of domain
knowledge is clearly shown by Martello (1994). He argues that opportunity recognition is
serendipitous future scanning, in which previous experiences in the domain have a central
role. Opportunities are often found, according to Martello (1994), almost accidentally after
serious working in the field, but not necessarily after deliberately searching for an opportu-
nity, and unconscious scanning of information cues. This understanding of the cues of fu-
ture possibilities requires a lot of experience in the field, i.e., domain knowledge. Thus, the
following hypothesis is presented: Hypothesis 3a: The higher the domain knowledge of
entrepreneurs, the more intense is their proactive searching.

Formal knowledge - proactive searching. Christensen and Peterson (1990) showed that
what is needed besides domain knowledge is also general alertness, i.e. formal knowledge,
to be capable to strategic thinking. This contains the idea that formal knowledge is needed
to strategically see the future. Hills and Lumpkin (1997) found that entrepreneurs were able
to transfer general opportunity recognition skills to different types of situations than the
domain they were familiar with. This aiso implies that formal and more general skills to
use knowledge are used to proactively search for future business opporwnities. Entrepre-
peurs don’t stay in the familiar area, but also search for unfamiliar arenas using their formal
knowledge. Most importantly, Zietsma (1999) indicated that higher technical education
significantly increased the likelihood of deliberate future scanning of opportunities. Rea et
al. (1999) argued that formal education is important in developing needed managerial
skills, which are used to vision the future. Herron and Sapienza (1992), as well, stress that
formal skills affect positively proactive opportunity searching. Hypothesis 3b: The higher
the formal knowledge of entrepreneurs, the more intense is their proactive searching.

Management experience - proactive searching. Hills et al. (1997) and Hills and
Shrader (1998) indicated that behavior that characterized opportunity recognition was pro-
active searching for future possibilities. What they also found was that these entrepreneurs
had experience in entrepreneurship and management of their own and others’ ventures. On
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the basis of this, it is possible to suggest that management experience should enhance pro-
active searching. This is supported by the study by de Koning and Muzyka (1996), in
which they studied already experienced entrepreneurs’ opportunity recognition, and came
to the conclusion that they have a skill to vision the future. Also Kaish and Gilad (1991)
showed how experienced entrepreneurs were able to interpret the information cues. Thus,
the following hypothesis is presented: Hypothesis 3c: The wider the management ex-
perience of entrepreneurs, the more intense is their proactive searching.

Intrinsic motivation -> proactive searching, Baron's (1998) study was very interesting in
respect of the motivational background of entrepreneurs searching for opportunities. I
showed that entrepreneurs were highly intrinsically motivated to search for future possibili-
ties. They weren’t so much concemed with the past or even the present — what has hap-
pened has happened and that’s that. Thus, intrinsic motivation for entrepreneurship turn
they attention to the future and proactive behavior. In line with this is the study by Martello
(1994). He suggests that entrepreneurs are highly motivated to work in the field they are in-
terested in. At the same time they all the time scan information cues in order to recognize
future possibilities. Thus, their passion, i.e. intrinsic motivation, causes them to proactively
search at the same time as they are working at other things in the field. Manimala (1992)
indicated that innovative entrepreneurs were intrinsically motivated and proactive in their
scanning. Also based on the study by Hills (1995) it is possible to see how passionate inter-
est in the domain makes entrepreneurs search for proactive ideas. Thus, the following hy-
pothesis is presenied: Hypothesis 3d: The higher the intrinsic motivation of entrepre-
neurs, the more intense is their proactive searching.

Creativity - proactive searching. Gilad (1984) stated that creativity is needed to proac-
tively ransform information into appropriate and unusnal solutions. According to Gilad
(1984), creativity is the main cognilive vehicle of human beings in proactive behavior.
Other studies have also quite generally seen creativity to be important in opportunity rec-
ognition. Hills (1995) and Hills et al. (1999) also propose that creativity enhances future
scanning of possibilities. On the basis of a study by Christensen et al. (1994), it is possible
10 say that the capability to turn problems into possibilities is linked to the ability to strate-
gically think of the future of the business. De Koning and Muzyka (1996) also suggest that
creativity supports proactive behavior. Thus, the following hypothesis is presented: Hy-
pothesis 3e: The higher the creativity of entrepreneurs, the more intense is their pro-
active searching. The above influences of intellectual capital variables on proactive
searching are illustrated in Figure 10.
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Figure 10. Influences of intellectual capital variables on proactive searching.
Hypotheses 4a—de: effects of intellectual capital on innovative behavior

Domain knowledge - innovative behavior. Hills et al. (1999) argue that innovative be-
havior is at the core of opportunity recognition. Cn the other hand, they propose that do-
main knowledge affects opportunity recognition positively. Thus, demain knowledge
should increase innovative behavior. Further, Hills (1995) showed that successful entrepre-
neurs, who were experienced in their field, innovated ideas actively. Manimala (1992,
1996) studied high- and low-innovative entrepreneurs. He found that a more innovative en-
treprenenr knew customers, dealers, supplier, and others dealing with the products and ser-
vices in that industry better. Thus, domain knowledge enhanced innovative behavior. The
following hypothesis is therefore presented: Hypothesis 4a: The higher the domain
knowledge of entrepreneurs, the more intense is their innovative behavior.

Formal knowledge -» innovative behavior. Christensen and Peterson (1990) came to the
conclusion that formal knowledge of a market or a technology might be the source of inno-
vative venture ideas. This suggests that formal knowledge should support innovative be-
havior so that new ideas are possible to construct. Gaglio and Taub (1992) pointed out,
when studying entreprenenrs’ and managers’ opportunity recognition, that managers were
more skilled innovators. This suggests that formal knowledge, which is very probably
higher among managers, affects innovative behavior positively. Zietsma (1999} also fournd
that both high-tech entrepreneurs (high formal knowledge) and managers (high formal
knowledge) were good at innovating ideas. This doesn’t imply that less educated persons
are poor at innovating but it suggests, at least, that high formal knowledge might cause in-
tense innovative behavior. The reason for this might be, as Shane and Venkataraman
(2000} propose, that some are better at processing information than others. This skill to
process information is probably crealed to a large extent by formal education. Formal edu-
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cation provides general thinking skills, which could be used in many kinds of situations
(Mayer 1992). Thus, the following hypothesis is presented: Hypothesis 4b: The wider the
formal knowledge of entrepreneurs, the more intense is their innovative behavior.

Management experience - innovative behavior. Cooper already stresses that manage-
rial experience might support innovative opportunity recognition. Thakur (1999) proposed
based on nearly 50 case studies that without managerial capabilities it would be difficult to
innovate solutions that are useful and appropriate. Hills (1995), Hills et al. (1997), and
Hills and Shrader (1998} also argue also innovativeness is usual among experienced entre-
preneurs. They studied entrepreneurs with prior entrepreneurial and/or managerial experi-
ence and found that they spend quite a lot of time playing with ideas. Thus, the following
hypothesis is presented: Hypothesis 4¢: The wider the management experience of en-
trepreneurs, the more intense is their innovative behavior.

Intrinsic motivation - innovative behavior. Gaglio and Taub (1992) found that entre-
preneurs were intrinsically motivated in their actions. They showed also that innovative
behavior was one of the central actions in opportunity recognition. Thus, innovative behav-
ior should be positively influenced by intrinsic motivation. Further, Manimala (1992) came
to the conclusion that innovative entrepreneurs were intrinsically motivated, i.e., intrinsic
motivation increased high-innovative behavior. The results reached by Hilis (1995) suggest
that internal motivation should enhance innovative behavior. It is also interesting that in-
ternal motivation to work with other people enhances innovative behavior (Steyaert et al.
1996). Thus, the following hypothesis is presented: Hypothesis 4d: The higher the in-
trinsic motivation of entrepreneurs, the more intense is their innovative behavior.

Creativity -> innovative bebavior. Gaglio and Taub (1992) proposed that creativity
shonld be used to innovate ideas. Hills (1995) studied opportunity recognition of successful
entrepreneurs and found out that they frequently try to innovate ideas. On the other hand,
the entreprenewrs said that they use creative thinking as a tool for this. In the studies of
Hills and Lumpkin (1997), Hills et al. (1997), and Hills and Shrader (1998) entrepreneurs
also told the authors that they frequently use creativity in order to play with new ideas, i.e.,
to innovate. De Koning and Muzyka also (1996} pointed out that entrepreneurs use their
personal creativity to innovate new opportunities. Thus, the following hypothesis is pre-
sented: Hypothesis 4e: The higher the creativity of entrepreneurs, the more intense is
their innovative behavior. The above influences of intellectual capital variables on inno-
vative behavior are illustrated in Figure 11.
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Figure 11. Influences of intellectual capital variables on innovative behavior.
Hypotheses 5a—5e: effects of intellectnal capital on collective action

Domain knowledge > collective action. De Koning and Muzyka (1996) pointed out that
experienced entrepreneurs discussed intensively with their social context. The authors
found that opportunity recogniticn was affected especially by expertise in the field and
skills to communicate secially to find opinions, advise, information, and partners. In addi-
tion, domain knowledge created such self-confidence among the entrepreneurs that they
were open 1o their own weaknesses and relied on other people. The above resuvlts show
quite clearly how domain knowledge increases collective action because it gives such self-
esteem that you don’t have to know everything and thar you are "allowed” 10 discuss with
other people without the fear that they steal your idea, or think "what a silly thought”. This
common trust in others might be created through social conversations (Steyaert et al.
1996), in which parties together create domain knowledge, which then enhances further
collective action. Hitls and Lumpkin {1997) studied entrepreneurs who had already recog-
nized several opportunities, and found that they stressed the domain knowledge of a market
and customers as very important. Thus, they found that colilective, social action with other
people was one of the most important ways to lock for opportunities in markets. Hills et al.
(1997) compared solo-entrepreneurs and network-entrepreneurs and found that network en-
trepreneurs were more experienced in finding opportunities. This suggests that domain
knowledge might enhance collective action. Last, Singh et al. (1999) proposed that experi-
enced entrepreneurs were active in social dialogue (see also Christensen et al. 1994). Thus,
the foliowing hypothesis is presented: Hypothesis 5a: The higher the domain knowledge
of entrepreneurs, the more intense is their collective action.

Formal knowledge -> collective action. Burt (1992, 1997) has indicated that formal
knowledge increases collective action. According to him, formal knowledge makes it pos-



110 ACTA WASAENSIA

sible to have higher positions in companies and hierarchies and., thus, better positions in a
network structure. This, then, increases the collective action with information sources and
not just with anybody. Manimala (1992) pointed out that highly innovative entrepreneurs
developed their formal technical capabilities before they started to collaborate. This might
mean that formal knowledge is needed in order 1o be ready for collective action. Hills et al.
(1997) came to the conclusions that network entrepreneurs were able to scan opportunities
from a wider base than solo entrepreneurs. Further, solo entrepreneurs were more attached
1o their prior employment and industry. This suggests that network entrepreneurs might
have more general skills to process information than only in the familiar context. This,
again, suggests that formal knowledge might create more active collective action. Singh et
al. (1999) studied ICT-consultant entreprencurs. It is suggested based on the study by au-
thors that in order to be able to act as an ICT-consultant, the formal knowledge of the do-
main must be high. The above authors found further that these entrepreneurs were active in
collective action. Thus, the following hypothesis is presented: Hypothesis Sb: The wider
the formal knowledge of entrepreneurs, the more intense is their collective action.

Management experience - collective action. Kaish and Gilad (1991) pointed out that al-
though experienced entrepreneurs like to think themselves about their ventures they still
gather opinions and actively discuss business issues with other people. Hills (1995) intro-
duced that successful entrepreneurs, who had management experience, were active socially.
De Koning and Muzyka (1996) also indicated that entreprepeurs with prior entrepreneu-
rial/managerial experience discussed a lot with other people and even asked their opinions
of questions in which they were not experts. Hills and Lumpkin (1997) proposed that based
on their results entrepreneurial experience enhances network behavior. Last, Singh et al.
(1999) also showed how management experience produces intense collective action. Thus,
the following hypothesis is presented: Hypothesis 5¢: The wider the management ex-
perience of entrepreneurs, the more intense is their collective action.

Intrinsic motivation -> collective action. Hills et al. (1997) showed that solo entrepre-
neurs were more alert to opportunities than network entrepreneurs. Therefore, network en-
trepreneurs were more intrinsically motivated, i.e., motivated by the entrepreneurship itself.
Thus, it is possible to maintain that intrinsic motivation increases collective action. Mani-
mala (1992) also pointed out the same result. According to Manimala (1992), highly inno-
vative entrepreneurs were more intrinsically oriented. On the other hand, they spend more
time discussing with their social relationships. De Koning and Muzyka (1996) also noticed
that internally passionate and self-confident entrepreneurs were willing to discuss their
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venture ideas with other people. Last, Sigrist (1999) found that an entrepreneur’s own per-
sonal line supports interaction with external resources, i.e., social relationships involving
those resources. Thus, the following hypothesis is presented: Hypothesis 5d: The higher
the intrinsic motivation of entrepreneurs, the more intense is their collective action.

Creativity - collective action. Gilad was the first (1984) 1o suggest that entrepreneurs
need creative capabilities in order to be able 1o see links between many types of informa-
tion, and thac this information is mainly achieved by collective action. Gaglio and Taub
(1992) followed Gilad’s (1984) ideas and indicated that those individuals who were more
creative were also ready and willing to go in for social interaction. Hills (1995) also ex-
pressed the notion that entrepreneurs spent time thinking creatively about business ideas
and taking active part in social dialogue. This was the case in the study by de Koning and
Muzyka (1996) as well. Hills et al. (1999) see creativity to be the core of opportunity rec-
ognition. Further, to be able to be creative entrepreneurs need information, and thus crea-
tivity probably enhances collective action aimed at information and opinion gathering. Rea
et al. (1999) proposed based on wide consultation work and experiences of it Lhal creativity
and social networking of entrepreneurs go hand in hand in opportunity recognition. Last,
according to Shane and Venkataraman (2000) it is possible to say that creative abilities to
process inforrnation are connected with collective, social action. Thus, the following hy-
pothesis is presented: Hypothesis 5e: The higher the creativity of entrepreneurs, the
more intense is their collective action. The above influences are illustrated in Figure 12.

Intellecrual capital Opportunity recognition
behavior
rDOmain knowledge +
| Formal knowledge +
+
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+

| Intrinsic motivation

| Creativity

Figure 12. Influences of intellectual capital variables on collective action.

Summarizing the above presented hypotheses, the intellectual capital of entrepreneurs
should significantly enhance opportunity recognition behavior. This is illustrated in Figure
13.
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Figure 13. Hypothesized effects of the intellectual capital variables on opportunity
recognition behavior variables.

3.2.2. Conceptual framework of the social capital of entrepreneurs in opportunity
recognition

Earlier it has been shown that the social capital of entrepreneurs significantly affects oppor-
tumity recognition. But, how does it affect it? In the following section hypotheses concern-
ing the impact of social capital on opportunity recognition behavior are presented.

The impact of social capital on opportunity recognition

The purpose of the following section is to suggest hypotheses about the relationships be-
tween the social capital variables and opportunity recognition variables. The overall hy-
pothesis is that social capital should increase opportunity recognition behavior. This is to
be tested through the more specific hypotheses. The variables of social capital are the struc-
tural dimension of social capital (amount of social interaction), the relational dimension of
social capital (closeness of relationship ties), and the cognitive dimension (commitment to
relationship quality). The variables of opportunity recognition are knowledge acquisition,
competitive scanning, proactive searching, innovative behavior, and collective action. It
should be stressed that the following social capital hypotheses concentrate only on social
relationships between entrepreneurs and persons who were able to help them in opportunity
recognition. The rest of the possible social relationships are excluded as they are not rele-
vant to opportunity recognition. These relationships are excluded because they haven’t
been used exactly in oppormunity recognition but maybe on other occasions and, thus, the
other relationships are a social resource that has not caused opportunity recognition behav-
ior.
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Hypotheses 6a—6c: effects of social capital on knowledge acquisition

The structural dimension of social capital famount of social interaction) - knowledge
acquisition. Peterson (15835) pointed out that social interaction is needed in order to obtain
information. Burt {1992) also states that the number of relationships encourages knowledge
acquisition. More specifically, Burt (1992, 1997) saw that the right place in the social net-
work enhances relevant social interaction, and thus knowledge acquisition is active. By this
he meant that, if an entrepreneur is in the place in the network where (s)he is the only con-
nection between, lets say, three networks, (s)he is in the position where by social interac-
tion with these thres networks (s)he can, as the only one, acquire all the knowledge and
maybe mold this knowledge into a business opportunity. The study by Krackhardt (1995}
supports this notion. He found that social interaction supports knowledge acquisition when
an entrepreneur has many relationships that are not closely connected with each other. In
other words, an entrepreneur should have a number of contacts becanse they mean informa-
tion. But, if these many contacts know each other well, it is possible that this social collec-
tive restricts searching for new information. Singh et al. (1999) studied especially the ef-
fects of structural dimension of the social relationships on epportunity recognition. They
concluded that network size and the number of weak ties significantly affect the number of
opportunities recognized by entrepreneurs. This means that the amount of social interaction
increases the knowledge acquisition of opportunities. However, Singh et al. (1999) didn’t
find support for the structural-hole idea presented by Bust (1992). Nevertheless, as Hills et
al. (1997) indicated, when comparing solo entreprenenrs and network entrepreneurs, social
interaction increases knowledge acquisition. Thus, it is possible that the place in the ner-
work is pot 50 important as social interaction in generat. On the basis of the above, the fol-
lowing hypothesis is presented: Hypothesis 6a: The higher the amount of social interac-
tion between entrepreneurs and people who are able to advise them in opportunity
recognition, the more intense is the knowledge acquisition of entrepreneurs.

The relational dimension of social capital (closeness of relational ties) - knowledge
acquisition. Peterson (1985 claimed personal relations to be important in knowledge ac-
quiring. Johannisson (1988} stresses that quite a long time is needed in order to develop
that kind of relationships that imply that information sharing is open. They both claim that
personal relations are required before entrepreneurs are able to see that information sharing
benefits both parties. Christensen and Peterson (1990) showed how entrepreneurs used re-
lations they knew well to get information and opinions concerning opportunities (cf. also
Christensen et al. 1994). Burt's (1992} idea of a structural hole, which indicates the posi-
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tion to an entrepreneur where the information flows meet, supports the claim that personal
relationships are important in knowledge acquisition. Through personal contacts with dif-
ferent networks entrepreneurs have access to the whole “data-base” of different nerworks.
De Koning and Muzyka {1996} pointed out how successful entrepreneurs used their per-
sonal contacts to get information and advise if they were not specialists themselves in the
matter. Kaish and Gilad (1991) indicated that entrepreneurs actively used their personal re-
lations in information gathering. However, they found interestingly enough also that entre-
preneurs used a wide base of relations, relations they didn't know so well, in their knowl-
edge acquisition. This type of view that strong ties, ties you know well, are not so impor-
tant is suggesied by Granovetter (1973). He suggested that weak ties are important because
they produce many kinds of new information and strong ties only reinforce already shared
information. This was supported by Singh et al. (1999) who showed that weak ties are im-
portant in knowledge acquisition. The notion of the importance of weak ties is probably
true. However, in order to get access to these weak ties, strong personal ties are needed.
Personal ties offer, besides the knowledge the strong ties command, also access to the in-
formation networks of strong ties. Thus, the following hypothesis is presented. Hypothesis
6b: The closer the relational ties between entrepreneurs and people who are able to
advise them in opportunity recognition, the more intense is the knowledge acquisition
of entrepreneurs.

Cognitive dimension of social capital (commitment to relationship quality) = knowl-
edge acquisition. Johannisson (1988) sees that trusting and reciprocity in relationships en-
hance enactment, i.e. knowledge acquisition, behavior. Steyaert et al. (1996) also showed
that continuous conversation created commitment to the relationship among parties and
thus knowledge acquisition of new common meanings. However, Burt (1992, 1997) claims
the opposite. According to him, highly committed relationships restrict the free search for
information and create social norms that order individuals’ behavior. Krackhardt (1995)
pointed this out in his study and claimed that networks of highly committed relationships
don’t leave room for trying new things and searching for information. Nevertheless, he rec-
ognizes also that committed relationships, like friendship networks, can enhance knowl-
edge acquisition because trust and reciprocity make it easier to communicate. Manimala
(1992) indicated how highly innovative entrepreneurs relied on their trusted relationships
in their knowledge acquisition. As a conclusion, it could be seen that the results are confus-
ing. It is suggested here that possibly high commitment to relationships is up to a certain
level good for knowledge acquisition but bad when the commitment forces enmepreneurs
to accept that ’shaking the boat” might break the relationship (see Burt 1992). However, in
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general commitment should enhance knowledge acqﬂsiﬁon (Yli-Renko 1999). Thus, the
following hypothesis is presented. Hypothesis 6c: The higher the commitment to rela-
tionships between entrepreneurs and people who are able to advise them in opportu-
nity recognition, the more intense is the knowledge acquisition of entrepreneurs. The
above influences of social capital on knowledge acquisition are illustrated in Figure 14.
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Figure 14. Influences of social capital variables on knowledge acquisition.

Hypotheses 7a-7c: effects of social capital on competitive scanning

Structural dimension of social capital (amount of secial interaction} = competitive
scanning. Christensen and Peterson (1990) indicated how entrepreneurs use social interac-
tion in order to study the competitive arena. Also Christensen et al. (1994) suggested that
markets and competition are best smdied by using social relationships. De Koning and
Muzyka (1996) saw that successful entreprenenrs tried to find piches in the market, and in
this they used the information their social relationships offered. Hills et al. (1997) proposed
that network entrepreneurs have a better view of the competitive arena than solo entrepre-
neurs. Sigrist (1999), in addition, came to the conclusion that those entrepreneurs with so-
cial relationships analyzed markets more closely. Thus, the following hypothesis is pre-
sented. Hypothesis 7a: The higher the social interaction between entrepreneurs and
people who are able to advise them in opportunity recognition, the more intense is the
competitive scanning of entreprencurs.

The relational dimension of social capilal (closeness of relational ties) > competitive
scanning. Christensen and Peterson {1990) and Christensen et al. (1994) propose that per-
sonal relations especially are valuable in competition analysis. Hills and Shrader (1998)
saw also that personal contacts are used to understand the competitive arena. Sigrist (1999)
indicated that some entrepreneurs can easily create personal relationships, and use these 0
analyze markets and competition very carefully. De Koning and Muzyka (1996) said the
same. According to them, snccessful entrepreneurs are good in creating personal contacts
and in using these relationships to find gaps in the competition which are big enough for
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profitability but not so big that large companies would be interested to compete with them.
Hills et al. (1997) propose that network entrepreneurs, compared with solo entrepreneurs,
use their personal relationships to understand more deeply a potential market or industry.
All the studies suggest that personal ties should enhance competitive scanning. Hypothesis
7b: The closer the relational ties between entrepreneurs and people who are able to
advise them in opportunity recognition, the more intense is the competitive scanning
of entrepreneurs.

The cognitive dimension of social capital (commitment to relationship quality) =
competitive scanning. Not much has been said about this effect. Still, some comments in-
dicate that the above relationship is definitely positive: Manimala (1992) showed that high-
innovative entrepreneurs were committed to their social relarionships. He showed also that
high-innovative entreprenenrs scanned competition widely. Krackhardt (1995) suggested
that friendship relations enhance the scanning of a competitive arena. Steyaert et al. (1996)
indicated also that trusting each other supports competitive scanning. On the basis of the
above, it is possible to say that commitment to relationships enhances such information
flow that competitive scanning is more comprehensive. Thus, the following hypothesis is
presented: Hypothesis 7c: The higher the commitment to relationship quality between
entrepreneurs and people who are able to advise them in opportunity recognition, the
more intense is the competitive scanning of entrepreneurs. The above influences of so-
cial capital variables on competitive scanning are illustrated in the following Figure 15.
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Figure 15. Influences of social capital variables on competitive scanning.
Hypotheses 8a—8c; effects of social capital on proactive searching

The structural dimension of social capital (amount of social interaction) < proactive
searching. Burt (1992) claims that social interaction offers the state-of-the-art knowledge
of a domain to an actor. Without social interaction individuals can’t see the latest develop-
ments and thus proactively vision the future. Christensen and Peterson (1990) found that
social interaction is vsed to “proact” more advanced ideas than others are doing. Kaish and
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Gilad (1991) pointed out that entrepreneurs carried out an active dialogue with their rela-
tionships and thus were probably more aleri to cues to the future. Krackhardt (1993) pro-
poses that social interaction is used to "proact” future states. By this he means that entre-
preneurs are in an active social dialogue, which brings to them many kinds of information
and based on which entreprencurs are able to vision the future states of businesses. De
Koning and Muzyka (1996} saw also that eatreprenenrs relied besides on their experience
on social interaction in order to be able to proactively search for an opportunity. Hills and
Lumpkin (1997) propose especially experienced entrepreneurs to stress the meaning of so-
cial interaction in proactive searching for opportunities. Hypothesis 8a: The higher the
social interaction between entrepreneurs and people who are able to advise them in
opportnnity recognition, the more intense is the proactive searching of enfrepreneurs.

The relational dimension of social capital (closeness of relational ties) -» proactive

" searching. On the basis of the study by Kaish and Gilad (1991), it is possible to suggest
that entrepreneurs discuss mostly with their personal relations in order to be proactively
alert to different types of information cues. Steyaert et al. (1996) showed how constant
conversations among the parties, which create personal ties, made it possible to construct
and enact together possible future ideas. Christensen and Peterson (1990), Christensen et
al. {1994), and Hills (1995) also propose that personal networks are needed to turn proac-
tively problems into opportunities, and that entrepreneurs especially have this capability.
On the basis of the above argumentation, the following hypothesis is possible to propose:
Hypothesis 8b: The closer the relational ties between entrepreneurs and people who
are able to advise them in opportunity recognition, the more intense is the proactive
searching of entrepreneurs.

The cognitive dimension of social capital (commitment to relationship quality) -
proactive searching. Johannisson (1988}, for example, claims that wust-based contacts are
the most important resource to enact future opportunities. He sees that enactment of the fu-
ture happens in social dialogue and that this requires emotionally very close and committed
relationships. Manimala (1992, 1996} came to the conclusions that high-innovative entre-
preneurs were committed to their social context and to using these contacts in constant pro-
active searching for new opportunities. The study by Steyaert et al. (1996) refers Lo the
claim that proactive enactment of future meanings needs emotionally very close relation-
ships. Very close relationships give the freedom to openly discuss ideas, secure the flow of
information, give social solidarity in coping with the future, and create stronger confidence
in trying out more proactive ideas. Hypothesis 8¢: The higher the commitment to a rela-
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tionship quality between entrepreneurs and people who are able to advise them in
opportunity recognition, the more intense is the proactive searching of entrepreneurs.
The above influences of social capital varjables on proactive searching are jllustrated in the
following Figure 16.
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Figure 16. Influences of social capital variables on proactive searching.

Hypotheses 9a-9¢: effects of social capital on innovative behavior

The structural dimension of social capital (amount of social interaction) - innovative
behavior. De Koning and Muzyka (1996) recognized that social interaction enhanced in-
novative playing with ideas, Hills and Lumpkin (1997) argued also that in opportunity rec-
ognition social interaction is needed to innovate new kinds of products and/or services.
Manimala (1992, 1996} indicated how high-innovative entrepreneurs were in active social
dialogue with their relationships in order to innovate ideas. This same claim js to be found
from many other smudies as well (Christensen and Peterson 1990; Christensen et al. 1994;
Gunther McGrath 1994; Hills and Lumpkin 1997; Rea et al. 1999; Sigrist 1999). Therefore,
the following hypothesis is presented: Hypothesis 9a: The closer the social interaction
between entrepreneurs and people who are able to advise them in opportunity recog-
nition, the more intense is the innovative behavior of entrepreneurs.

The relational dimension of social capital (closeness of relational ties) = innovative
behavior. Kaish and Gilad {1991) indicated that entrepreneurs were mostly in contact with
close relations in order to innovate ideas. Also Busenitz (1996) arrived at the same type of
results. Ray (1992) studied intemnational opportunity recognition and noticed that entrepre-
neurs traveled a great deal to be in contact with their relationships. Through these interna-
tional contacts they inmovated their ideas of new businesses. Steyaert et al. (1996) also
stress the importance of personal ties in innovative behavior (see also Johannisson 1988).
Christensen and Peterson (1990) illustrated how important personal relationships are in or-
der to obtain information thanks to which innovative behavior is possible (see also Chris-
tensen et al. 1994). Hills and Shrader (1998) found that entrepreneurs were in aclive per-
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sonal dialogue with their contacts, and that this is the main resource of innovative behavior
and idea playing. Thus, the following hypothesis is presented: Hypothesis 9b: The closer
the relational ties between enfrepreneurs and people who are able to advise them in
opportunity recognition, the more intense is the innovative hehavior of entrepreneurs.

The cognitive dimension of social capital (commitment to relationship quality) = in-
novative behavior. Steyaert et al. (1996} showed quite clearly how emotionally committed
relations support innovative behavior. According to the authors, throngh constant conversa-
tional construction of new meanings of emotionally very close relations innovations are
possible to create. The studies by Kaish and Gilad (1991) and de Koning and Muzyka
(1996) support the above notion. They found also that personal relationships are good in
innovative behavior because knowing each other gives social comfort and trusting the other
party in playing with idea, If you trust the other party and know him/her very well, you
don't have to be afraid that (s)he will criticizes your ideas cruelly (see, e.g. Amabile 1997).
Social pressures and demands are the main enemies of innovative behavior, according to
Amabile (1997), and thus emotional closeness should also support innovative behavior in
opportunity recognition. Hypothesis 9¢: The higher the commitment to a relationship
guality between entrepreneurs and people who are able to advise them in opportunity
recognition, the more intense is the innovative behavior of entrepreneurs. The above
influences of social capital variables are jllustrated in Figure 17.

Intellectual capital Opportunity recognition
behavior

| Amount of interaction

| Closeness of tes Innovative behavior

|E0mnﬁment 1o ties

Figure 17. Influences of social capital variables on innovative bebavior.
Hypotheses 10a—10c: effects of social capital on innovative behavior

The structural dimension of social capital (amount of social interaction) = collective
action. Johannisson (1988) stressed that entrepreneurs together with their social context
enact a possible reality. The enactment process to be possible requires, according to Johan-
nisson (1988), a long period of trial and error and leaming among the parties. This is seen
here 1o involve lively social interaction in order to make collective action possible. This is
supported by Manimala's (1992) study, in which he showed that high-innovative entrepre-
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neurs had more active social dialogue and included more collective decision-making in the
actions of their venture than low-innovative entrepreneurs. Krackhardt (1995) proposed
that collective action is very likely when social interaction between network members is ac-
tive and members know each other well. However, he also pointed out that collective ac-
tion might restrict actions of individuals when the interaction is active between all the
members because this creates norms that order the actions of the social collective. How-
ever, social interaction should enhance collective action. Steyaert et al. (1996) indicated
also clearly how collective action evelved over time through active conversation of differ-
ent parties. Last, Sigrist (1999) came to the conclusion that those entrepreneurs who were
socially in interaction were also more collective in their decision-making. Thus, the follow-
ing hypothesis is presented: Hypothesis 10a: The livelier the social interaction between
entrepreneurs and people who are able to advise them in opportunity recognition, the
more intense is the collective action of entrepreneurs,

The relational dimension of social capital (closeness of relational ties) 2> collective ac-
tion. Kaish and Gilad (1991) pointed out that entrepreneurs had social interaction with
people they knew quite well and that they listened these to people’s opinions and discussed
with them about opportunities. They didn’t use the relationships so much to gather infor-
mation and to “exploit” them as information resources. Entrepreneurs were merely in col-
lective action with individuals whom they knew personally, rying to build reciprocal rela-
tionships. Christensen and Peterson {(199Q) argued that personal relationships were needed
in order to trust the others so much that they could be involved in collective discourse.
Christensen et al. (1994} pointed out that information gathering is not the only function of
relationships but also the collective solving of the problems of the venture. De Koning and
Muzyka (1996) noticed that personal ties were used in collective problem-solving when en-
repreneurs didn’t themselves know enough about the issue. Hills and Lumpkin (1997) in-
dicated that entrepreneurs’ social interaction created that kind of personal relationships (in-
formal, long-term, advisory. etc.} that support collective thinking of matters related to the
venture. Thus, the following hypothesis is presented: Hypothesis 10b: The closer the re-
lational ties between entrepreneurs and people who are able to advise them in oppor-
tunity recognition, the more intense is the collective action of entrepreneurs.

The cognitive dimension of social capital (commitment to relationship quality) = col-
lective action. Johannisson (1988) and Steyaert et al. (1996) showed that emotionally
trusted relationships support collective action. They showed that common experiences cre-
ate social cohesion that induces individuals to enact the shared meaning. In other words,
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they collectively mold the view of reality. Without a common base experience that has cre-
ated emotional commitment between the parties, the collective action would be difficult. It
would be difficult since social interaction always involves beside knowledge sharing also
frustraticns, fear of losing control, anger, and other ernotions that are not easy to express if
the otber party is not known very well. In case you don’t know each other, the more general
social norms advise you to avoid conflicts and thus to keep the decisions to yourself. Thus,
genuine colleclive action that requires that socially not so nice things and emotions are
handled is forgotien. In collective action entrepreneurs try to enact an opportunity throngh
small steps of emotionally very close social interaction and interpretation (Larson and Starr
1993). As a whole, it could be proposed that emotional commitment is crucial to collective
action. Hypothesis 10c: The higher the commitment to relationship quality between
entrepreneurs and people who are able to advise them in opportunity recognition, the
more intense is the collective action of entrepreneurs. The above influences are illus-
trated in Figure 18.

Intellectual capital Opportuniry recognition

+ behavior
| Amount of interaction
y +
| Closeness of lies | Collective action
| Commitment lo lies |__,_t—//4'

Figure 18. Influences of social capital variables on innovative behavior.

Summarizing what has been presented above, it is hypothesized that social capital should
intensify opportunity recognition behavior. To illustrate this Figure 19 is presented.

Social capital . Opportuniry recognition behavior
) Knowledge acquisition

Amount of sgeial interaction — Competitive scanning

Closeness of relational tics Ir z P Prozctive searching

Commitment to relationship quality —P Innovarive behavior

> Collective action

Figure 19. Hypothesized effects of the social capital variables on opportunity recognition
behavior variables.
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3.2.3. Conceptual framework of the environmental dynamism of enirepreneurs in
opportunity recognition

Above it has been pointed out that the environmental dynamism of entrepreneurs affects
opportunity recognition behavior. But it still remains open how the environmental dyna-
mism affects it? Therefore, the following question should be asked: what are the effects
more precisely? Next, some hypotheses of the impact of environmental dynramism on op-
portunity recognition behavior are presented.

The impact of environmental dynamism on opportunity recognition

The purpose of the following pages is to suggest, based on the above literature review of
opportunity recognition, hypotheses about the relationships between the environmental dy-
namism and opportunity recognition variables. The overall hypothesis is that environ-
mental dynamism should increase opportunity recognition behavior because environmental
dynamism leaves knowledge gaps and, thus, possibilities to grasp them. This is to be tested
through the more specific hypotheses which are presented next. The variable of environ-
mental dynamism is not divided into snb-variables. The variables of opportunity recogni-
tion are knowledge acquisition, competitive scanning, proactive searching, innovative be-
havior, and collective action.

Hypotheses 11a—11e: effects of environmental dynamism on knowledge acquisition

Environmental dynamism > knowledge acquisition. Cooper (1981) already identified
the importance of environment and suggested that economic conditions, such as availabil-
ity of venture capital, examples of entrepreneurial action, opportunities for interfirm con-
sulting, and availability of services, affect knowledge acquisition of opportunities. Chris-
tensen and Peterson (1990) and Christensen et al. {1994) argue that environmental changes
strongly affect knowledge acquisition of entrepreneurs because changes make it possible to
find profitable opportunities. Ray (1992) has clearly shown that environment affects
knowledge acquisition. He studied opportunity recognition in international context and no-
ticed that entrepreneurs were very active knowledge acquirers because of the dynamic na-
ture of international business. Cadotte and Woodruff (1994) propose that entrepreneunrs
should analyze their environment carefully in order to be able to make decisions. Hills and
Luropkin (1997), Hilis et al. (1997), and Hills and Shrader (1998) indicated that entrepre-
neurs were more active information searchers when the environment was lively. Shane and
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Venkataraman (2000) have suggested that the environments of entrepreneurs are different
in respect of knowledge distribution, and this affects knowledge acquisition. On the basis
of the above, the following hypothesis is presented: Hypothesis I11a: The higher the
amount of environmental dynamism perceived by entrepreneurs in opportunity rec-
ognition, the more intense is the knowledge acquisition of entrepreneurs.

Environmental dynamism > competitive scanning. Kirzner (1979, 1981} in his seminal
studies has proposed that environmental dynamism and knowledge gaps cause entrepre-
neurs alertly to scan compelitive opportunities. Long and McMullan (1984) proposed that
possibilities in an environment lead entrepreneurs to scan first in opportunity recognition
process the competitive arena. De Koning and Muzyka (1996) found that environmental
dynamism affected entrepreneurs so that they carefully scanned the market and competi-
tively tried to find big enough niches. Christensen and Peterson (1990) and Chnstensen et
al. (1994) claimed that environmental dynamism guides entrepreneurs to analyze the mar-
ket carefully and that in the pre-vision phase entrepreneurs scan the environment and look
for their existing knowledge in order 10 get an understanding of the situation. This means
that an entrepreneur creates his/her orieatation to the competition. Kaish and Gilad (1991)
showed how environmental dynamism made entrepreneurs very alert to risk cues in a mar-
ket. Cadotte and Woodruff (1994) propose that scanning environmental dynamism leads 10
more detailed competition and market analyzing. All the above studies stress that environ-
mental dynamism produces knowledge gaps and possibilities and thus it increases competi-
tive scanning of opportunities. Thus, the following hypothesis is presented: Hypothesis
11b: The higher the amount of environmental dynamism perceived by entrepreneurs
in opportunity recognition, the more intense is the competitive scanning of entrepre-
neurs.

Environmental dynamism = proactive searching. Cooper (1981) was the first who
claimed that entrepreneurs “fesl” what is happening around them in the business arena and
sense future developments based on these feelings of changes. Hills (1995) also pointed out
that entrepreneurs were using the information that changes in Lhe environment produced
merely in order to sense what was going to happen. Rea et al. (1999) suggest that environ-
mental changes, which entrepreneurs perceive start the opportunity recognition process, in
which the first phase is Lo proactively vision the possible future state. This is in line with
Baron’s (1998) study, in which he showed that environmental dynamism around them
doesn’t make entrepreneurs regret what could have been but vision what would be. Mar-
tello (1994) also indicated how entrepreneurs have skills to interpret changes around them
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into visions of a future opportunity. Based on the above, the following hypothesis is pre-
sented: Hypothesis 11c: The higher the amount of environmental dynamism perceived
by entrepreneurs in opportunity recognition, the more intense is the knowledge ac-
quisifion of entrepreneurs.

Environmental dynamism -» innovative behavior. Gilad (1984) already proposed that
entrepreneurs tum environmental dynamism into innovative behavior, in which new ways
of doing businesses are created. This is in line with Czsickzentmihalyi’s (1997} more gen-
eral view of how innovations are created. He sees that creative individuals have a skill to
read the symbolic system of that particular culture, e.g. a particular industry. Hills et al.
{1999) saw that environmental knowledge gaps were fuel for entrepreneurs’ inpovative
play. Hills and Lumpkin (1997) found then that sometimes entrepreneurs can even cause
environmental dynamism by bringing ideas from other disciplines to another discipline and
by that innovate new kinds and novel oppertunities. Last, Manimala (1992) showed how
high-innovative entrepreneurs scanned more widely environmental dynamism in order to
be able to innovate novel ideas. On the basis of the above, the following hypothesis is pre-
sented: Hypothesis 11d: The higher the amount of environmmental dynamism perceived
by entrepreneurs in opportunity recognition, the more intense is the innovative be-
havior of enirepreneurs.

Environmental dynamism - collective action. Jobhannisson (1988) sees that environ-
mental dynamism causes entrepreneurs to be unable to understand the situation only by
themselves. Thus, they get involved in collective action through which the dynamism is
sense-made (see also Weick 1979). Steyaert et al. (1996) noticed also that environmental
dynamism is handled through collective action. Burt (1992, 1997) and Krackhardt (1995)
suggest that environmental dynamism supports collective action because it is a vehicle 1o
make the situation understandable. Christensen et al. {1994) see that environmental dyna-
mism causes collective action because one person’s informnation is too narrow. On the basis
of the above, the following hypothesis is presented: Hypothesis 11e: The higher the
amount of environmenlal dynamism perceived by entrepreneurs in opportunity rec-
ognition, the more inlense is the collective action of entreprereurs.

If the above presented discussion is summarized, it is hypothesized that environmental dy-
namism should intensify opportunity recognition behavior. To illustrate this Figure 20 is
presented.
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Environmental dynamism Opportunity recognition behavior

Knowledge acquisition

Compelilive scanning

Environmental dynamism + Proaclive searching

Innovative behavior

Collective action
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Figure 20. Hypothesized effects of the environmental dynamism on the opportunity recog-
nition behavior variables.

3.2.4. Conceptual framework of opportunity recognition bebavior in performance
creation

Above was suggested that performance reflects the value that opportunity has created.
Thus, it is argued that opportunity recognition creates value measured as performance. The
aim is to suggest relationships between opportunity recognition behavior and performance.

The impact of opportunity recognition behavior on performance

The purpose of the following pages is to suggest about hypotheses how opportunity recog-
nition behavior should affect performance. The overall hypothesis is that opportunity rec-
ognition behavior should enhance performance because the business concept of the venture
is created mainly in the phase of opportunity recognition, This is to be tested through the
more specific hypotheses, which are presented next. Opportunity recognition variables are
knowledge acquisition, competitive scanning, proactive searching, innovative behavior,
and collective action. The performance variables are growth and newness value.

HBypotheses 12a—12e: effects of opportunity recognition behavior on growth

Knowledge acquisition - growth. Miller (1987) showed that knowledge acquisition en-
hances growth. He indicated that those individuals who achieved higher growth made more
analyses and planned more. Timmons (1994) has presented ways how to acquire knowl-
edge in opportunity recognition. He argues that knowledge acquisition is very important in
order to be able to grow. Sapienza and Grimm (1997) suggested planning 1o be positively
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related to performance. On the basis of the study by Zahra and Neubaum (1998), it is also
possible to suggest that knowledge acquisition is connected with growth. Wiklund (1999)
also pointed out results indicating that knowledge acquisition creates growth. Woo et al.
(1992) came to an interesting conclusion. They showed that entrepreneurs with higher
growth acquired more information from their bankers and accountants and low-growth en-
trepreneurs from books. This shows that high-growth entrepreneurs count on information
that comes from the “field” and don’t so much rely on "official truth”. The above presented
facts also suggest that high-growth entrepreneurs spend more time gathering information
because they don’t trust that already collected data-bases (books) are suitable in their own
situation but that they must collect it by themselves through their relationships. Hypothesis
12a: The higher the degree of knowledge acquisition by entrepreneurs in opportunity
recognition behavior, the more intense is the growth of the venture.

Competitive scanning - growth. Miller (1987) indicated in his interesting study that
competitive scanning was characteristic of those individuals who had created growth com-
pared with those who had not achieved growth. This was also pointed out by Wiklund
(1999). Timmons (1994) in his book has stressed heavily how to scan competition in order
to create future growth. He claims that by knowing the competitive arena a profitable gap
could be found and growth created. Zahra and Neubaum (1998) studied the links berween
entrepreneurial orientation, environmental adversity, and performance. They indicated that
entrepreneurial orientation is linked to high growth. As one part of entrepreneurial orienta-
tion is aggressive competitive scanning, it is thus possible to argue that competitive scan-
ning enhances growth, then. Covin et al. (1999) showed that ventures that concentrated
more on competitive and market problems grow faster. Knight (2000) again showed that
marketing strategy affects growth. He found that aggressive marketing orientation is con-
nected with growth. This suggests that competitive scanning should enhance growth. Hy-
pothesis 12b: The higher the amount of competitive scanning by entrepreneurs in op-
portunity recognition behavior, the more intense is the growth of the venture.

Proactive searching = growth. Miller (1987) found support for the claim that proactive
searching enhances growth. Hamel (1999) has also argued interestingly that proactive
searching of future possibilities strongly affects growth. He studied the ways of doing busi-
ness in Silicon Valley and concluded that novelty and creativity aimed at finding constantly
the future state drives companies to growth. On the basis of the results reached by Wiklund
(1999} it is also possible to say that proactiveness should support growth. Covin et al.
(1999) indicated that pioneering proactive searchers created more growth than followers.
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Hypothesis 12¢: The higher the amount of proactive searching by enfrepreneurs in
opportunity recognition behavior, the more intense is the growth of the venture.

Innovative behavior = growth. Timmons (1994) has maintained that innovative behavior
is crucial in order to find opportuaities that have growth potential. He argues that opportu-
nities should be evaluated by studying their growth potential. But he also stresses that in-
novative behavior is only the starting-point of growth creation. However, the above sug-
gests that innovative behavior should enhance growth. Zahra and Neubaum (1998) also
stress that innovative behavior should support growth. Hamel (1999) showed how innova-
tive playing is needed to create growth. Too often, according to him, ventures and indi-
viduals are orienting towards used ideas instead of finding new ones (see Wiklund 1999).
Hypothesis 12d: The higher the amount of innovative behavior by entrepreneurs in
opportunity recognition behavior, the more inlense is the growth of the venture.

Collective action -» growth. Miller (1987) pointed out that collective action affects
growth. He showed that social bargaining increased growth significantly. Woo et al. (1992)
indicated that high growth entrepreneurs compared with low growth entrepreneurs gathered
knowledge more socially. Sapienza and Grimm (1997} found that entrepreneurs who were
open to the context achieved higher growth. Burt (1992) has proposed that collective aclion
is behavior that creates return on investment. He claims that growth is achieved by collec-
tive discussion with the network and searching for opportunities. Thus, collective action
should increase growth. Tsai and Ghoshal (1998) proposed that collective action should
enhance value creation. The results they achieved support the above claim. Hypothesis
12e: The higher the amount of collective action by entrepreneurs in opportunity rec-
ognition behavior, the more intense is the growth of the venture. The above influences
of opportunity recognition behavior variables on growth are illustrated in Figure 21.

Oppormunity recognition behavior Performance

| Knowledge acquisition

Izompctitive scanning

| Proaclive searching l Growth

| Innovative behavior

Eollccﬁve action

Figure 21. Influences of opportunity recognition behavior variables on growth.
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Hypotheses 13a-13e: effecls of opportunity recognition behavior on the newness
value of a venture

Knowledge acquisition > newness value. Tsai and Ghoshal (1998) studied the relation-
ship between social capital and value creation and how knowledge acquisition through net-
works was used to create product innovations. They found significant results showing that
active knowledge acquisition through social networks affects positively product inno-
vations that have newness value. Hypothesis 13a: The higher the amount of knowledge
acquisition by entrepreneurs in opportunity recognition behavior, the higher is the
newness value of the venture.

Competitive scanning - newness value. Sandberg and Hofer (1986) indicated that orien-
lation to competition and how it is planned to compete strategically affect the newness
value of firms. Zahra (1993) indicated Lhat competitive scanning would increase newness
value. According to him, knowledge of a market encourages entrepreneurs to new product
development. Competitive scanning is used to be able to pioneer products and services that
have newness value to customers. Hypothesis 13b: The higher the amount of competi-
tive scanning by entrepreneurs in opportunity recognition behavior, the higher is the
newness value of the venture.

Proactive searching -> newness value, Burt (1992, 1996) stresses that proactive search-
ing of gaps is needed to create future value, i.e. newness value, Zahra (1993) also suggests
that proactive searching is important in creation of newness value of ventures. The study by
Covin et al. (1999} pointed out that proactive pioneers created products that had more
newness value. Hypothesis 13c: The higher the amount of proactive searching by en-
trepreneurs in opportunity recognition behavior, the higher is the newness value of
the venture.

Innovative behavior -> newness value. Berthon, Huibert, and Pirt (1999) argue that it is
often seen that customers prefer those products and services that have newness value 10
them, and that this newness value is created by innovative creation by individvals. This
suggests that innovative behavior might enhance newness value. This is possible to suggest
based on Hills (1993) study as well as he pointed out that those entrepreneurs who had cre-
ated value to their customers spend a lot of time to innovate new ideas. Hypothesis 13d:
The higher the amount of innovative behavior by entrepreneurs in oppertunity ree-
ognition behavior, the higher is the newness value of the venture.
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Collective action ~» newness value. On the basis of the r_e_search by Burt (1992, 1997) it is
possible to say that collective action should support newness value. He proposes that col-
lective action introduces the latest knowledge of the domain from many points of view, and
makes it thus possible to create value that is new Lo receivers. Leana and Van Buren (1999)
argue in addition that collective action creates value. Based on their research, collective ac-
tion should ephance the newness value of a venture. Hypothesis 13e: The higher the
amount of collective action by entrepreneurs in opportunity recognition behavior, the
higher is the newness value of the venture. The above influences of opportunity recogni-
tion behavior variables on newness value are illustrated in Figure 22.

Opportunity recognition behavior Performance

rl(nowledge acquisition

l Compelilive scanning F\
+

L
| Proaciive searching |

Newness value

l Innovative behavier

[ Colleciive action

Figure 22. Influences of opportunity recognition behavior variables on newness value.

Sumrmarizing the above argumentation, it is hypothesized that opportunity recognition be-
havior should increase performance. To illustrate these hypotheses Figure 23 is presented
below.

Opportunity recognition behavior Performance
Knowledge acquisition

Compelitive scanning |—-’ Growth
Proactive searching +

Innovative behavior L. Newness value
Collective aclion

Figure 23. Hypothesized effects of opportunity recognition behavior variables on perform-

ance variables.




130

3.2.5. Summary of the hypotheses

ACTA WASAENSIA

All the above hypotheses are summarized in Figure 24 below. Summary of the hypotheses

shows that all the relationships of the variables are hypothesized to be positive. This is so
because untl now previous research has tried to find issues that support opportunity recog-
nition. Thus, in this study too there are relationships that are thought to be positive, because
the main purpose of the study is to find out which of the relationships stay significant when
put together in the same model. However, it is suggested here that in the near furre also
those things should be studied that decrease the likelihood of opportunity recognition.

Summary of the hypotheses is also presented in Appendix 1.

Intellectual capital

- Domain knowledge

- Formal knowledge

- Management experience
- Intrinsic motivation

- Creativity

QOpportunity recognirion

behavior:

Social capital:
- Amount of interaction

- Closeness of ties
- Commitment 1o Ogs

Knowledge acquisition
Competitive scanning
Proactive searching

Innavative behavior

Performance:

Growth
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4

Collective action

Environmenial
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Figure 24. Hypothesized madel of the study.
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4. METHODOLOGY

In the previous part of the study the aim was to give an introduction, set forth research
problem, define the main concepts and the scope of the study, review previous research,
and set forth hypotheses. The objective of this chapter is to describe the methodological
choices to collect data to test the hypotheses empirically. The chapter consists of the re-
search approach, descriptions of the population, the questionnaire and the pilot test, the
mailing process and response pattern, non-response analyses, statistical methods, construct
operationalizations, and reliability and validity analyses.

4.1. The research approach

In this study the choice has been to use the nomothetic research approach. The other possi-
ble choices might have been, e.g. a case-study approach, triangulation, a narrative ap-
proach, an ethnographic approach, a more traditional qualitative study based on interviews,
actiop-based research, or even experiments. The above choice was made because the pur-
pose of the study is to clear the many-faceted picture of the phenomenon. In the field of
opportunity recognition research has been done for quite long and it is time to collect the
knowledge and test it as a whole. The situation could be described by saying that a Iot of
research has been done without a strong theoretical basis and the result is that now there
exist in the field many types of frameworks and fragmented knowledge. The best approach
to deal with this and to organize the knowledge is to use a nomothetic approach.

This doesn’t mean that the other approaches aren’t usable or important. For example, it is
very important that the results of this study are investigated more deeply in the future by
using more qualilative methods. Also it is clear that in the forure it is important to study
more closely intellectual, social, environmental, and behavioral processes and how these
processes interact in opportunity recognition by using, for instance, a case-study approach.
Overall it is not sugpested here that the research approaches are either better or worse bul
that the choice of research approach depends on what is the purpose of the study. It is pro-
posed here that the purpose of this particular stdy justifies the use of a nomothetic ap-
proach, in which previous research is reviewed very closely, based on the suggested hy-
potheses to be tested, using quantitative methods to test hypotheses, and trying to general-
ize the results. This type of approach makes it possible to screen out the non-significant
factors and to find the most important factors for more qualitative studies in the future.
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The above choice means that this study belongs in the objectivistic realm (cf. Burrell and
Morgan 1979). This means that the below presented assumptions are accepted although in
this study the point of departure is somewhere in between of objectivism and subjectivism.
However, the accepted ontological assumption is realism. Thus, social reality is understood
to be the reality outside the experiences of human beings. Further, the epistemological view
of this research is positivism. Knowledge I positivistic research is interpreted as firm, re-
searchable, and transmittable. Human nature, in turn, is in objectivist approach determinis-
tic. This type of view of human beings indicates that individuals don’t have free will to
build up their own lives. Instead, people are a part of existing nature, which determines
what people do and how they act. On the basis of the above assumptions of reality, knowl-
edge, and human nature, objectivism strives to use the nomothetic approach as research
methodology. Nomothetic research tries to discover general laws in phenomena. In this
study this is done by deductive hypothesis testing. Previous suppositions are, nevertheless,
not accepted as unguestionable truth. It is recognized that reality has nominalistic, knowl-
edge anti-postivistic, human nature voluntaristic, and methodology ideografic features. The
focus of the study is still more on objectivism than on subjectivism.

Although the objectivistic standpoint is reasonable in this study, it is only one side of the
coin. Phenomena have to be examined from the subjectivistic point of view too in order to
really understand what we are trying to explain. This contradiction is noticed and, thus, this
study is not giving full answers to the questions asked. This type of thinking might not be
orthodox from the objectivistic school point of view, but it follows the opinions of many
researchers. Turbulence and changes in the world and its complex phenornena have proba-
bly been the sirongest influencing factors causing objectivism to lose its position as the
“right way” to do research. This doesn’t mean that phenomena can’t be studied any more
using a nomothetic approach. It means rather that recognition of the complexity of phe-
nomena has brought into focuss the problem of generalizing, as individuals, groups, collec-
tives, countries, etc. compared with each other act very differently. Thus, general laws are
difficult to find, though they might exist in a more complicated form than we have thought.
Phenomena are probably not so simple as objectivists want to believe but this doesn’t mean
either that they are fully subjectivistic without more general laws below the surface.

The choices made due to an objectivistic research approach are as follows: 1) The re-
searcher stays distant from individuals under investigation. By his doing this validity will
improve as subjective interpretations and influences are restricted. 2) The sample is quite
big and it is studied cross-sectionally. This makes it easier to generalize results. 3) Theory



ACTA WASAENSIA 133

comes before data. Leaning on theory enables the researchers to form testable hypotheses
and further develop theory cumulatively. 4) Knowledge development happens through hy-
pothesis testing. 5) The aim of the study is to verify the authenticity of examined theories.
Verifying is done, not falsification, because opportunity recognition as a research field in-
side entrepreneurship is just developing. (Easterby-Smith, Thorpe, Lowe 1991}

4.2. Population

The population under study consists of new firms established in 1998 in Finland, and spe-
cifically in the regions of Jyviskyld, Oulu, and Vaasa in the industry sectors of metal indus-
try and the information and communication technology (ICT) industry. The population was
drawn from the Trade Register of Finland (Kaupparekisteri in Finnish). The Trade Register
was used in order to locate the firms because it is the most comprehensive database on of-
ficially established firmns in Finland. It contains information on roughly 470 000 Finnish
businesses and organizations (see internet pages of the National Board of Patents and Reg-
istration in Finland: http://www.prh.fi). This database was very useful to this sudy because
all the new firms must be registered in the Trade Register in Finland. Thus, all the officially
established ventures are to be found in the Trade Register. It is also a very reliable database
because it is managed by governmental authorities (National Board of Patents and
Registradon in Finland). The Trade Register offers such information as contact
information, contact persen, name of the firm, description of the business of the firm, year
and month of registration, and location. Using this information the above population was
possible to select from the database. Because new finms established in 1998 were chosen,
most of the contact information was comrect. What was unknown could be checked from
phone books and via the Internet. Thus, it was possible to locate the contact information of
all 223 firms. In addition, the Trade Register offers information on the firms that have
ended their businesses. This information was very helpful in excluding those firms from
the population. These firms were excluded from the population because it is probably very
difficult, though interesting, to get information about those entrepreneurs who have been
unsucecessfol.
The population was defined by three criteria: First, it was decided that the firms must be es-
tablished in 1998. This year was chosen because often it is thought that at least two years
are required before it is possible to say that the business has survived (see, e.g. Timmons
1994). Therefore, younger firms were excluded because it is possible that the business op-
_portunities of those have not been real but just ideas without real business potential. Older
firms were also excluded because it is very probable that entrepreneurs don't remember any
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more how they were been behaving in opportunity recognition period if the questions con-
cem issues older than two years. It is still possible that a firm has been registered in the
Trade Register but doesn’t have any real business actions. Also it is possible that a firm has
changed its type of activity (e.g. from limited partnership to limited company) or the owner
of the company has changed, in which case the firm is registered as a new firm in the Trade
Register. These situations mean that officially new firms have been established but in real-
ity business opportunities have not been recognized and new businesses have not been cre-
ated. These situations were checked by using information from the Intermet and by asking
in the survey about the issues. The firms representing the above situations were excluded
from the study.

Second, firms in the regions of Jyvidskyld, Oulu, and Vaasa were chosen. These regions
were chosen because they are culmrally, economically, and socially quite close to each
other. Still, they are different regions, which might influence resnlts. Thus, it was desirable
that the firms would be culturally, economically, and socially as close to each other as pos-
sible but far enough so that geographical location might show some effects. Hence, other
regions were excluded from the study. The ventures were chosen in respect of their loca-
tion so that, if the officially registered home municipality of a firm was in own of the three
regions, the venture was included in the study. The municipalities of the regions of Jy-
viiskyld, Oulu, and Vaasa are presented in the Appendix 2.

Third, metal- and information- and communication technology firms were chosen. Metal-
and ICT-industry sectors were defined and firms chosen based on the industry categories
presented by Statistic Finland (see industry categories in http://www.stat.fi/thk/tt/lucki-
tukset/tol95.htmi), which is the governmental authority of official statistics. Metal industry
was defined as business activities concerned with refinement of metal (code 27) and pro-
duction of metal products (code 28). The ICT-industry was defined as business activities of
designing, producing, and consulting software products (code 72200}, producing computers
and other information processing equipments (code 3002), producing radio, television, and
telecommunication equipment (code 32), and information processing services (code 72).
These two industries were chosen because they play an in important role of Finnish econ-
omy (see, e.g. Rantala 2001). These two industries were chosen also because they are stil]
quite different. So it would be possible to compare results in two quite different industries
and in this way to more easily generalize the resulls of the study. Metal- and ICT-firms
were chosen so that the descriptions of the firms presented in the Trade Register were first
studied and those that, based on the descriptions, were in metal- or ICT-sectors were se-
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lected. Also those companies which were close to these industries were chosen in this
phase. Second, the Internet, brochures, phone books, classifications of the home munici-
palities of the firms, and other sources were used in order to find out if the firms were
really doing business in the metal- or ICT-sectors. Finally, the industry of the firms was
checked in the survey insrument by asking the entrepreneuwrs to define what the industry of
their firms was.

If concluded, the above criteria were used in order to construct a population that is possible
1o reach as a whole. In this way it was possible to collect data that is more reliable and re-
flects better the whole population and not only the firms thar responded. Although non-
response analyses are used in studies using the sampling logic, it is questionable if the data
reflects the population when the response rate is 20% or even smaller. This smaller popula-
tion was also chosen because in this way it was possible to restrict the other influences that
can not be controlled by the study (e.g. culture or wider trends). The firms under study
were located in regions close to each other, established in the same year, and represented
from two particular industries. Thus, generalizing the results to the population under study
is reliable. If a2 sample of ventures representing a larger population had been studied, then
uncontrollable influences affecting the results could have been too important to be able o
say anything about the phenomenon under study. By using the above referred-to "smaller
population logic”, the quality of the data is better and the results more reliable.

4.3. Questionnaire and pilot test

A 9-page questionnaire was designed based on the review of the literature. Altogether 83
questions were asked under the headings of (1) intellectual capital, (2) social capital, (3)
environmental dynamism, (4) opportunity recognition behavior, (5) performance of young
ventures, and (6) control- and background variables. The original Finnish version of the
questionnaire is presented in the Appendix 3. The same questions are presented below in
the section “‘Construct operationalization” in English.

As a pilot test, three entrepreneurs from firms representing the population filled out the
questionnaire. Jn addition, three colleagues filled out the questionnaire and commented on
it. The entrepreneurs were asked to give feedback on the content, wording, format, and
concepts of the questionnaire. The pilot test led to some modifications being made
concerning the use of words and structures. The main effect was that the wording was
changed and made simpler and more exact. In some questions clarifications of what was
meant by some concepts were included. As a whole, the pilot test showed that the
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some concepls were included. As a whole, the pilot test showed that the questionnaire was
interesting to fill out, short enough, and understandable. The three entrepreneurs in the pi-
lot test were excluded from the population.

4.4. Data gathering process and response pattern

First, the questionnaire was sent in August 2000 to the persons who had established the
companies under study. The names were drawn from the Trade Register of Finland. With
the questionnaire was sent a covering lefter presenting the background and purpose of the
study. The main objective of the covering letter was to motivate enrepreneurs to answer.

Second, these entrepreneurs were contacted by phone, e-mail, or fax after one week re-
minding them of Lhe questionnaire. This procedure resulted that 41 questionnaires being re-
turmed back to the researcher. Two weeks after the first mailing operation the questionnaire
was re-sent to those who hadn’t returned it or not promised to send it in a few days. The
second process resulted in 25 questionnaires being returned by mail and 15 by fax. Thus,
there were 81 answered questionnaires. Six of these were excluded because the firms were
either too old or not operating in the industries under the study.

Third, the procedure was changed because it was clear that no more answers were possible
to get by maijl. The rest of the entreprensurs were contacted by e-mail or by phone. Eleven
of the entrepreneurs answered the questions using e-nail and eight on the phone. In addi-
tion, seven of the entrepreneurs wanted to fill cut the questionnaire so that it required a per-
sonal visit. The researcher tried to be as objective as possible in paying personal visits and
in phone contacts to secure that he didn’t influence the answers. In the phone contacts the
researcher just read the questions and didn’t comment on them any further. Doing personal
visits the entrepreneurs filled out the questonnaires themselves and the researcher was
there just to bring the material and clarify the questions. Afterwards on personal visits the
researcher discussed more openly and freely the issue, if the entrepreneurs wanted to.

Fifth, all the questionnaires were checked in order to find missing values. Only seven items
in five questionnaires were missing. This shows that the questionnaire was easy, clear, and
interesting and that the motivation was successful. The entrepreneurs who hadn’t answered
all the questions were contacted by email, because all the seven were ICT-entrepreneurs
and used to using email, in order to get the missing values. The missing values concerned
four types of issues. The Girst of them asked what was the target when the entrepreneur
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started his/her own company. The next two concerned whether the ways of marketing in
the industry had changed fast. The fourth missing value was related to the home municipal-
ity of the company. The last three missing values were about prior companies the entrepre-
neurs had owned before the recent one. It is possible to see that these don't bias the data
because the missing values are so few and they are so different. The email-procedure made
it possible to et all the seven missing values. Therefore, it is possible to see that there are
no missing values in the data.

A total of 107 firms out of 213 firms thus returned the questionnairz. This means that the
response rate was 50.2 %, which is high compared to usual response rates. Then, if exclud-
ing the above mentioned six firms that were too old or not belonging to the industries under
study, the response rate is 47.4 % and the number of responding firms 101. This is a good
result and makes it possible to draw reliable conclusions. Table 3 presents more specifi-
cally the response pattern of the study.

Table 3. The response patiern of the study.

Nuemnber of firms Percent

Total number of firms in the poputation 226
- the firms excluded because they were in the pilot-lest 3
The firms 1o which the questionnaire was sent 233
‘The firms excluded on the basis of the follow-up calls and emails
- the firms were too old 4
- the firms could not be contacted despite
checking their conlact information 5
- the firms were not independent 1

10
Maximum sample size afier follow-up 213 100.0 %
The firms that explicitly refused to respond 22 103 %
The firms that did not respond but did not explicitly refuse to do so 84 395 %
The firms that returned a filled questionnaire 107 502 %
The firms excluded from the sample afier receiving their
responses because
- the firms were too old 4
- the firms were not cperating in the selected industries 2

6

Number of vsable responses 101 474 %
Usable responses received by
- mail 62 61.4 %
- fax i3 129%
- email 11 10.9 %
- phone ) 8 . 19%
- personal visit in the firm 7 6.9%
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4.5, Non-response analyses

The main problem with mail surveys is that low response rate canses bias in results. In
other words, the response group js significantly different compared with the rest of the
population. In order to test possible non-response bias, respondents and non-respondents
were compared in respect of location and industry. This information was available in the
Trade Register database. The comparison was done by using chi-square analyses. The fol-
lowing Table 4 and Table 5 show that in terms of location there is no statistical difference
between respondents and non-respondents. Thus, the respondents reflect reliably the popu-
Iation in respect of location.

Table 4. Distribution of respondents and non-respondents in terms of location (number of
firms and percentage within each region).

Location Respondents Non-respondents
Region of Jyviskyld 33(38%) 54 (62 %)
Regicn of Oulu 22 (50 %) 2250 %)
Region of Vaasa 46 (50 %) 46 (50 %)
Total 101 (45 %) 122 (55 %)

N 223 Missing 0

Table 5. Comparison of respondents and non-respondents in terms of location (chi-square

test).
Value df Significance (two-tailed)
Pearson chi-square 3.20 2 21
N 223 Missing 0

In terms of industry there is no statisticat difference either. Thus, respondents reflect relia-
bly the population in respect of industry. Table 6 and Table 7 below indicate this.

Table 6. Distribution of respondents and non-respondents in terms of industry (number of
firms and percentage within industry sector).

Industry Respondents Non-respondents
ICT 48 (47 %) 54 (53 %)
Meial 53 (44 %) 68 (56 %)

Total 101 (45 %) 122 (55 %)

N 223 Missing 0
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Table 7. Comparison of respondents and non—respondeni_s in terms of industry (chi-square
test).

Value df Significance (two-1ailed)
Pearson chi-square 237 1 .63
N 223 Missing 0

Further, non-response bias was tested by comparing early respondents with late respon-
dents. First, early- and late respondents were studied in terms of gender of founders, loca-
tion of firms, and industry of firms. Chi-square apalysis didn’t show any significant differ-
ences. Table B below indicates these results.

Table 8. Comparison of early (first 51) respondents and late (last 50) non-respondents in
terms of sex of founders, location of firms, and industry of firms (chi-square tests).

Chi-square value di Significance (two-lailed)
Gender of founders 40 1 53
Location of firms 20 2 50
Industry of firms 32 2 74

N 101 Missing0

Early and late respondents were, in addition, compared in terms of age of founders, initial
capital, number of employees in the beginning, and radius of business. The results of one-
way ANOVA analyses didn't show any significant differences. Table 9 below indicates
these results.

Table 9. Comparison of early (first 51) respondents and late (last 50) non-respondents in
terms of age of founders, initial capital of firms, number of employees in the beginning,
and radius of business in the beginning (one-way ANOVA).

F valug Significance
Age of founders 53 AT
Inivial capitat of firms .63 43
Number of employees 63 42
Radius of business 18 68

N 101 Missing 0

On the basis of the above results of non-response analyses, it is possible to say that the data
which it was possible to collect, representatively illustrates the whole population.
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4.6, Statistical methods

The statistical methods that were used in this sudy were‘_factor analysis, multple regres-
sicn analysis, and structural equation modeling. Factor analysis was used to lest unidimen-
sionality of studied constructs and multiple regression analysis and stuctural equation
modeling to test the hypotheses of the study. In the following section the main principles of
these methods are briefly presented.

4.6.1. Factor analysis

Factor analysis in general is a method of studying what kind of dimensions describe the
phenomenon and how these dimensions could be interpreted (Alkula, Pontinen, and
Ylsstalo 1995). For example, it could be first studied what kind of different issues pull and
push entrepreneurs to establish ventures, second these issues could be categorized into
more general motivational dimensions {factors), and third the dimensions could be inter-
preted as certain kinds of motivations. Thus, it is possible to get a rough picture of the mo-
tivational factors pulling and pushing entrepreneurs jnto establishing new ventures. Factor
analysis is a Iinear model explaining the relationships between independent and dependent
variables. However, it is somewhat different from regression models. In factor analysis the
dependent variables are a set of empirically measured variables (in the above pulling and
pushing factors) while independent variables are thought to be dimensions (factors) that are
not known beforehand (in the motivations above). The main claim of factor analysis is that
factors cause covariation among the observed variables. Thus, a set of variables correlates
with each other and define a factor that could be interpreted to be a certain construct. Fur-
ther, factor analysis assumes that the number of these factors is less than the number of ob-
served variables. Thus, factor analysis draws a simpler picture of the phenomencn than it is
possible to show by using all the measured variables.

Schumacker and Lomax (1996) state that factor analysis in general attempts to show which
set of variables having common variance-covariance characleristics define a construct. To
do this researchers use two alternative techniques: (1) confirming technique or (2) explor-
ing technique. In confirming technique the artempt is to confirm that a certain set of vari-
ables defines a construct (a factor). In exploring technique, again, the attempt is to explore
how variables are related to factors. In other words, confirming technique aims at establish-
ing that a set of variables defines a certain factor while exploring technique searches all the
possible variables that define factors without a previous picture of the factors. This study
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uses exploring technique to find out if those factors are to be found that it were suggested
in the theory. In other words, it is studied whether the variables in the questionnaire define
factors that could be interpreted as those that are presented in the theory. Factor analysis is
used in this study to define latent theoretical constructs. In other words, it was studied
whether the theoretical constructs were independent, or uncbservable (cf. Schumacker and
Lomax 1996; Yli-Renko 1999). In this type of use, factor analysis tests the reliability of a
construct, and thus could be used together with Cronbach’s alpha coefficient. This study
uses both to assess reliability of constructs and to make sure that a certain set of variables
defines a certain factor (a certain construct).

Thus, on what basis should the factors and the variables be chosen in the model? This
study uses eigenvalues to measure the variation of the data a facior is explaining. Eigen-
value of a factor is measured so that the factor loadings of the variables of the facror are
squared, summed, and divided by the number of variables. The eigenvalue of the factor
shows how important an explanatory factor the factor is in the model. The common rule is
that factors having eigenvalues under 1.00 should not be used in a model. The reason for
this is that a smaller eigenvalue of a factor explains variation more weakly than a single
variable. Another often vsed rule is that only those variables that have factor loadings of
0.60 or higher on a primary dimension and 0.40 or lower on any other dimension are ac-
cepted. If this rule is followed, the factors (constructs) are uncbservable, i.e., don’t corre-
late too much with each other. The above rules are used in this study to test constructs, to
make sure that constructs are really reliable and unobservable, and as a basis for extracting
the factors. The most used method to extract factors is principal component analysis {Aczel
1996). This study uses this method. Often the faclor solutions obtained by principal com-
ponent analysis are rotated in order to find as good loadings as possible. Here in this srady
VARIMAX rotation is used, which tries to produce factor loadings that load as high as
possible on one factor and as low as possible on other factors.

In the following analyses, then, the factors were used as Likert-scale sum-variables. Multi-
collinearity is the issue that might cause problems in using of sum-variables in further
analyses. Factor scores don’t include this problem but the problems that concern factor
scores are that different rotations of the factor solution could lead to different factor scores
and that the measurement model indicates that the variables are functions of both the com-
mon factors and the measurernent error terms, which causes factor scores to be affecied by
measurement errors. The use of sum-variables was chosen instead of factor scores because
the above problerns of factor scores are quite severe and because sum-variables are easier
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1o construct and use. In addition, the AMOS-program was used in the structural equation
modelling to test multicollinearity. As further analyses show, multicollinearity between the
constructs was 50 low that it doesn’t affect the results significantly.

4.6.2. Multiple regression analysis

Multiple regression analysis is a linear method to explain the effects of several independent
variables on one dependent variable. The general form of a multiple regression equation
could be presented as follows: Yi=a + biXj; + bXa + ... Xy + ¢;, where Y, indicates the
dependent variable for abservation i, b1 Xy; — biXis stand for the independent variables, a is
the constant variable, and €; is the observed error, that is, the variance not explained by the
independent variables. Multiple regression analysis is based on the following assumptions:
(1) variables are quantitative, (2) relationships between variables are linear, (3) effects are
additive, (4) there are more observations thar variables (5) sample observations are inde-
pendent, and {6) error term is normally distributed (Alkula et al. 1995). The most used
method for estimating the regression equation is the least square method (Alkula et al.
1995; Yli-Renko 1999). The least square method minimizes the sum of the squared resid-
ual vertical distances between the observed data points and the regression line (Yli-Renko
1999). This could be seen to imply that parameter estimates are chosen so that residuals are
as small as possible (Alkula et al. 1995). This study uses the least square method.

In regression analysis the statistical significance of coefficient by is tested by using the t-
test. The t-test tests how many standard errors the coefficient is from zero. If the result of t-
test is that the p-value of the coefficient is below 0.05, the coefficient is significant. Alkula
et al. (1995) recommiend the use of standardized regression coefficients (beta) as indicators
of explanatory power when the variables don’t have natural scales (e.g. years or kilograms)
and when it is desirable to compare the explanatory power of different coefficients. Stan-
dardized beta values are relative values making the comparison of effects possible. It is
calculated for each independent variable so that the regression coefficient is multiplied by
the ratio of the standard deviation of the independent variable to the standard deviation of
the dependent variable (Yli-Renko 1999). The beta values vary between zero and one, and
the closer the value is to one, the more explanatory power the independent variable has.

Multicollinearity of independent variables is ofien a problem in regression analysis. Multi-
collinearity means that independent variables correlate with each other. Multicollinearity
causes independent variables not to remain independent and the varables 10 mask each
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other’s effects. Thus, the beta in the regression equation might be higher or lower than it is
in reality because some other variables might strongly affect the independent variable.
Kennedy (1992), for example, has recommended that the correlations between independent
variables shouldn’t be higher than 0.80. Multicollinearity could also be analyzed by using
tolerance- and VIF-values. The tolerance value shows the degree to which the variable is a
linear combination of other variables. The VIF-value (variance inflation factor) is, then, the
reciprocal of the tolerance value. Tolerance values below (.10 and VIF-values above 10.0
indicate high multicollinearity.

R* measures how much of the variation of a dependent variable is explained by the combi-
nation of independent variables. The adjusted R? shows the explanatory power of the model
comrected for degrees of freedom. This means that the number of independent variables and
sample size are taken into account. Thus, it could be concluded thar R* measures the ex-
planatory power in the sample while adjusted R? shows explanatory power that could be
generalized Lo the whole population. Adjnsted R?is the most used measure of explanatory
power of the model. It is also recommended to use R? when it is used Likert-scales, i.e. not
natural scales (e.g. years or kilograms). Thus, this study uses adjusted R? to measure the
explanatory power of the model. The statistical significance of the model is measured in
regression analysis by using the F-test of the analysis of variance. The model under study
could be seen to be significant when a F-test shows the significance level below 0.05.

4.6.3. Structural equation modeling

Structural equation modeling is a multivariate method of studying many dependence rela-
tionships at the same time in one model (Schurnacker and Lomax 1996). If compared with
regression analysis, this means that it is possible to have several dependent variables. Thus,
it is possible to have dependences between the independent variables and mediating and
moderating variables in the studied model. Thus, it is possible to study more holistically
how the suggested mode] fits the empirical data.

Schumacker and Lomax (1996) recommend that structural equation modeling should be
strictly guided by theory. This is proposed because in the structural equation modeling it is
very easy to “play” with possible dependences and search for the best fit to the empirical
data. Especially the modern statistical packages make it possible to try all kinds of different
possibilities and to find a model that fits to the empirical data without regarding whether is
it theoretically reasonable. Althongh the fit might be good, the model can be totally irrele-
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vant because it is a result of imagination. It is like a surrealistic painting which at the first
glance looks like a naturalistic image of nature but when looked at again proves to distort
the world significantly (think, for example, of the paintings by Salvador Dali). In the pre-
sent study the hypotheses are derived from theory and the structural equation modeling is
used to test whether these hypotheses in the model hold when put simultaneously into the
same model. This logic is confirmatory. Exploratory logic could also be used as far as the
exploring is based on theoretical reasoning. This study doesn’t use exploratory logic.

In the stmictural equation modeling the same assumptions as in regression analysis should
be followed. The most important requirements are that observations should be independent
and relationships linear. In the structural equation modeling independent variables are
called exogenous and dependent variables and variables acting as independent and depend-
ent endogenous. Multicollinearity is 2 problem when correlation between exogenous vari-
ables is higher than 0.80 (Schumacker and Lomax 1996).

In the stuctural equation path diagrams below observed (measured) and unobserved (un-
measured) variables are presented (see, e.g. Figure 25). In these path diagrams squares rep-
resent observed variables and circles unobserved variables. Unobserved variables are in
structural equation modeling also called as latent variables. In the path diagrams below the
correlations are represented as bi-directional arrows. This means that the constructs have a
relationship, but the relationship doesn't have explicitly defined direction. For example, in
Figure 25 it is thought that formal knowledge and creativity have a relationship but neither
of them has a causal effect on the other. This choice between causal and non-causal rela-
tionship in the models is based on theoretical work before empirical model testing. Some
relationships between the exogenous variables have not been presented because they didn’t
increase model fit. Close to this bi-directional arrow is presented 2 figure representing the
correlation between the constructs. Single-headed arrows, again, in the path diagrams indi-
cate the causal relationship between the constructs. The standardized beta coefficient illus-
trates the causal relationship in the path diagrams. Some unobserved (latent) constructs
have been labeled “el1™, “e2” and so on. This means that these constructs are residuals or
error variables. The arrows from error variables are labeled with the number “1”. By this is
meant that the coefficients of those variables have fixed values set at 1.00. The AMOS-
program includes these values by necessity. By this procedure the program set the scale of
measurement of error variables. In addition, close to the endogenous variables is positioned
the R? value (squared multiple correlation) indicating the proportion of variance, which the
exogenous (independent) variables are explaining of the endogenous (dependent) variables.
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The most used method to estimate a structural equation model is the maximum likelihood
method and the most used input data is the covariance matrix. This study uses the maxi-
mum likelihood method and covariance data as input data. In practice, raw data is used,
and the program (AMOS) converts the data into covariances for its own use. In the estima-
tion the covariance matrix of the sample is compared with the covariance matnx predicted
by the model. The similarity of the models indicates a good fit. This shows that the hy-
pothesized model fits the empirical reality well.

As was claimed in the above, the proposed model should be based on theory. Furiher, the
model should be as simple as possible but also include all the relevant relationships
(Schumacker and Lomax 1996). The characteristics of the model decide whether the model
is possible to identify. The model identification could be tested by analyzing degrees of
freedom of the model. Degrees of freedom are the number of covariances in the input ma-
trix minus the number of estimated coefficients (Y1i-Renko 1999). The model is possible to
identify only when the degree of freedom is zero or higher. If the model is under identified,
then it is not possible to trust the estimates of the parameters. An underidentified model is
possible to become identified if additional constraints are imposed (Schumacker and Lo-
max 1996). First, when the degree of freedom is less than zero, Lhen there is not enough in-
formation in the empirical data matrix to determine uniquely all the parameters in the theo-
retical model. Second, when the degree of freedom is zero, then there is just encugh infor-
mation in the empirical data matrix to determine uniquely alt the parameters in the theo-
retical model. Lasl, when the degree of freedom is higher Lhan zero, then there is more than
one way of estimating a parameter(s) because there is more than enough information in the
empirical data matrix (Schumacker and Lomax 1996).

The fit between the theoretical model and the empirical data is often measured by using
several measures illustrating the fit. A combination of these goodness-of-fit figures should
be used, as the evaluarion of the fit is task specific and subjective (Yli-Renko 1999). This
study uses a combination of four criteria: (1) chi-square, (2) goodness-of-fit index (GFI),
(3) adjusted goodness-of-fit index (AGFI), and (4) normed fit index (NFI) (Schumacker
and Lomax 1996). First, chi-square tests the statistical significance of the entire model.
Chi-square indicates how the covariance matrices of the observed empirical model and the
estimated hypothesized model differ. When the difference is significant (p < 0.05), then the
observed and the estimated covariance matrices differ significantly, and the model should
be rejected. Thus, contrary to the normal use of the chi-square test the attempt is to find as
significant a similarity as possible, and the goodness of fit is acceptable when the statistical
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significance is low (p 2 0.05). Second, the variance and covariance in the observed data
predicted by the hypothesized mode] are measured by using the goodness-of-fit index (GFI)
(Yli-Renko 1999). The GFI-value should be above 0.90 m the hypothesized model to pre-
dict well enough the empirical data (Schumacker and Lomax 1996). Third, the adjusted
goodness-of-fit index is GFI adjusted to degrees of freedom. AGFI values should also be
above 0.90. Fourih, the normed fit index (NFI) is a measure that rescales chi-square into a
0 (mo fit) to 1.0 (perfect fit) (Schumacker and Lomax 1996). NFI values should be above
0.80 o indicate a good fit.

Sample size affects the significance of structural model estimates (Schumacker and Lomax
1996; Yli-Renko 1999), It is proposed that sample size in structural equation modeling
should be 100-200. In this study there are 101 observations, so the sample size is just
enough. Another rule of thumb is that there should be at least five observations per parame-
ter (Yli-Renko 1999). In the intellectual capital model there are 19 parameters, in the social
capital model 17 parameters, in the environmental dynamism model 15 parameters, in the
performance creation modet 16 parameters, and in the combined model 13 parameters.
Thus, the sample size is large enough. (Schumacker and Lomax 1996)

4.7. Construct operationalization

The research constructs are next operationalized. Factor analysis and the Cronbach alpha
reliability coefficient were used to confirm the unidimensionality and inter-item reliability
of constructs. Whenever it was possible, already reliable measures of other studies were
used. The constructs were chosen based on the literature review. The items were measured
on a seven-point Likert-scale, where the choices ranged from 1 = strongly disagree to 7 =
strongly agree. The operationalized constructs are intellectual capital, social capital, envi-
ronmental dynamism, opportunity recognition behavior, and performance. The control
variables of the study are age of founders, initial amount of capital, number of employees
in the bepinning, radius of business in the beginning, industry sector (the metal- or
information and communication technology as a dummy vartable), and regional location
(the province of Jyviskyld, Oulu, or Vaasa as a dummy variable).

4.7.1. Intellectual capital

The independent variables of intellectual capital are domain knowledge, formal knowledge,
management experience, intrinsic motivation, and creativity. Table 10 presents descriplive
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statistics for the variables.

Table 10. Descriptive statistics of the intellectual capital variables.

Mean Median  Swandard Min Max N
deviation
Domain knowledge 3.20 3.00 1.74 1 6 101
Formal knowledge 391 4.00 1.22 1 7 101
Management experience  2.86 2.00 2,12 | 7 101
Inrinsic motivalion 4,95 5.00 1.33 1 7 101
Creativity 5.13 5.20 1.04 3 7 101

Domain knowledge

Domain knowledge was measured by using three items. The first of them asks how similar
entrepreneurs’ recent customers are to the customers of the former employers of the entre-
preneurs. The second jtem asks how similar the products of the entrepreneurs are 10 the
former employers’ products. Last similarity of suppliers is asked about. These questions are
applied from the study by Gimeno et al. (1997). They indicated that these questions well re-
flect how an entrepreneur knows his/her field of action, i.e., domain knowledge. Table 11
presents the questions, the source, and factor loadings. The factor loadings suggest unidi-
mensionality of the construct. The Cronbach alpha coefficient for this construct is 0.78.

Table 11. Domain knowledge measurement items, sources, and factor loadings.

Tiems Sources Factor loadings
How close are your prior employers’ customers (0 Gimeno et al. 1997 .50

your own firm’s customers?

How close are your prior employers’ producis 1o Gimeno et al. 1997 82

your own firm's producis?

How close are your prior employers’ suppliers to  Gimeno eral. 1997 Al

your own firm's suppliers?
Principal component analysis using VARIMAX rotation. liem loadings not Jess than .60 on a primary dimen-
sion and not more than 40 on any other dimension were relained.

Formal knowledge

Two items measure formal knowledge. These are, first, education of entrepreneurs and,
second, technical skills of entrepreneurs. Phan and Lee (1995) and Gimeno et al. (1997) in-
dicated these items to well reflect the knowledge of the theories, rules, knowledge etc. of
the domain, i.e., formal knowledge of entrepreneurs. Table 12 below suggests unidimen-
sionality of the construct. The Cronbach alpha coefficient for this construct is 0.68.
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Table 12. Formal knowledge measurement items, sources, and factor loadings.

Iiems Sources Factor loadings
Wha is your highesi official degree of education?  Phan and Lee 1995; Gimeno er al. 1997 .88
‘What is your amount of technical skills in your Phan and Lee 1995 83

firm’s industry?
Principal component analysis using VARIMAX ratation. Iiem loadings not less than .60 on a primary dimen-
sion and not more than .40 on any other dimension were retained.

Management experience

Management experience was measured by using two items inquiring experience of mana-
gerial actions and entrepreneurial actions. The questions were adopted from Gimeno et al.
(1997). It was suggested thar these items would reflect the knowledge on organizing ideas,
thoughts, and resources to establish a venture. Table 13 indicates quite high factor load-
ings. The Cronbach alpha coefficient for this construct is 0.80. On the basis of the factor
loadings and Cronbach alpha the construct is reliable and unidimensional.

Table 13. Management experience rreasurement items, sources, and factor loadings.

Items Sources Factor loadings
How much entreprencurship experience have you  Gimeno et al 1997 88

from your prior jobs?

How much management experience have you from  Gimeno et al. 1997 88

your prior jobs?

Principal component analysis using VARIMAX rotation. Itern loadings not less than .60 on a primary dimen-
sion and not more than .40 on any other dimension were retained.

Intrinsic motivation

Five items were used (o measure the intrinsic motivation of entrepreneurs. The first item
measures how strongly entrepreneurs wanted to show that they are able do it. The second
item asked if entrepreneurs fell the simation as a challenge. The third question inquired
how imporant it was that they were able to do work they enjoy. Fourth by it was asked
how much enwrepreneurs wanted to be respected by others. The fifth item measured the
need to develop as a human being. These questions were adopted from the studies by Gi-
meno et al. (1997) and Kuratko, Homsby, and Naffziger (1997). They illustrate the internal
need of opportunity recognition and new venture creation. The factor loadings of the items
are quite high. This is indicated in Table 14. The Cronbach alpha coefficient for this con-
struct is 0.88. Therefore, Lhe reliability and the unidimensionality of the construct are clear.
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Table 14. Intrinsic motivation measurement items, sources, and factor loadings.

Items Sources Factor loadings
I wanted 1o show that I can do it Kuratko et al, 1997 .89
1 fell it like a personal chalienge. Kuratko et al. 1997 .87
I wanted to do work that I enjoy. Girmena et al. 1997; Kurmko et al. 1997 .78
T wanted to be respected by others. Kurmko et al. 1997 a7
I wanted (o develop as a human being- Kuraiko et al. 1997 77

Principal component gnalysis using VARIMAX rotation. Item loadings not less than .60 on a primary dimen-
sion and not more than .40 on any other dimension were retained.

Creativity

Five items measure creativity of entrepreneurs. First is asked how good an entrepreneur is
when it comes to questioning normal ways of doings things. Second is asked how sensitive
an entreprenenr is to seeing the kind of problems that others can’t see. The third item asks
how often new solutions come into an entrepreneur’s mind though not necessarily wanted.
The fourth item concems originality of ideas. The last item asks if an entrepreneur has
plenty of ideas. These items measure fluency, flexibility, originality, and adaptability of
thinking, i.¢., creativity. The questions are adopted from the studies by Kivikko (1977) and
Vesalainen and Pihkala (1998), who used the generally used factors namely fluency, flexi-
bility, originality, and adaptability (cf. Clapham 1998). Table 15 presents the items,
sources, and factor loadings. Based on the factor loadings, and the Cronbach alpha coeffi-
cient for this construct, which was 0.86, the untdimensionality of the construct is clear.

Table 15. Creativity measurement items, sources, and factor loadings.

Items Sources Factor
loadings

I'm good at questioning normally used ways of doing things. ~ Vesalninen & Pihkala 1998 89

I'm sensitive to seeing problems that others don’t see. Kivikko 1977 82
New solutions come into my mind also when they are notes-  Kivikko 1977 82
pecially needed.

My ideas are very original. Vesalainen & Pihkala 1998 .76

I have plenty of ideas. Vesalainen & Pihkala 1998 .71

Principal component analysis using VARIMAX rotation. Item loadings not less than 0.6 on a primary dimen-
sion and not more than 0.4 on any other dimension were retained.

4.7.2. Social capital

The independent variables of social capital are structural dimension of -social capital
(amount of socia! interaction), relational dimension of social capital (closeness of relation-
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ships), and cognitive dimension (commitment to relationships). The mean and median of
the dimensions are quite high suggesting that social capital plays an important role in busi-
ness opporiunity recognition. Table 16 illustrates more precisely descriptive statistics for
the variables.

Table 16. Descriptive statistics of the social capital variables.

Mean Median Standard Min Max N
deviation
Smuctural dimenston 3.93 425 132 1 7 101
Relational dimension  4.72 267 1.50 1 7 101
Cognitive dimension  4.86 4.50 1.17 3 7 10)

Structural dimension of social capital

The structural dimension, i.e. the amount of social interaction, was measured using four
itemns. First, it was asked whether an entrepreneur obtained new contacts through relation-
ships. Second, it was asked whether an entreprenenr had many relationships. Third it was
asked whether an entrepreneur’s relationships opened doors to new relationships. Last, it
was asked with how many people an entrepreneur discussed the business. The items were
adopted from the smdies by Tsai and Ghoshal (1998) and Yli-Renko (1999). Table 17 pro-
poses the factor loadings to be above 0.7. The Cronbach alpha coefficient for this construct
is 0.74. Thus, it is suggested that this variable 10 be reliable and unidimensional construct.

Table 17. Measurement items, sources, and factor loadings of the structural dimension of
social capital.

Ttems Sources Factor
loadings

I got new contacts through my relationships. Tsai & Ghoshal 1998; Yli-Renko 1999 .87

I have ruany relationships. Tsai & Ghoshal 1998; Yli-Renko 1999 .84

My relaionships opened doors to new relationships.  Tsai & Ghoshal 1998; Yli-Renko 1999 74

1 discussed with many my possible bustness. Tsai & Ghoshal 1998: Yli-Renko 1999 .73

Principal component analysis using YARIMAX rotation. Item loadings not less than .60 on a primary dimen-
sion and not more than .40 on any other dimension were retained.

Relational dimension of sacial capital

The relational dimension, i.e., the closeness of relationships was a measure using lhree
items. First it was asked if the relationships supported the entrepreneur when it was diffi-
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cult. Second it was inquired how close the relationships of an entrepreneur were. Third, in-
terest was focused on how well an entrepreneur knows his/her relationships. The items
were adopted from the studies by Tsai and Ghoshal (1998) and Yli-Renko (1999). Table 18
illustrates that all the factor loadings were above (.80. The Cronbach alpha coefficient for
this construct is 0.92. Thus, reliability and unidimensionality are obvious,

Table 18. Measurement irems, sources, and factor loadings of the relational dimension of

social capital.
Items Sources Factor
loadings
My relationships supported me when it was difficult  Tsai & Ghoshal 1998; Yli-Renko 1999 94
I have close relationships with my contacts. Tsai & Ghoshal 1998; Yli-Renko 1999 92
I know my relationships well. Tsai & Ghoshal 1998; Yli-Renko 1939 .85

Principal component analysis using VARIMAX rotation, Ttem loadings not less than .60 on a primary dimen-
sion and not more than 40 on any other dimension were retained.

Cognitive dimension of social capital

Two items measure the cognitive dirnension, i.e., commitment to relationships. The first
itemn asks whether the parties understand each other's goals well. The second item meas-
wres whether the parties would misuse each other. The goal of these questions is to find out
how much the parties trust and are committed to each other. Tsai and Ghoshal (1998) and
Yli-Renko (1999) have presented these items to illustrate the cognitive dimension of social
capital. Table 19 shows the factor loadings to be 0.78 and 0.77. The Cronbach alpha coeffi-
cient for this construct is 0.71. These propose the reliability of the variable to be satisfying.

Table 19. Measurement items, sources, and factor loadings of the cognitive dimension of

social capital.
Items Sources Factor
loadings
‘We understand each other’s goals. Tsai & Ghoshsl 1998; Yli-Renko 1559 .78
Neither of the parties would misuse each gther. “Tsai & Ghoshal 1998: Yli-Renka 1999 .77

Principal componcm analysis using YARIMAX rotation. Item loadings not less than .60 on a primary dimen-
sion and not more than .49 on any other dimension were retained.

4.7.3. Environmental dynamism

Environmental dynamism didn’t have independent sub-varables, as did the other ;:on-
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structs. Table 20 illustrates descriptive statistics for the construct.

Table 20. Descriptive statistics of the environmental dynamism variable.

Mean Median  Standard Min Max N
deviation
Environmentat dypamism  3.98 4,29 1.33 1 7 101

Seven items in the questionnaire measured environmental dynamism. The items measured
the perceptions of the entrepreneurs of environmental dynamism. First it was claimed that
production technology has changed fast. Second it was claimed that production technology
has changed slowly. Third it was argues that ways of marketing have changed slowly. A
fourth statement proposed Lhat the ways of marketing have often been changed. Fifth it was
asked whether the actions of competitors have been difficult o forecast. Sixth it was sug-
gested that the demands and preferences of customers often change. Last it was argued that
products become old fast. These items were derived from studies by Miller and Tolouse
(1998), Zahra and Neubaum (1998), and Zahra et al. (1998). Table 21 proposes the factor
loadings. The range of the factor loadings is from 0.67 10 0.92. The Cronbach alpha coeffi-
cient for this construct is 0.87. Therefore, it is proposed that the construct is unidimen-
sional.

Table 21. Envircnmental dynamism measurement items, sources, and factor loadings.

Ttems Sources Facior
loadings
Production technology has changed fast. Zahra et 2. 1998 92
Production technology has changed slowly (reverse) Zahra et 111998 83
Ways of markeling have changed slowly (reverse). Zahra & Neubaum 1998 .82
The ways of marketing have often changed. Zahra & Neubaum [99§ T0
Actions of competitors have been difficult to forecast. Miller & Tolouse 1998 68
Demand and preferences of customers have changed ofien.  Zahra & Neubaum 1998; Zahra .67
et al. 1998
Producis have become old fast. Zahra & Neubaum 1998 67

Principal component analysis using VARIMAX rotation. Item loadings not less than 0.6 on a primary dimen-
sion and nol more than 0.4 on any other dimension were retained.

4.7.4. Business opportunity recognition hehavior

The independent variables of business opportunity recognition behavior are the following:
knowledge acquisilion, competitive scanning, proactive searching, innovative behavior,
and collective action. Table 22 presented below demonstrates descriptive statistics for these
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variables.

Table 22. Descriptive statistics of opportunity recognition i)ehavior variables.

Mean Median  Standard Min Max N
deviation

Knowledge acquisiion  3.45 3.25 155 I 7 101
Competitive scanning ~ 3.36 3.33 156 1 7 101
Proactive searching 3.88 367 1.60 1 7 101
Innovalive behavior 3.80 4.00 141 1 7 101
Collective aclion 4.28 4.00 144 1 7 10
Knowledge acquisition

Four items measured knowledge acquisition. The items asked whether an entrepreneur
gathered a lot of information on sales, gathered a lot of information on markets, did organ-
ized work to find an opportunity, and made forecasts about technological developments.
The items were adopied from a study by Miller (1987). Table 23 shows the measurement
items, sources, and factor loadings. All the factor loadings are above 0.70. The Cronbach
alpha coefficient for this construct is 0.93. The factor loadings and Cronbach alpha coeffi-
cient show the measurement of the construct to be reliable.

Table 23. Knowledge acquisition measurement items, sources, and factor loadings.

Items Sources Factor loadings
1 gathered a lot of information on sales. Miller 1987 .94
1 gathered a lot of information on markets. Miller 1987 .90
1 did organized work in order to find an opportunity. Miller 1987 89
I made forecasis aboul technological developments, Miller 1987 70

Principal component analysis using VARIMAX rotation. Item loadings niot less than 0.6 on a primary dimen-
sion and not more than 0.4 on any other dimension were retained.

Competitive scanning

Competilive scanning was measured in the questionnaire by using three items. First, it was
asked if the entrepreneurs had a strong proclivity for high-return projects, even though they
involved high risk. Second, it was inguired in the questionnaire whether the entrepreneurs
went in for bold and wide-ranging actions in opportunity searching. Third, it was asked
whether the entrepreneurs tried to find original ideas. The above items were derived from
the study by Miller (1987). Table 24 below shows the factor loadings of the items to be all
above 0.6. The Cronbach alpha coefficient for this construct is 0.85, which is quite high.
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Therefore, it is possible to propose here that the measurement of this construct in the study
is unidimensional and reliable.

Table 24. Competitive scanning measurement items, sources, and factor loadings.

Trems Sources Factor loadings
I had a strong proclivity for high-return projects, despite high risk.  Miller 1987 92
T wemtin for bold, wide-ranging actions in opportunity searching.  Miller 1987 B6
1 tried 1o find original ideas. Miller 1987 52

Principal component analysis using VARIMAX rotation. Item loadings not less than 0.6 on a primary dimen-
sion and not more than 0.4 on any oither dimension were retained.

Proactive searching

Proactive searching was measured using three items. The first of the measurement items
asked whether the entrepreneurs planned far ahead. The second item asked whether the en-
trepreneurs tried to find an opportunity with high newness-value. The third question asked
whether the entrepreneurs purposefully spent time on creativity. Table 25 below expresses
the measurement items, the sources of the items, and factor loadings. The range of factor
loadings was from 0.60 to 0.90. The Cronbach alpha coefficient for this construct is 0.75.
Based on the factor loadings and the Cronbach alpha coefficient it is possible to say that the
construct is reliable and unidimensional.

Table 25. Proactive searching measurement items, sources, and factor loadings.

Ttems Sources Factor loadings
I plansed far ahead. Miller 1987 50
1 tried to find an opportunity with high newness-value. Miller 1587 68
1 purposefully spent time on crealivity. Hart 1992 .60

Principal component analysis using VARIMAX rotation. Item loadings not less than 0.6 on a primary dimen-
sion and not more than 0.4 on any other dimensicn were retained.

Innovative behavior

Innovative behavior was measured through two items. First, it was claimed that searching
is about trial and error with ideas and, second, that entrepreneurs played and tried a lot of
different things. Table 26 illustrates high factor loadings. The Cronbach alpha coefficient
for this construct is 0.61. Therefore, the measurement of the construct is reliable and
vnidimensional.
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Table 26. Innovative behavior measurement items, sources, and factor loadings.

Iiems Sources Factor loadings
Searching was about trial and error with ideas. Miller 1987 B
1 played with and tried a lot of different ideas. Miller 1987 it

Principal component analysis using YARIMAX rotation. Item loadings not less than 0.6 on a primary dimen-
ston and not more than 0.4 on any other dimension were retained.

Collective action

Two items also measured collective action. First it was asked whether the entrepreneurs
preferred to work alone rather than together with others. Second it was asked whether the
entrepreneurs negotiated and discussed a lot with other people. Tzble 27 shows that the fac-
tor loadings are acceptable. The Cronbach alpha coefficient for this construct is 0.60. Thus,
the construct is reliable and unidimensional enough,

Table 27. Colleciive action measurement items, sources, and factor loadings.

Items Sources Factor loadings
[ prefcrred to work alone rather than together with others (re-  Miller 1987 92

VErse).

I negotiated and discussed a lot with other people. Miller 1987 .64

Prineipal component analysis using VARIMAX rotation, Iten loadings not less than 0.6 on a primary dimen-
sion and not more than 0.4 on any other dimension were retained.

4.7.5. Performance

The independent variables of performance of a venture are growth and newness value. Ta-
ble 28 present descriptive statistics for the variables.

Table 28. Descriptive statistics of the performance variables.

Mean Median  Standard Min Max N
devialion
Growth 3.64 3.80 151 1 7 101
Newness value 3.64 4.00 1.56 1 7 101

Growth

Five items measure the growth of a venture. The first item claimed that sales have grown
more than 20 % per year. The second item argued that the number of employees has grown
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fast. The third proposed that owners of the company eam fast profit on their investments.
The fourth put forward that the sales of the company have grown faster than the sales of the
competitors. The fifth item claims that the market value of the company has grown faster
than the market value of the competitors. The items were derived from a study by Wiklund
(1998). Table 29 shows the range of factor loadings to be from 0.61 to 0.87. The Cronbach
alpha coefficient for this construct is 0.86. These results suggest good reliability.

Table 29, Growth measurement items and factor loadings.

Items Sources Factor loadings
Sales have grown more than 20% per year. Wiklund 1998 .87
Number of employers has grown fast. Wiklund 1998 .78
Owmers of the company earn fast profit for their investments. Wiklund 1998 .70

Sales of the cornpany have grown flaster than sales of the competitors. Wiklund 1998 70

Market value of the company has grown faster than market value of the Wiklund 1998 .61

compelilors.
Principal component analysis using VARIMAX rotation. Item loadings not less than (.6 on & primary dimen-
sion and nol more than 0.4 on any other dimension were retained.,

Newness value

Newness value was measured by using three jtems. The first item claims that the products
of the venture are better than the products of competitors. The second item argues that the
venture has introduced more new products than the competitors. The third item sets forth
that the venture has introduced a lot of innovative new products. Table 30 presents the
range of the factor loadings to be from 0.79 to 0.89. The Cronbach alpha coefficient for this
construct is 0.88. Reliability and unidimensionality are, thus, acceptable.

Table 30, Newness value measurement items, sources, and factor loadings.

Ttems Sources Factor loadings
Newness of our products is belter than our competitors'. Wiklund 1998 -89
We have inroduced more new products than our competitors’.  Wiklund 1998 84
We have introduced a ot of inngvative new proaducts. Wiklund 1998 .79

Principal compaonent analysis using VARIMAX rotation. Itemn loadings not less than 0.6 on a primary dimen-
sion and not more than 0.4 on any other dimension were retained.

4.8. Reliability and validity analysis

The study, in order to contribute to the field of research, should concem reliability, validity,
and generalizability (e.g. Uusitalo 1991). Reliability refers to the replicability of the results
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using the same methods by any other researcher. Validity, again, concerns how well the
study measures the phenomenon that it wanted to measure. Generalizability, or external va-
lidity, refers to how broadly the results of the study can be generalized to be valid for con-
texts outside the setting of the study (e.g. Uusitalo 1991; Yli-Renko 1999). Next the reli-
ability and validity of the stdy are assessed. Generalizability is not dealt with here but in
the conclusions of the study when the limitations are presented, because it is posstble to say
something about it only after the results have been indicated.

4.8.1. Reliability

By reliability is meant how well the results obtained using the method are possible to repli-
cate using the same method. In other words, if the procedure is replicated by the same or
another researcher, the same results should be obtainred. However, in survey research repli-
cations are seldom carried out because data is difficult to get in the first place. Instead reli-
ability is often evaluated qualitatively and quantitatively (see, e.g., Yli-Renko 1999).

Reliability of the empirical data

The empirical data was collected from one person only. This person was the original rec-
ognizer of the opportunity. This approach was used because it was required that the infor-
mant should know the whole process of the business recognition. However, this causes
possibilities of bias in the data, as it is based on one person’s views only. Some steps were
used to ensure that the data should nevertheless be reliable. First, the questionnaire was
carefully designed with several rounds of revisions and a pilot test. In this way it was en-
sured that infermants would understand the questions. Second, as concrete questions and
statements as possible were used, although the concepts are difficult to measure (Yli-Renko
1999). Also only Likert-scale questions were used in order to make sure that the question-
naire would be easy and clear to fill out. Third, it was checked how many values were
missing in the answers of the informants. This ensured that there weren't any missing val-
ues. This, then, illustrates that the questionnaire was clear and, thus, that the data are cbvi-
ously reliable.

Inter item reliability of constructs

Inter item reliability illustrates the internal consistency of a set of items measuring a con-
struct. It shows how well a set of items represents a common latent unobserved construct,
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The most commonly used methods to assess inter itemn reliability are factor analysis and the
Cronbach alpha coefficient {Yli-Renko 1999). The factor analyses of the constructs were il-
lustrated above in the part on constuct operationalizations. Cronbach alpha values above
0.70 are considered to be very good (Nunnally 1978). However, lower values could often
be accepted (Alkula et al. 1994). Here in this study values above 0.60 are accepted because
very intangible constritcts are measured (cf. Yli-Renko 1999). Table 31 summarizes the
Cronbach alpha values of the constructs. As Table 31 shows, all the alpha values were
above the required 0.60.

Table 31. Summary of the Cronbach alpha values of the constmucts.

Construct Cranbach alpha
Domain knowledge .78
Formal knowledge .68
Management experience .80
Intrinsic motivation .88
Creativity 86
Amount of social interaction .74
Closeness of relationships 92
Commitment to relalionships 71
Environmental dynamism 87
Knowledge acquisition 93
Competitive scanning .85
Proactive searching 15
Innovative behavior .61
Collective action .60
Growth of a venture .86
Newness value of 2 venture .88
4.8,2. Validity

Validity refers to the extent to which the measurement really measures what it is inlended
to measure. In the present study, previously validaled measures were used whenever it was
possible. In the next few paragraphs, the validity of constructs is assessed with respect to
four dimensions: face validity, content validity, construct validity, and predictive validity
(cf. Alkula et al. 1994; Yli-Renko 1959).

Face validity
Face validity refers to the degree to which the constructs are consistent with common

agreements about the concepts (Yli-Renko 1999). In other words, how close the used con-
structs are to those that are generally used. If consmucts and empirical measures are differ-
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ent from those normally used, then the face validity of the smdy is low. Here in this study
are used only such constructs as are used in other similar types of studies. The used con-
structs are based on the careful review of literature. Thus, it is proposed that the face valid-
ity of the study should be high.

Content validity

By content validity is meant how well 2 measure takes into the account all the angles the
construct might have. Or in other words, how holistically the measure measures the con-
struct. Yli-Renko (1999) suggests that, when content validity is taken care of, it should be-
gin with a review of the literature, through which is analyzed how others have used the
construct; second, the content should be stratified into the most important facets; and third,
the method should be pre-tested. This study used these guidelines in designing the con-
structs and the survey-instrument. Also, it used multiple-item measures Lo increase content
validity.

Construct validity

Construct validity is about how a method is related to other methods within a system of
theoretical relationships (Y1i-Renko 1999). It could be put forward that construct validity is
high when the results are in line what was expected (Alkula et al. 1994). This means that
constnicts should be unidimensional, i.e., separate with reference to each other. Facror
analysis could be used to evaluate construct validity (Yli-Renko 1999). As was indicated at
the beginning, the constructs of the study were unidimensional. By this is meant that items
measuring a constrict loaded only on one factor and that items didn’t load on any other
factors. This suggests that construct validity of the study should be high.

Predictive validity

Predictive validity measures how well the methods can yield results that are in line with the
suggested theoretical model (cf. Alkula et al. 1994; Yli-Renko 1999). If results are along
the suggested model, then the predictive validity is high. The results in the next chapter
show that the suggested model works reasonably well (intellectmal capital, social capital,
and environmental dynamism affect significantly opportunity recognitdon behavior, and
opportunity recognition behavior affects significantly performance of a young venture).
Thus, predictive validity of the study is at least reasonable.
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5. RESULTS

Until now the focus has been on the objectives, the theoretical claims, and the methodology
used in the study. This chapter presents the results based on the empirical investigation.
First, in the chapter on results are presented descriptive statistics on the sample. The sam-
ple is described by giving the basic statistics of the entrepreneurs and ventures under study.
Second, the hypotheses are tested. This testing is presented below in four parts: (1) the ef-
fects of intellectual capital on opportunity recognition behavior, (2) the effects of social
capital on opportunity recognition behavior, (3) the effects of environmental dynamism on
opportunity recognition behavior, and (4) the effects of opportunity recognition behavior
on performance of the ventures. Each part is analyzed so that first correlations among the
variables are presented and second the results concemning the hypotheses using multiple re-
gression analysis. Last, a structural equation model is used to test the overall fit of the four
models. The structuyal equation model is used in order to make sure that the results of the
hypotheses hold also when analyzed together at the same time in one model, which is not
possible in regression analysis because it allows only one dependent variable. In all analy-
ses standardized values (z-values) were used in order to make sure that differences in
scales don't cause bias in the results.

5.1. Pescribing the sample

In order to make it quite clear from what empirical context the results are derived the sam-
ple is statistically described. In the description of the sample the following distributions are
illustrated: (1) age of the founder entrepreneurs, (2) sex of the founder entrepreneurs, (3)
geographical location of the ventures, (4) size of the businesses, (5) industry sectors of the
ventures, and (6) comparison of the distributions of age of the founders, sex of the foun-
ders, geographical location, and size of the business across the industry sectors. Last, a
summary of the description of the sample is presented based on the above distributions.

Age distribution of the founders in the sample

The distribution of age of the founders in the sample is presented in the Table 32. The age
of the founders varied from 17 to 54 years. Clear peaks in the sample are around the ages of
27, 38, and 43. The mean age of the founders was 37 years and standard deviation 9.7
years. It could be seen also that the age distribution is quite close to normal distribution as
the skewness is only -0.47 and the kurtosis -0.868. Based on the above, it could be pro-
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posed that the sample entrepreneurs were relatively young. This is probably so because of
the ICT-sector, in which entrepreneurs are more often young.

Table 32. Age distribution of the founders.

_Age of the founders Freguency Percent Cumulative percent
17 3 3.0 30
22 2 20 50
23 4 4.0 8.0
25 2 20 10.9
27 8 7.9 18.8
28 6 59 24.8
29 3 a0 217
3z 6 5.9 337
33 5 50 38.6
35 2 2.0 40.6
36 5 5.0 455
37 2 2.0 415
38 8 19 35.4
39 5 5.0 60.4
40 2 2.0 624
41 3 3.0 65.3
42 1 1.0 66.3
43 8 79 74.3
44 2 20 762
45 2 2.0 78.2
43 5 5.0 83.2
50 2 2.0 85.1
51 5 50 80.1
52 6 59 95.0
53 2 2.0 98.0
54 2 2.0 100.0
Mean Median Std. Dev. Min Max Skewness Kurtasis N Missing
37.4 38 9.71 17 54 —47 —.868 101 0

Sex distribution of the founders in the sample

The sex distribution is extreme in the sample. Table 33 on the next page shows that 90% of
the entrepreneurs are males and only 10% females. This is probably so because the indus-
tries (the ICT and the metal industry) are quite masculine and because males in general es-
tablish more new ventures than females. Anyhow, it is positive that in the sample female
entrepreneurs are in the first place. Bul it is also clear that in this respect the sample is bi-
ased towards males. It is however claimed that an unbiased sample in this respect would
have been impossible to obtain, or if obtained, the sample would have been biased in re-
spect of other, more influential variables, such as size. '
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Table 33. Sex distribution of the founders.

Sex Number of entrepreneurs  Percent of firms Cumulaiive percent
Female 10 ' 90.1 ) 90.1
Male 91 8.9 100.0

N 101 Missing 0

Geographical location of the sample ventures

The firms in the sample were from the provinces of Jyviskyld, Oulu, and Vaasa (see mu-
nicipalities in Appendix 2). Table 33 shows the distribution of the firms according to their
location. The highest number of firms in the sample was in the province of Vaasa. Almost
half of the ventures belong Lo this area. This is in line with the common knowledge that in
the province of Vaasa a number of new firms are established. Roughly one quarter came
from the province of Jyviskyld and one quarter from the province of Oulu. It is a little sur-
prise that the province of Qulu produces only this quantity of firms although it is known
nowadays as one of the liveliest entrepreneurial areas in Finland. But the reason for this
might be that only city of Oulu and the immediate area around it produce new firms but the
rest of the region does not. Only one year under study rnight be the reason as well. The
province of Jyvaskyli is also a fast developing area, especially in the ICT-sector. The num-
ber of new ventures indicates, as it does in the case of the province of Oulu, that only the
very close area around the city of Jyviiskyld is producing new firms. Even though the prov-
ince of Vaasa is not, at least yet, known as a high growth ares, the high number of new
firms shows that there new venture creation is widely spread over the province.

Table 34. Geographical location of the sample ventures.

Geographical lgcation Number of firms Percent of firms Cumulative percent
Province of Jyviiskyld 28 27.7 207
Province of Qulu 27 26.7 544
Province of Vaasa 46 45.5 100.0
N 101 Missing 0

Size of business of the sample ventures

The size of the business was measured by using as measures amount of initial capital, ra-
dius of business sales in the beginning, and number of employees in the beginning. Table
35 presents the distribution of initial capital among the firms. The mean initial capital was
a bit over FIM 260 000. This is biased by the fact that a few firms had a big of initial capi-
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tal. Thus, the median figure FIM 50 000 is a more reasonable sum illustrating better the
usual initial capital. Interesting is that quite many of the ventures started without initial
capital. It can also be seen that most often the sum is either FIM 0, 50 000, or 100 000. The
measure of the normality shows that the sample firms are skewed toward smaller amounts
of initial capital.

Table 35. Initial capital distribution of the ventures.

Initial capital Frequency Percent Cumulative percent
0 12 119 11.9
250 1 1.0 129
2200 2 20 149
7000 3 30 17.3
[5000 5 5.0 22,8
20000 4 40 26.7
25000 3 3.0 29.7
30000 8 7.9 376
37000 2 20 396
40000 5 5.0 446
50000 17 16.8 6l4d
60000 1 1.0 62.4
100000 12 11.9 74.3
110000 2 2.0 76.2
120000 2 20 78.2
150000 4 40 822
200000 2 20 332
330000 2 2.0 86.1
500000 2 20 88.1
550000 2 20 90.1
900000 3 30 93,1
1000000 2 20 95,0
2000000 2 20 97.0
2400000 2 20 99.0
6000000 1 1.0 100.0
Mean Median Std. Dev. Min  Max Skewn. Kurtosis N Missing

263363 50000 739 454 0 6000000 5538 37.554 101 0

The size of the business was also measured using the radius of business sales. This was
measured so that the entrepreneurs were asked Lo assess Lhe radius from which 80% of the
customers come. The mean radius was 157.5 kilometers. The results in Table 36 also show
that often the ventures are small having only a 10-kilometer business radius. This suggests
that new businesses are local in the beginning. Nevertheless, many of the ventures had also
guite large radios of business (300 km) indicating perhaps that nowadays the customers are
spread out more often and that new firms bom are national or even intemational.
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Table 36. Distribution of the ventures on the basis of the radius of business.

Radius of business Frequency Percent Cumulative Percent
l [ 1.0 1.0

3 2 20 3.0

10 17 16.8 19.8

12 2 2.0 218

20 2 20 23.8

25 6 5.9 29.7

30 8 7.9 376

40 7 6.9 44.6

50 11 109 55.4

60 4 4.0 594

70 2 2.0 61.4

80 1 1.0 62.4

100 4 4.0 66.3

120 2 20 68.3

150 1 1.0 69.3

200 3 3.0 72.3

300 12 119 842

400 5 3.0 89.1

500 3 3.0 2.1

600 2 2.0 94.1

650 2 2.0 96.0

700 2 2.0 98.0

800 2 2.0 100.0

Mean Median  Std.Dev. Min  Max Skewness  Kurtosis N Missing
157.5 50.0 206.0 1 800 1.575 1.571 101 0

In Table 37 is indicated how big the ventures were in the beginning measured in terms of

the number of employees. It could be seen that most often the ventures were “one man

companies”. As a whole, ventures were small having fewer than six employees in 99% of

the cases. Only one of the ventures was quite big. It employed 22 persons even in the be-

ginning of the business.

Table 37. Distribution of the venrures on the basis of number of employees of the ventures.

Number of employees Freguency Percent Cumulative percent
1 80 792 79.2

2 10 9.9 89.1

3 4 40 931

4 4 4.0 97.0

6 2 20 990

22 1 1.0 100.0

Mean Median  Std. Dev. Min Max Skewness  Kurtosis N Missing
1.6 1 2.3 22 7572 66.241 101 0

1
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The size of the sample firms was illustrated by using three measures: initial capital, number
of employees, and radius of business. The above tables showed that the ventures investi-
gated were rather small. This is indicated, for example, by the fact that over 60% of the
firms had FIM 50 000 or less as initial capital. On the other hand, almost 80% of the firms
employed only the entrepreneur in the beginning. Last, the radius of the business for half of
the companies was 30 km or less, i.e., 80% of the customers of the companies lived very
close. All this points to the fact that entrepreneurs try to minimize risks by starting small,

Industry sector of the sample ventures

The ventures represenied two industry sectors: information- and communication technol-
ogy industry and the metal industry. Table 38 below presents the distribution of ventures in
these two industries. It can be seen that the sample firms according to the industry sector
are quite evenly distributed. Of the firms, 53 ventures belonged to the metal business and
48 to the information- and communication-technology business sector. This is lne with the
whole population, in which metal companies were in the majority.

Table 38. Distribution of the sample firms according to industry sector.

Industry sector Number of firms Percent of firms Curmulative percent
ICT-industry 48 415 475
Metal industry 53 52.5 100

N 101 Missing 0

Comparison of age, sex, location, and size across the industries

First, the age distribution was compared across the industries under study. Table 39 below
shows that in information- and communication technology the mean age of founders was
33 years while it was 41 in the metal industry. This shows clearly how new entrepreneurs
in the metal branch are more experienced and maybe also that knowledge in the ICT-sector
develops very fast as the founders are quite young The distribution shows further that
founders in the information- and communication technology are often around 30 years of
age but in the metal industry often even over 50, if looked ar the standard deviations. Both
subsamples are quite normally distributed. !

* The statistical significance of the differences in means was tested by using on-way ANOVA. The age of
founders was significanUy higher in the metal industry {p<.05).
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Table 39, The age distribution of founders compared across industries.
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ICT-indusiry N 48 Misging O
Mean 33.27
Median 33
Std. Deviation 71.76
Skewness —.324
Kuriosis —-604
Minimum 17
Maximum 45

Metal industry N53 Missing 0
Mean 4]1.11
Median 41
Sud. Devialon 9.85
Skewness -.383
Kurtosis ~1.118
Minimum 22
Maximum 54

Second, when comparing the sex distribution of the founders across the indusiries, no sig-
nificant differences were found. In both industries the males are in majority. The only dif-
ference is that women are to be found more frequently in the metal industy. This, then,
shows how extremely male-oriented ICT-technology is. Looked at the figures in Table 40,
in the metal industry there were 11% female founders but in the ICT-business only 8%.>

Table 40. The sex distribution of founders compared across ICT- and metal industries.

Industry Sex Frequency Percent Cumulative Percent
ICT-industry male 44 91.7 91.7
female 4 8.3 100.0
Metal indusiry male 47 88.7 BB.7
female 6 11.3 1600
N 1oL Missing O

Third, the geographicat locations of the ventures were compared across the industries. Ta-
ble 41 shows that ICT-technology ventures were originated mostly in the provinces of Oulu
and Vaasa. However, 27% of the ventures came represented the province of Jyviskyld,
Half of the metal ventures were located in the province of Vaasa and almost one-third in
the province of Jyviskyld. Roughly one quarter of the metal firms were in the province of
Oulu. This distrbution is in line with the distribution of the population.

* The statistical significance of (he differences in means was tested by using one-way ANOVA., In terms of
the sex of founders none of the differences across the industries were significant (p<.05).
? In respect of the location across the industries ventures were significantly different (p<.05).
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Table 41. The distribution of geographical location of the ventures compared across the

industries.
Indusiry Geographical location Frequency Percent Cumulative Percent
ICT- Province of Jyviskyld 13 271 271
industry Province of Oulu 17 354 62.5
Province of Vaasa 18 37.5 100.0
Metal Province of Jyviskyld 15 283 283
industry Province of Culu 10 189 46.2
Province of Vaasa 28 52.8 100.0
N 101 Missing 0

Fourth, the size distribution of the ventures was compared across the industries. Table 42
shows that the mean initial capital is bigger in the metal industry (FIM 405 207) than in the
ICT-industry (FIM 106 742). This is maybe so because the metal industry is more machin-
ery-based than knowledge based activity. In the ICT-technology the investments are lighter
as the main resource is the human knowledge of an entrepreneur. Still, the medians of both
industries are looked at it can be seen that it is FIM 50 000 in both industries. This might
be a better estimation of the “nrormal” initial capital because few companies in the sample

belonging to the metal branch had very big investments. Thus, the mean of the metal indus-
try is biased. Further, the standard deviation is larger in the metal industry indicating that in
the metal business many sizes of businesses are established. This could be seen also from
the Kurtosis figures, which show that the distribution is wider in the metal industry.

Table 42. The initial capital distribution of ventures compared across the industries.

ICT-industry N 48 Missing {)
Mean 1067427
Median 50000
Sid. Deviation 212776.0
Skewness 3412
Kurtosis 10.831
Minimum ¢]
Maximum 900000

Meia) industry N 53 Missing (
Mean 405207.6
Median 50000
Sid. Devialion 0835922
Skewness 4.151
Kurtosis 20464
Minimum 0
Maximum 6000000
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Size was compared also as radius of businesses. When the radius of businesses between the
ICT- and the metal industry were compared it was possible to see that ventures in informa-
tion- and communication technology do business on a wider geographical basis. Table 43
illustrates also that the metal firms are somewhat more local actors. The mean radius in in-
formation- and communicatlion technology was 177 kilometers while it was 139 kilometers
in the metal branch. Both industries had a median of 50 kilometers indicating Iocality of
businesses. It could be said, in addition, that based on the medians ventures were small in
the beginning. This is supported by the skewness figures of both industries. The maximum
radius of business was 800 kilometers in the ICT-business and 700 kilomelers in the metal
industry. This suggests that some of the ventures were born as national or even intemna-
tional and, thus, their businesses were not based on locality, e.g. knowing a firm that needs
subcontractors for something. This is especially true among the information- and commu-
nication technology companies. Anyhow, as a conclusion it can be said that ventures were
quite small in the beginning in respect of their radius of business in both industres. *

Table 43. The radius of business distribution of ventures compared across the industries.

ICT-industry N 40 Missing 0
Mean 1773
Median 500
Std. Deviation 2283
Skewness i.476
Kurtosis [.137
Minimum 3
Maximum 800

Metal industry N 53 Missing 0
Mean [39.6
Median 50.0
Sid. Deviation 183.8
Skewness 1.632
Kurtosis 1.875
Minimum 1
Maximum 700

Last, the size was compared across the industries using the number of employees in the be-
ginning of the business activity. Table 44 shows that the metal companies had among the
sample firms approximately 1.96 employees while information- and communication tech-
nology firms had 1.21 employees in the beginning. This supports the above notion that the

* The statistical significance of the differences in means was tested by using one-way ANOVA. In terms of
radius of business none of the differences across the industries were significant (p$.05).



ACTA WASAENSIA 169

metal industry companies were a little bigger in the beginning in respect of the initial capi-
tal. The capital is needed, among other things, to hire another person to the firm. The me-
dian is, however, one employer, showing that usually the entrepreneur started the firm in
the sample alone. Skewness is positive in both subsamples indicating bias to fewer em-
ployees in the beginning of the ventures. Kurtosis is quite much higher in the metal indus-
try pointing out that the range in respect of employees is wider. 5

Table 44, The distribution of the number of employees of the ventures compared across the
industries

ICT-industry N 48 Missing 0
Mean 121
Median 1.00
Std. Deviation 71
Skewness 3.341
Kurtosis 10.071
Minimum 1
Maximum [

Metal industry N 53 Missing 0
Mean 1.96
Median 1.00
S1d, Deviation 3.03
Skewness 5.856
Kurtosis 38.164
Minimum I
Maximum 22

Summary of the sample description

This subchapter presented descriptive statistics of the sample under study. Based on the
above distributions it could be seen that the founders were relatively young. This was the
case probably because the entrepreneurs in especially information- and communication
technology were young. The sex distribution was extreme. Over 90% of the founders were
male. This indicates how male oriented the industries are and probably also how male-
oriented new venture creation is in general. Nearly half of the companies were established
in the province of Vaasa. This was the case also in the whole population. Cne quarter of the
ventures were in the province of Jyviskyld and the other quarter in the province of Oulu.
The median initial capital was FIM 50 000. Normally the initial capital was a plane figure

* The statistical significance of the differences in means was tested by. using one-way ANOVA_ In terms of
number of employees none of the differences across the industries were significant (ps.05).
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such as FIM 0, FIM 50 000, or FIM 100 000. The radius of business was ofien only 50
kilometers indicating that ventures in the beginning were local. Anyhow, it must be re-
membered that 28 % of the ventures had a business radius 300 kilometers or more. The
ventures hired normally in the beginning only the entrepreneur. All these size estimations
underline that the ventures nnder study were small in the beginning. Ventures under study
were evenly distributed between the metal and information- and communication technol-
ogy industries.

The industry comparisons showed then some interesting differences. Founders were sig-
nificantly older in the metal industry. The sex distribution was not significantly different
across the industries. In both industries males were dominant. In respect of location some
significant differences were found. In the province of Jyviskyld arose the same amount of
ICT- and metal businesses. The province of Culu again produced more ICT-businesses.
This was as expected as the province of Qulu is known as one of the most important ICT-
areas in Finland. But, in the Oulu region there are also some very lively metal business
subregions. In the sample there were in the province of Vaasa significantly more ventures
in the metal industry, but this was as expected. The main difference between the industries
is that, when in information- and communication technology the ventures are distributed
quite evenly, in the metal industry almost half of the firms are in the province of Vaasa.
This is the case also in the population. Of the size measures, the only statistically signifi-
cant difference was in the initial capital. The metal industry ventures had in the beginning
more initial capital than information- and communication technology firms. Even though
there are only few significant differences in the subsamples, the differences point out that
the industry should be taken into account in the anajyzes.

5.2. Effects of intellectual capital on business opportunity recogmition behavior

It was hypothesized that intellectual capital should have an influence on opportunity recog-
nition behavior because individual capacity to create business value and achieve retum on
investments would pull individuals to search for opportunities. In order to study this, intel-
lectual capita] was divided into five dimensions, and further, opportunity recognition also
into five dimensions. Thus, 25 separate hypotheses were presented. In the following these
hypotheses are tested using correlations among the variables, multiple regression analysis,
and structural equation modeling. The studied intellectual capital variables are the follow-
ing: domain knowledge, formal knowledge, management experience, intrinsic motivation,
and creativity. Opportunity recognition variables are knowledge acquisition, competitive
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scanning, proactive searching, innovative behavior, and collective action.
Correlations among the variables of intellectual capital and opportunity recognition

Table 45 shows that all the intellecrual capital dimensions are positively comrelated with
knowledge acquisition, yel only formal knowledge has a statistically sigmificant effect
(r=.32; p<.01). These positive effects were as expected. Still, it is interesting that only for-
mal knowledge is significant. This shows that in order to be able to look for relevant in-
formation in opportunity recognition there should be present also formal skills and educa-
tion offering 1ools from which point of view the complex information is best analyzed.
Without formal knowledge of the area the information is not understandable, and it might
even cause a sitvation where information is not searched for at all (cf. Woo et al. 1992;
Baron 1998) because new information would just cause anxiety and insecurity. Second,
compelitive scanning is significantly affected by formal knowledge (r=.23; p<.05) and
creativity (r=.28; p<.01). This suggests that in order to see gaps in the competitive arena an
entrepreneur needs formal knowledge o be capable to analyze the competitive situation.
But, interestingly this is not enough as creativity to see the sitvation differently and con-
struct novel solutions is even more important. Interesting is also that domain knowledge is
negatively correlated, yet not significantly, with competitive scanning suggesting that if an
entrepreneur thinks that the industry is known, the "homeworks™ is left aside.

Third, proactive scanning is strongly influenced by management experience (r=.37; p<.01),
creativity (r=.34; p<.01)}, and intrinsic motivation (r=.31; p<.01). Proactive scanning is
about seeing the future, and the above results suggest that entrepreneurs having manage-
ment experience have been in the sitvations that have created in them a "gut feeling” of
what has happened and what will happen. Results suggest also that "seeing the future” re-
quires skills to creatively question the present and intrinsic motivation to do it for fun and
not for money. Fourth, intrinsic motivation is correlated significantly with innovative be-
havior (r=.35; p<.01). This is as expected since intrinsic motivation has in other studies
been found to be the basis of innovative playing with ideas. Creadvity is also positvely
correlated, yet not significantly. The reason for this is probably (hat creativity is seen here
as questioning the whole situation while innovative behavior is seen 1o be thinking again
about the situation and playing with ideas but not questioning. Knowledge and experience
are negatively, but not significantly, correlated with innovative behavior showing that
knowledge might decrease "childish” playing with ideas. Last, collective action, doing
things with other people, is not correlated significantly with any of the intellectual capital
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dimensions. Thus, it could be proposed that in opportunity recognition personal capabilities
don’t correlate with social behavior, implying that although you are educated, for example,
you don’t necessarily have a dialogue with your social context. The comelations among the
intellectual capital and opportunity recognition variables as a whole were as expected.

Opportunity recognition behavior dimensions are correlated with each other positively and
significantly. The problem that might be caused by muiticollinearity is that the dirmensions
don’t measure the different aspects of the whole concept and mask each other’s effects.
However, because the correlation coefficients are less than 0.80, which has been suggested
to be the line of multicollinearity problems for example by Kennedy (1992), the dimen-
stons are probably not too strongly intercorrelated. The correlation coefficients among the
below dimensions show that a multicollinearity problem shouldn't exist.

Table 45, Correlations among intellectual capital and opportunity recognition.

i 2. 3. 4. 5. 6. 7. 8. 0.
1. Knowledge acquisition
2. Compelitive scanning S0F=
3. Pmactve searching S0re 40
4, Innovative behavior 17 Jge 12
5. Collective action 284 35 23 |5
6. Domain knowledge 16 -00 06 -0 06
7. Formal knowledge 2 23 01 -01 10 22+
8. Management experience .16 .10 A7 13 =12 .07 01
9. Intrinsic motivalion 06 A1 31+ 35 03 (7 =05 .09
10. Creativity A7 28 e 18 02 -22* -01 J30% 14

sed < 001, %% p<.01,*p<.05; two tailed tests.
Regression analyses of influences of intellectual capital on opportunity recognition

In order to test hypotheses from 1a to 5e, regression analyses were carried out. The analy-
ses tested the effects of inteliectual capital variables on opportunity recognition behavior
variables. The results of the analyses are presented in sections so that the effects of intellec-
tual capital variables on each opportunity recognition variable are presented separately. The
results are also indicated in Table 46. The first column of the table introduces the inde-
pendent intellectual capital variables and control variables. The second column displays the
dependent variable of knowledge acquisition and standardized beta coefficients for the lin-
ear predictors (domain knowledge, formal knowledge, management experience, intrinsic
motivation, and. creativity) and for the control variables (age of founders, initial capital,
number of employees, radius of business, and location and industry sector indicators as
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dummy variables). At the end of the column are also presented the values for R?, adjusted
RZ, F-value, and value of Durbin-Watson test. The values of the Durbin-Watson test, which
tests the multicollinearity of the variables, were close to 2, indicating that problems with
multicollinearity shouldn’t exist. Tolerance- and VIF-values were also examined in order to
study multicollinearity. All the tolerance values were above 0.10 and the VIF-values below
10. These results indicate that multicollinearity should not cause problems in the regressicn
analyses of the effects of intellectual capital on opportunity recognition behavior.

Hypotheses la-1e: effects of intellectual capital variables on knowledge acquisition

Regression analyses of Hypotheses la to le revealed the following results: Regression
analysis to test the hypothesis that domain knowledge increases kmowledge acquisition
don't support Hypothesis 1a (domain kmowledge -> kmowledge acquisition). The effect
is positive as expected but not statistically significant. The Hypothesis 1b (formal knowl-
edge - knowledge acquisition) arguing that formal knowledge should have a positive ef-
fect on knowledge acquisition receives support (beta=.29; p<.01). This suggests that formal
knowledge gives cognitive knowledge frames, which could be used in order to understand
the fragmented information in the environment. Third, it was hypothesized that manage-
ment experience should stimulate entrepreneurs to search for and interpret information, i.e.,
to knowledge acquisition. The effect is positive but weak, and most importantly not signifi-
cant. Thus, Hypothesis lc {management experience = knowledge acquisition) doesn’t
receive support. Hypothesis 1d (intrinsic motivation -> knowledge acquisition) proposes
that intrinsic motivation to do things because of the task itself shonld encourage acquiring
knowledge. Again, the hypothesis doesn’t receive support, and the effect is also weak. Hy-
pothesis le (creativity - Imowledge acquisition} put to the fore that creative entrepre-
neurs would like to question the present business sitration and create new business con-
cepts, and thus, acquire knowledge. But regression analysis showed that the relationship is
not significant and Hypothesis le shounld be rejected. Table 46 below summarizes the re-
sults.

Hypotheses 2a-2e: effects of intellectual capital variables on competitive scanning

Regression analyses of Hypotheses 2a to 2e revealed the following results: On the basis of
Hypothesis 2a (domain knowledge - competitive scanning) domain knowledge should
increase competitive scanning as it gives cognitive knowledge structures to understand a
competitive arena. The results show the case to be the opposite. Still, the result is not sig-
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nificant and thus Hypothesis 2a is rejected. Hypothesis 2b (formal knowledge = competi-
tive scanning) claimed that formal knowledge increases competitive scanning as formal
knowledge gives an understanding that the competitive arena is important to know and that
formal knowledge is not enough but also empirical perceptions are needed. Regression
analysis supports Hypothesis 2b (beta=.27; p<.01). Management experience was also hy-
pothesized to have a positive influence on competitive scanning as managers’ one main
concern is to know competition. This Hypothesis (2c) (management experience = com-
petitive scanning) doesn’t receive support, though the coefficient is positive as expected.
Hypothesis 2d (intrinsic motivation <> competitive scanning) proposes that intrinsic mo-
tivation has a positive effect on competitive scanning as it requires commitment and inter-
est 10 analyze the situation. The relationships is negative but not significant, and thus, Hy-
pothesis 2d is rejected. Last, Hypothesis 2e (creativity <> competitive scanning) claims
that creativity should enhance competitive scanning as creative entrepreneurs want to ques-
tion the competition and create a new competitive situation by knowing as well as possible
the competitive logic. Regression analysis supports Hypothesis 2e (beta=.19; p<.05). The
effects of control variables were also tested and Lhe age of founders had a significant nega-
tive effect (beta = —37; p<.01) and ICT-industry also a significant negative effect (beta =
—30; p<.001) on competitive scanning. Table 46 below summarizes the above presented
results,

Hypotheses 3a—3e: effects of intellectual capital variables on proactive searching

Hypothesis 3a (domain knowledge > proactive searching) set forth that domain knowl-
edge increases proaclive scanning of possible futures as it offers cognitive tools to interpret
the information cues. Regression analysis shows that the relationship is not significant, and
thus, Hypothesis 3a is not supported. Yet, the influence is positive as expected. Formal
knowledge was also hypothesized to have a positive effect (Hypothesis 3b: formal knowl-
edge -> proactive searching). This is based on the notion that when more people are edu-
cated more fluently they use experiences of one area in other areas. This is not the case
based on the results. This suggests that formal education narrows thinking to one sphere of
actions, Hypothesis 3b is rejected. Hypothesis 3c (management experience - proactive
searching) suggests that management experience increases proactive behavior as manage-
rial and entrepreneurial expeniences have created cognitive skills to interpret the possible
future. The results support Hypothesis 3c (beta=.25; p<.05) showing that entrepreneurs
having management experience don't have to concentrate so much on understanding the
present situation but are able to set free their efforts to vision the furure, Intrinsic motiva-
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tion should as well enhance proactive searching (Hypothesis 3d: intrinsic motivation =
proactive searching). This was hypothesized as intrinsic motivation is seen to set free
“journeys to the future”. Hypothesis 3d receives support (beta=28; p<.01). Hypothesis 3e
claims that creativity to support proactive searching as creativity is the main individual
skill to see situations differently, i.e., to see the future. Regression analysis offers support
for Hypothesis 3e (creativity = proactive searching) (beta=.23; p<.05). Table 46 below
surmmarizes the results.

Hypotheses da—e: effects of intellectual capital on innovative behavior

Regression analyses of Hypotheses 4a to 4e indicated the following results: Hypothesis 4a
(domain knowledge - innovative behavier) proposed that domain knowledge should
have a positive effect on innovative behavior because prior knowledge helps entrepreneurs
to cognitively play with issues in the field. Without knowledge of the area it would be hard
to innovate new things and ideas. Domain knowledge would help to see what is really new
to the field and what is not. Regression analysis shows, however, that the relationship is
negative and opposite to what was expected, but still not significant. The negative result
might be caused by cognitive barriers that make entrepreneurs concentrate too much on
present facts and overconfidence that they know the area already so well that innovative
ideas are not needed. Stll, Hypothesis 4a is rejected. Formal knowledge was also in the
Hypothesis 4b (formal kmowledge <> innovative behavior) suggested to have a positive
influence on innovative behavior as formal knowledge gives kmowledge structures that en-
hance cognitive skills of seeing new, innovative solutions. If put it in another way, formal
knowledge presents to the entrepreneurs what has been already innovated, what is not any
more needed to innovate, and especially what kind of gaps in the knowledge require new
innovations. The relationship was positive, as expected. However, the relationship is not
significant and Hypothesis 4b is, thus, rejected. Table 46 below summarizes the above re-
sults.

Hypothesis 4c (management experience -» innovative behavior) puts to the fore that
management experience should increase innovative behavier becanse managerial experi-
ences offer important tools to innovate new kinds of solutions. Hypothesis 4¢ receives sup-
port (beta = -.23; p<.05). However, managerial experience instead of enhancing restricted
the thinking processes of entrepreneurs. This negative effect might be a result of cognitive
barriers and heuristics that lead to overconfidence (Tversky and Kahneman 1974; Baron
1998). In addilion, prior management experience might restrict the perceiving of informa-
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tion to concentrate on familiar issues and to ignore new possibilities (Busenitz and Barney
1997). This is the negative side of any kind of experience because it often guides informa-
tion processing and thinking too much. Then, it was proposed that intrinsic motivation
should increase innovative behavior because innovativeness is about playing with ideas just
because of the task. Hypothesis 4d (intrinsic motivation - innovative behavior) was
strongly supported by the result of regression analysis (beta=.39; p<.001). Creativity was
aJso hypothesized to enhance innovative behavior (Hypothesis 4e: creativity - innovative
behavior). The relationship is positive, as expected, but not significant. Hypothesis 4 is
rejected based on the above result. Of the control variables, the province of Vaasa influ-
enced positively and significantly innovative behavior,

Hypotheses Sa—3e: effects of intellectual capital variables on collective action

Regression analyses of Hypotheses 5a to Se indicated the following results: Domain
knowledge was hypothesized to increase collective action as entrepreneurs with high do-
main knowledge know the people in the industry well (Hypothesis 5a: domain knowledge
= collective action). This relationship was found, but not significantly. Thus, Hypothesis
5a is rejected. Formal knowledge should also enhance collective action as education and
developing skills have put entrepreneurs into many social interaction situations (Hypothesis
5b: formal knowledge > collective action). The relationship was positive. However, it
was not significant and, thus, Hypothesis 5b is rejected. Hypothesis 5¢ (management ex-
perience > collective action), again, sets forth that management experience should in-
crease collective action because managers/entrepreneurs are used to soctal interaction. Burt
the resnlt was that the effect is negative, and also significant (beta = —.29; p£.05). Hypothe-
sis 5c was accepted. Hypothesis 5d (intrinsic motivation -> collective action) suggests
that intrinsic motivation should have a positive effect on collective action because inter-
nally motivated people are self-confident and not afraid of Iosing a profitable opportunity.
The relatonship was negative contrary to what was expected, although weakly. The rela-
tionship is anyhow not significant and Hypothesis 5d is rejected. Creativity should also
have a positive influence on collective action as creativity is definitely a social mental
process (Hypothesis Se: creativity -> collective action). The effect is positive, though not
significant. Thus, Hypothesis Se is rejected. Of the control variables, the province of Oulu
increases the likelthood of collective action. This might show one of the reasons for the
success of the ICT-sector in the Oulu province. Table 46 below summarizes the above pre-
sented results.
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Table 46. Regression tests of hypotheses ta—5e.

Dependent variables Knowledge  Competitive  Proactive Imovative  Collective

acquisition SCANnIng searching behavior action

Independent variables

Domain knowledge 15 -12 .06 ~.11 16
Formal knowledge 20%* 27 ~03 04 .07
Management experience .09 -1 25% -23* ~20%
Intrinsic motivation 01 -05 2f Jgenr -0
Creativity 16 9% 23F .14 11
Control variobles

Age of founders -08 =37 13 - A1
Initial capital 11 .09 -.26 =16 29
Number of employees .20 22 21 .08 -05
Radius of business -.06 04 .15 .00 14
ICT-technology -.06 —30%x* .00 -20 -04
Metal industry 00 00 00 00 00
Province of Jyviskyld 00 L0 00 00 .00
Province of Oulu -13 .06 -.09 06 20%
Province of Vaasa -.14 23 =05 26% .14
R? 25 A0 32 29 .19
Adjusted R? A5 31 2 18 07

F 2.35* 452w 3.26%% 2.7 1.61*
Durbin-Watson 2.30 2.05 2.20 1.81 1.54

Coefficients are standardized bew weights.
waw b < 001, ** p<.01,*p<.05; one tailed tests.

Structural equation model of influences of intellectual capital on opportunity recogni-
tion behavior

Above the hypotheses were tested separately using regression analyses. Next the hypothe-
ses are tested as a whole in order to find out if they hold if put together at the same time
into the same model. To test this model structural equation modeling is used. The model
includes the statistically significant relationships which were found in the above regression
analyses. Domain knowledge was excluded because it hasn’t any significant effects on op-
portunity recognition behavior variables. Also, location and industry dummy variables
were excluded, because the use of binary variables in structural equation modeling is not
recommended (Schumacker and Lomax 1996)An exogenous unobserved error variable
(el—e4 in the below figure) was attached to each of the endogenous variables to illustrate
the variance not explained by the observed exogenous variables (independent vaniables).

The model was run with the AMOS structural equation modeling program. The model was
identified. Thus, the hypotheses that received support in the above hold also when put to-
gether in the model. Second, error variances (el—-e4) were examined for negative or non-
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significant error variances. None of these types of results were found. Third, it was checked
that none of the model coefficients were close or over 1 and standard error coefficients un-
usually large. Problems in respect of these issues are not to be expected. Third, multicollin-
earity of the exogenous variables was studied, and it was found that none of the correla-
tions were above 0.80. Thus, multicollinearity shonldnt cause trouble. Figure 25 illustrates
the model with the standardized maximum likelihood parameter estimates for the paths.

e

Causal coefficients are standardized bela weights.
®+xp < 001 ** p< .01, "p< .05

Figure 25. The structural equation model for the effects of intellectal capital on opportu-
nity recognition behavior.
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The goodness-of-fit statistics in Table 47 below indicate a good fit between the hypothe-
sized model and the data. The chi-square value of 20.55 with 18 degrees of freedom is not
significant {(p=.30), indicating that the estimated and observed data matrices do not differ
significantly. Further, the GFI value of 0.96 and the AGFI value of 0.88 indicate a good fit
between the model and the data. The AGFI value doesn’t reach the recommended value of
0.90 (Schumacker and Lomax 1996) but is very close to it. Good fit is also supported by
the NFI value of 0.92, which is clearly above the recommended 0.80.

The model fit was further assessed using nested meodel tests. In the nested model test rival
models are put against each other and tried to show that the best of them is the hypothe-
sized model. If this is the case, validity of the hypothesized model increases. The rival
meodels are compared with each other in respect of the fit of the model to the data. Three ri-
val nested models were compared: (1) the hypothesized model (in Figure 25 above), (2) a
null model, in which no relationships are posited, and (3) a saturated model, in which all
the possible relationships are posited. As Table 47 shows, the null model doesn’t fit the
data because its chi square statistics indicate significant difference between the cbserved
and estimated data malrices. Also GFI and AGFI values are clearly under 0.90 and NFI
value under 0.80. The saturated model has a good fit between the observed and estimated
data matrices (p=.22). Also the cther fit measures are acceptable, even though the hypothe-
sized model fits a little better. In addition, because the more parsirnonious model (the hy-
pothesized) fits better than the more complicated one (saturated), the more parsimonious
model is chosen. The above results of the nested models increase the validity of the hy-
pothesized model because the fits of both the simpler and the more complicated model
were weaker than the fit of the hypothesized model. This shows that the best of the rival
nested models is the hypothesized model.

Table 47. Structural equation model statislics for the intellectual model.

Model Chi® p df GFI AGFI NFI
1. Hypolhesized 20.55 30 18 96 .88 92
2. Null 9026 00 28 85 mn 59
3. Saturated 4.45 22 3 .98 .84 .90

To summarize, the hypothesized structural equation model had a good fit in the sample.
This is supported by the goodness-of-fit statistics and by the nested model tests. The results
of the individual hypotheses were in line with the results of the regression analyses. Hy-
potheses 1b, 2b, 2e, 3c, 3d, 3e, 4e, 44d, and 5c are confirmed by the structural equation
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model. Therefore, it iIs possible to claim that (1} knowledge acquisition is positively af-
fected by formal knowiledge, (2) compelitive scanning is positively affected by formal
knowledge and creativity and negatively affected by age of founders, (3) proactive search-
ing is positively affected by management experience, intrinsic motivation, and creativity,
(4) innovative behavior is negatively affected by management experience and positively af-
fected by inminsic motivation, and finally (5) collective action is negatively affected by
management experience.

5.3. Effects of social capital on business opportunity recognition behavior

It was hypothesized that social capital should facilitate opportunity recognition behavior
becanse relationships offer the needed information, make it possible to discuss business
ideas, and emobonally support entrepreneurs. To study this, social capital was divided into
a structural dimension, a relational dimension, and a cognitive dimension. Opportunity rec-
ognition variables are, again, knowledge acquisition, competitive scanning, proactive
searching, innovative behavior, and collective action. Thus, 15 separate hypotheses were
suggested. These hypotheses are in the following tested by using comelations, regression
analyses, and structural equation modeling.

Correlations among the secial capital dimensions and opportunity recognition behav-
ior variables

Table 48 below shows first that all the social capital dimensions are positively correlated
with knowledge acquisition. Statistically significant are the correlations between the
knowledge acquisition and the structural dimension (r=.27; p<.01) and especially between
knowledge acquisition and the relational dimension (r=.38; p<.01). This suggests that op-
portunity recognizers in order to activate knowledge acquisition need many kinds of social
relationships that are useful in opportunity recognition and also that opportunity recogniz-
ers/entrepreneurs know these persons on a personal level. Thus, social context might act-
vate entrepreneurs to search for needed information. Second, compeiitive scanning is af-
fected positively by all the social capital dimensions. Now, the significant variables are the
relational dimension (r=.28; p=.01) and cognitive dimension (r=.22; p<.05. This is possible
to interpret so that close relationships with people who can help in the business develop-
ment can make entrepreneurs understand the importance of the competitive arena and scan
_ the competition and search for a gap for the venture. Third, all the social capital variables
affect significantly proactive searching. Thus, social relationships offer valuable informa-
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tion and advice that is possible to turn to future orientated behavior. The stmctural dimen-
sion affected very strongly proactive behavior (r=.54; p<.01). Thus, 2 lot of both strong and
weak ties bring fuel” to proactive behavior. Cognitive dimension correlates also strongly
with proactive behavior (r=236; p<.01), meaning that for information and advices to flow to
entrepreneurs trusted and reciprocal relationships are needed. The above presented result is
supported by the fact that also relational dimension is significantly correlated with proac-
tive behavior (r=.25; p<.05).

Relational (r=.20; p<.05) and cognitive dimensions (r=.20; p<.05) are moderately but stll
significantly correlated with innovative behavior. This suggests that social comfort is re-
quired in order to be able to innovate opportunities. This is in line with many studies that
have indicated that creative people need social support and social freedom to be able to try
different even dummy things without fear of punishment (e.g. Amabile, Conti, Coon,
Lazenby, and Herron 1996).

Collective action is significantly correlated with all the social capital dimensions. The
structural dimension strongly affects collective action. This is not so obvious as it seems.
You might have a lot of relationships which can help in opportunity recognition, but this
doesn't mean that you want to discuss and share your ideas with them. It would be obvious
that you use the relationships as information sources but the above result shows also that
entreprencurs want to have deep discussions with these people. This is illustrated by the
correlations of two other social capital dimensions. The relational dimension is stronghy
(r=.27; p=.01) and the cognitive dimension very strongly (r=.41; p£.01) correlated with col-
lective action. This points out that contacts should be known very well before entrepre-
neurs want to discuss with them deeply about opportunities and share their ideas and get
some opinions. Therefore, decision-making about the issues in business development could
be said to proceed the collective way when the relationships are based on trustworthiness
and sirong cognitive commitment.

Opportunity recognition behavior variables are correlated with each other. The discussion
of them was presented above and, thus, is not repeated here again. Social capital variables
are comrelated positively and significantly with each other. This indicates thar they quite
probably measure the different aspects of the same concept. Still, the correlations between
them are below 0.80. Therefore, multicollinearity problems shouldn't exist in the data
analyses (see Kennedy 1992).
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Table 48. Correlations among the variables of social capital and opportunity recognition

behavior.
1. 2. 3. 4. 5. 6. 7.
1. Knowledge acquisition
2. Compelitive scanning Spes
3. Proactive searching Spe* 40
4. Innovative behavior A7 SfF> 12
5. Collective action 23%* 36+ 23 15
6. Structural dimension 27%* A2 Sqee 06 29%*
7. Relational dimension 35e* 28es i L 20* 27 2
8. Cognitive dimension 12 22% 6% 20% Al¥* 2% A2**

e p €.001, ** p<.01, *p<£.05 two tailed 1ests.
Regression analyses of effects of social capital on opportunity recognition behavior

In order to test hypotheses 6a to 10c, regression analyses were carried out. The analyses
tested the effects of the social capital variables on opportunity recognition behavior vari-
ables. The results of the analyses are presented in sections so that the effects of the social
capital variables on each opportunity recopnition variable are presented separately. The re-
sults are also indicated in Table 49. Durbin-Watson test values were all close to 2 suggest-
ing that problems with multicollinearity shouldn’t exist. Thus, tolerance values were above
0.10 and VIF-values below 10 (Kennedy 1992; Aczel 18996), so multicollinearity doesn’t
cause problems in the regression analyses.

Hypotheses 6a—6c¢: effecis of social capital variables on knowledge acquisition

Regression analyses of hypotheses 6a to 6c indicated the following results: Regression
analysis to test Hypothesis 6a (amount of social interaction - knowledge acquisition)
proposing that structural dimension should increase knowledge acquisition as a lot of social
ties offer a lot of new information receives support (beta=.20; p<.05). This points out how
wide a base of social relationships activate entrepreneurs to use these relationships to find
and understand information. Hypothesis 6b (closeness of relational ties < knowledge ac-
quisition) suggests that knowing people who can help one in opportunity recognition phase
on the personal level would help entrepreneurs to search for and find relevant information,
and especially to turn the information into interpreted knowledge. This claim was very
strongly supported by the regression analysis (beta=.39; p<.001). This illustrates that in-
formation sharing requires that the parties know each other personally because information
sha.ring'with stranger is not wanted. But, what is especially in_leresljng is that if the rela-
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tionships are cognilively committed, i.e., parties know each other very well, trust each
other deeply, and support each other when ever it is needed, then knowledge acquisition
decreases. This was hypothesized in Hypothesis 6c (commitment to relationships quality
- knowledge acquisition) and the relationship was negative as expected but not signifi-
cant. However, it is argued that if people are very closely and emotionally connected this
causes information to be already shared. Hence it is thought that there is no need to acquire
new knowledge, and also that norms and ways of behaving are ruled by (he thick social
community lessening the probability of searching for new information and maybe "shaking
the boat”. This finding is in line with the studies by Burt (1992). Because the result wasn’t
statistically significant, the above is only arguable. Table 49 below summarizes the results.

Hypotheses 7a—7c: effects of social capital variables on competitive scanning

Regression analyses of Hypotheses 7a to 7c indicated the following results: Hypothesis 7a
(amount of social interaction -> competitive scanning) proposes the structural dimen-
sion to enhance compelitive scanning, as it was argued that many kinds of relationships of-
fer routes to scan the competitive arena. Regression analysis revealed that the relationship
is positive. but still not significant and, thus, Hypothesis 7a does not receive support. It was
further claimed in Hypothesis 7b (closeness of relational ties > competitive scanning)
that also the relational dimension should have a positive influence on competitive scan-
ning. This was based on the idea that persons who were able to help entrepreneurs in op-
portunity recognition and who knew entrepreneurs personally would know the importance
of understanding the competitive arena and, thus, support competitive scanning behavior.
Hypothesis 7b was supported by the analysis (beta=.26; p<.01). Competitive scanning and
finding one's own place in a competitive arena requires a lot of courage and persistence
from the entrepreneurs. This courage and persistence is arguably supported by emotionally
strong reladonships. Thus, it was presented in Hypothesis 7c (commitment to relation-
ships quality - competitive scanning) that the cognitive dimension of social capital
should support positively competitive scanning. The relationship is positive as expected but
not significant. Thus, Hypothesis 7c was rejected. Table 49 below summarizes the results.

Of the control variables, age of founders affected negatively competitive scanning, suggest-
ing that aggressiveness decreases when life experience increases (beta = ~.28; p<.01). The
ICT-sector affected negatively on competitive scanning (beta = —36; p<.001). This is inter-
esting since it is often thought that the ICT-sector is a dynamic area in which competition is
strong. Reasons for the above results might be that the ICT-sector is still in its infancy and
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thus there is room for many companies. Most of the ICT-companies might still be small
and thus don’t have resources to fight over competitive positions, and ICT-entrepreneurs
might be so technology-oriented that they are not concerned with competition.

Hypotheses 8a—8c: effects of social capital variables on proactive searching

Regression analyses of Hypotheses 8a to 8c indicated the following results: Hypothesis 8a
(amount of social interaction > proactive searching) argues that the stmctural dimen-
sion should increase proactive searching because social relationships are the source from
which the information is received and based on which the future business situation is pos-
sible to envision. Regression analysis supports this claim strongly (beta=.50; p£.001). Ob-
viously relationships are the fuel that puts entrepreneurs to envision what would be needs
in the future. The relational dimension was hypothesized to have this same effect. Hy-
pothesis 8b (closeness of relational ties = proactive searching) suggests that the rela-
tional dimension should improve proactiveness. The effect was positive, but only weakly,
and most importantly not significantly. This might propose that strong personal ties are not
so important as weak ties. Weak ties might introduce such new information as counld be
turned into new ideas of doing business. This idea receives support from the result concem-
ing the structural dimension, which pointed to the importance of a wide base of relation-
ships. But this is not so simple, as is shown by the result of the cognitive dimension (Hy-
pothesis 8c: commitinent fo relationships quality = proactive searching). It indicates
that emotional commitment between the parties Increases proactive behavior (beta=.22;
p<03). Thus, emotionally very close people support entrepreneurs to think of future ori-
ented opportunities. It is possible to say that many kinds of weak ties give the information
to be able to envision the future but also that close friends’ emotional support is needed in
order to provide the courage. Of the control variables initial capital decreases proactive-
ness, indicating that the bigger the business is in the beginning the less risks in respect of
proactiveness are taken. Thus, the bigger the business is in the beginning, the more it tries
to grab profitable market opportunities and make profit in the beginning of its life cycle. It
might also indicate that bigger businesses are less flexible and fluent and more tied to the
recent businesses because large investments often require fast return on investments, Table
49 summarizes the results.

Hypotheses 9a—9c¢: effects of social capital variables on innovative behavior

Regression analyses of Hypotheses 9a to 9¢ indicated the following results: Hypothesis 9a
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(amount of social interaction -> innovative behavior) suggests that the structural dimen-
sion should increase innovative behavior as relationships provide information which could
be used in playing with ideas. But the analysis showed that the relationship is negative,
though weakly so, and not significant. Further, it was proposed that both relational dimen-
sion (Hypothesis 9b: closeness of relational ties < innovative behavior) and the cogni-
tive dimension (Hypothesis 9¢: commitment to relationships quality - innovative be-
havior) should increase innovative behavior because both should support emotionally in-
novative playing with ideas. The relationships were positive as expected, but not signifi-
cantly. So. Of the control variables age of founders affected innovative behavior negatively
(beta = —29; p<.01). Information- and communication technology also affects negatively
innovative behavior (beta = —.20; p<.05), which is a little surprising. The reason for this
might be that the ICT-people are technically oriented and, thus, used to more rational ways
of doing things. However, this should be studied more carefully. In addirtion, the province
of Jyviskyld decreases innovative behavior (beta = —.24; p<.05). The reason for this might
be found in the entrepreneurial culture of this area (see Havusela 1999), but it should be
studied in more detailed. Table 49 summarizes the results.

Hypotheses 10a—10c: effects of social capital variables on collective action

Regression analyses of Hypotheses 10a to 10c indicated the following results: Hypothesis
10a {amount of social interaction = collective action) proposes that the structural di-
mension should affect collective action positively because many kinds of relationships
form the ground for active dialogue with the social context. Hypothesis 10a receives sup-
port (beta=19; p<.05). However, the issue isn’t’ that simple that of course entrepreneurs are
in dialepue if they have a lot of relationships. Collective action means that entrepreneurs
should discuss in detail with other people their ideas and opportunities, listen to ather peo-
ple’s opinicns, and even make decisions with other people. It might be that entrepreneurs
gather information through the relationships but do all the thinking and make all the deci-
sions by themselves. Thus, Hypothesis 10b (closeness of relational ties = collective ac-
tion) suggests that collective action is influenced positively by the relational dimension of
social capital. The relationship is positive, but not significant and, thus, Hypothesis 10b is
rejected. On the basis of the above argument, Hypothesis 10c {commitment to relation-
ships quality -> collective action} also proposes that the cognitive dimension should en-
hance collective action because emotional commitment makes it easier to have profound
discussion and accept others in decision-making. Hypothesis 10c receives support (bela =
.26; p=.05). This shows that it requires very close ties that are emotionally connected in or-
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der for entrepreneurs to be able to let others take part in their decision-making. Table 49
below summarizes the results.

Table 49. Regression tests of Hypotheses 62—10c.

Dependent variables Knowledge Competitive  Proactive Innovative  Collective
acquisilion scanning searching behavior action

Independent variables

Strucrural dimension of 20 04 Sipere -01 19+

social eapital

Relational dimension of A 26 L6 I3 15

social capital

Cognitive dimension of -9 .03 227 .18 26%

social capital

Conirol variables

Age of founders 0l —.28w" 08 —20%* 01

Inital capital ~02 02 -35¢ ~07 15

Number of employees 27 29 21 01 -05

Radius of business =12 03 .10 .00 0l

ICT-technology -1 ~_3gves 02 ~20% =05

Metal industry 00 00 00 00 00

Provinee of Jyviiskylid 12 -17 02 —24* ~I1

Province of Qulu 00 -07 -10 05 13

Province of Vansa 00 .00 .00 00 00

R’ 27 34 40 20 28

Adjusted R? .19 27 33 10 20

F 3.15%* 4. 45%>% N b 207 3.36m*

Durbin-Watson 2.16 2.04 2.16 1.69 1.73

Coefiicients are standardized beta weights.
= p < 001, ** p< 0L, *p£.05; one lailed (esis.

Structural equation model of influences of social capital on opportunity recognition
behavior

The social capital hypotheses on cpportunity recognition behavior were separately tested
above using regression analyses. Next the hypotheses found to be statistically significant
are tested as a whole using structural equation modeling. The independent variables of the
structural equation model are the strucrural dimension of social capital, the relational di-
mension of social capital, and the cognitive dimension of social capital. The control vari-
ables of age of founders and initial capital are included in the model. The dummy variables
are nol included, because the use of binary variables in structural equation modeling is not
recommended (Schumacker and Lomax 1996). The mode! includes only the hypotheses
that received support in the above regression analyses because the aim of this structural
equation modeling is o test if these hypotheses hold also when tested toger.hei- in one
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model. Innovative behavior was excluded from the mode] because none of the social capi-

tal variables affected it significantly. Error variables (el—e4) in Figure 26 below illustrate
the variance not explained by the independent variables.

il
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Causal coefficients are standardized beta weights.
=< 001 ** p5.01. *ps.05.

Figure 26. The structural equation model for the effects of social capital on opportunity

recognition behavior.
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The model was run with AMOS structural equation modeling program. The model was
identified. Error variances (el—e4} were not negative or non-significant. In addition, none
of the model coefficients were close or above 1 and standard error coefficients unusually
large. Problems in respect of these issues are not to be expected. Multicollinearity should
not exist as all the correlations were below 0.80. Figure 26 above illustrates the model with
the standardized maximum likelihood parameter estimates for the paths.

The goodness-of-fit statistics in Table 60 below indicate a good fit between the hypothe-
sized mode] and the data. The chi-square value of 20.31 with 21 degrees of freedom is not
significant (p=.50) indicating that the estimated and the observed data matrices do not dif-
fer significantly. A GFI value of 0.97 and an AGFI value of (.89 indicate a good fit be-
tween the model and the data as the recommended value of both is 0.90. This is also sup-
ported by the NH value of 0.94, which is above the recommended 0.80 (Schumacker and
Lomax 1996).

The model fit was further assessed using nested model tests. Three nested models were
compared: (1) the hypothesized model (in Figure 26 above), (2} a null model, in which no
relationships are posited, and (3) a saturated model, in which all the possible relationships
are posited. As Table 50 shows, the null model doesn’t fit the data because its chi square
statistics (chi square = 130.71; p=.00) indicate significant differences between the observed
and estimated data matrices. The GFI value is 0.84, the AGFI value 0.68, and NFI value
0.64 pointing to poor fit. The saturated medel fits better but still (he fit is not significant.
This is indicated by the chi square statistics (chi square = 13.99; p=.03), which show that
the difference between the saturated model and the model in sample data are significantly
different. Even though the fit indexes (GFI =.98; AGFI=.74; NFI=.96) are pretty high, the
saturated model must be rejected. The above tests of nested models show that of the above
models the hypothesized model fits best, and thus the hypothesized model is accepted.

Table 50. Structural equation model statistics for the social model.

Model Chi* p df GFI AGFI NFi
1. Hypothesized 20.31 50 121 97 .89 94
2. Null 130.71 00 33 84 68 64
3. Saturated 13,99 03 6 98 74 96

To summarize, the hypothesized structural equation model of the effects of social capital
on opportunity recognition behavior had a good fit in the sample. Goodness-of-fit statistics '
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and the nested model tests support this conclusion. The results of the hypotheses based on
structural equation modeling were in line with the resulis of the regression analyses. Hy-
potheses 6a, 6b, 7b, 8a, 8c, 102, and 10c are accepted. Thus, (1) knowledge acquisition is
positively affected by the structural dimension and Lhe relational dimension, (2) compeli-
tive scanning is positively affected by the relational dimension, (3) proactive searching is
positively affected by the structural dimension and the cognitive dimension, (4) innovative
behavior wasn’t affected by social capital, and (5) collective action is positively affected by
the structural dimension and the cognitive dimension.

5.4. Effects of environmental dynamism on business opportunity recognition behavior

It was hypothesized that environmental dynamism should enhance opportunity recognition
behavior, because it provides knowledge gaps and, thus, possibilities for new business. In
order to study this entrepreneurs’ perceptions of their environment were asked about. Per-
ceptions were on purpose inquired about because only entrepreneurs’ interpretations of in-
formation make them behave somehow. The hard facts of the environment aren’t thus here
such meaningful activators of behavior. Environmental dynamism as perceptions could be
seen also as information capital because it tells the entrepreneurs if there exist in general
possibilities of new business opportunities. But the term environmental dynamism is used
becanse it has been used normally about the phenomenon. However, it is stressed again that
here in this study environmental dynamism is seen more as entrepreneurs’ informatiopal
capital of the business environment than as hard facts about the environment. The business
opportunity recognition variables are knowledge acquisition, competitive scanning, proac-
tive searching, innovative behavior, and collective action. Hereafter, 5 separate hypotheses
were proposed. These hypotheses are below tested by using correlations, regression analy-
ses, and structural equation modeling.

Correlations among the environmental dynamism and opportunity recognition be-
havior variables

Table 51 below shows that environmental dynamism correlates positively and significantly
with knowledge acquisition (r=.21; p<.05). Thus, it is suggested that, if the environment is
turbulent and there are a lot of knowledge gaps, it activates entrepreneurs to search knowl-
edge for the opportunities. Environmental dynamism correlates also positively and signifi-
cantly with competitive scanning (r=.59; p<.01). Thus, if there are a lot of changes happen-
ing, it is worthwhile to scan competition carefully. Environmental dynamism correlates
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also positively with proactive searching, innovative behavior, and collective action but not
significantly. On the basis of the above it is proposed that environmental dynamism works
as information capital to the entrepreneurs and pulls them to opportunity recognition be-
havior.

Table 51. Correlations among the variables of environmental dynamism and opportunity
recognition bebavior.

1. 2. 3. 4. 5.
1. Knowledge acquisition
2. Competitive scanning SQe*
3. Proactive searching S Ap*
4, Innovative behavior 17 Age* A2
5. Collective aclion 28 3e** 23 15
6. Environynental dynamism 21* Sgwe .18 .07 06

wek < 001, ** p< .01, *p< 05 two Lailed tests.

Regression analyses of influences of environmental dynamism on opportunity recog-
nition behavior

In order to test hypotheses 1]a to 1le, regression analyses were carried out. The analyses
tested the effects of environmental dynamism on opportunity recognition behavior vari-
ables. The results of the analyses are presented in Table 52, The Durbin-Watson test of
multicollinearity showed values close to 2 suggesting Lhat prablems with multicollinearity
shouldn't exist. The tolerance values were also above 0.10 and the VIF-values below 10,
and thus, multicollinearity should not cause problems.

Hypotheses 11a—11e: gffects of environmental dynamism on opportunity

Regression analyses of Hypotheses 11a to 11e indicated the following results (see also Ta-
ble 64): Regression analysis to test Hypothesis 11a {environmental dynamism = knowl-
edge acquisition) proposing that environmental dynamism increases knowledge acquisi-
tion because turbulence suggests that there is a lot of unknown information to be searched
for. The result of the regression analysis gives support to Hypothesis 11a (beta=.24; p<.05).
Hypothesis 11b {environmental dynamism -» competitive scanning) suggests that a dy-
namic environment should enhance competitive scanning because there are a lot of things
happening and, thus, competitive gaps are to be found. Hypothesis 11b received very
strong support (beta=.49; p<.001). Proactive searching should also be affected positively by
environmental dynamism because it makes it possible to try future-criented ideas as the
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environment is not stagnated to certain types of businesses. Hypothesis 11c (environ-
mental dynamism -> proactive searching) testing the above proposition received support
(beta=.31; p<.01). Hypothesis 11d (environmental dynamism - innovative behavior)
and 1le (environmental dynamism -> collective action) proposed that environmental dy-
namism should increase both innovative behavior and collective action. However, the rela-
tionships were negative and not significant. Thus, Hypothesis 11d and 11e were rejected.

Of the control variables, the information- and communication technology industry sector
and the provinces of Jyviskyld and Qulu affected negatively and significantly competitive
scanning. Thus, ICT-entrepreneurs aren’t probably so concerned about competitive issues.
The provinces of Jyviskyld and Oulu especially have many ICT cornpanies in the sample
and probably thus they affected competitive scanning negatively. Initial capilal decreases
and radius of business increases proactive searching. It seems that large investments make
entrepreneurs cautious and make them avoid establishing proactive companies. Geographi-
cal radius of business, then, makes entreprenenrs search for proactive ideas possibly be-
cause they have to compete in larger geographical arenas. Age of founders decreases inno-
vative behavior probably becanse their thinking styles become more rigid and because they
are not any more willing to take risks. The ICT-sector and the provinces of Jyviiskyld and
Oulu affect innovative behavior negatively. This might be so because technically oriented
people are probably quite often more rational in their thinking,

Table 52. Regression tests of Hypotheses 11a—11e.

Dependent variables Knowledge  Competilive Proactive Innovative  Colleclive
acquisilion scanning searching behavior action
Independen: variables
Environmental dynamism 24* 49ena I -08 =02
Control variables
Age of founders .03 -.14 17 —3]1** il
Initial capital 01 01 -21* -4 24
Number of employees 24 21 15 04 -04
Radius of business -05 Ji 24* 07 12
ICT-technology 00 -9+ 12 -23* -05
Metal industry 00 00 00 00 .00
Province of Jyviskylad .08 ~18% -04 —.24* -13
Province of Qulu -09 =22 -7 ~-08 .09
Province of Vaasa 00 00 00 .00 .00
R 14 45 A5 14 11
Adjusted R? 06 A0 07 06 03
F 1.75% 8.9g9%e= 1.89* 181* [.32
Durbin-Watson 2.21 2.31 . 219 1.70 1.86

Coefiicients are siandardized bela weights.
ok < 001, ** p< .01, * p < .05; ope lailed tests.
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A structural equation model of influences of environmental dynamism on opportunity
recognition behavior

The following section presents tests of the significant hypotheses in the structural eguation
model. The significant control variables are included in the model. Innovative behavior and
collective action were excluded from the model because environmental dynamism didn’t
have significant effect on them. The model was identified. Error variances (el-e3) were
studied and it was found that they were not negative or non-significant. None of the model
coefficients were either close or above 1 or standard error coefficients unusually large. The
comelations among Lhe variables were below 0.80. Figure 27 illustrates the model.
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ecquisition

14 25=

Causal coefficienis are siandardized bela weights.
*ep< 001,* p<.0l,*ps .05,

Figure 27. The structural equation model for the effects of environmental dynamism on
opportunity recognition behavior.
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The goodness-of-fit statistics in Table 53 below indicate a good fit between the hypothe-
sized model and the data. The chi-square value of 8.92 with 9 degrees of freedom is not
significant (p=.435) indicating that the estimated and observed data matrices do not differ
significantly. Further, the GFI value of 0.98 and the AGFI value of 0.93 indicate very good
fit between the model and the data as the recommended values of both indexes are 0.90.
This is also supported by the NFI value of 0.90, which is above the recommended 0.80
(Schumacker and Lomax 1996).

The model fit was also assessed using nested mode! tests. Three nested models were com-
pared: (1) the hypothesized model (see Figure 27), (2) a null model, in which no relation-
ships are posited, and (3) a saturated model, in which all the possible relationships are pos-
ited. As Table 53 shows, the null model doesn’t fit the data because its chi-square statistics
(chi square = 77.16; p=.00) indicate significant differences between the cbserved and esti-
mated data matrices. The GFI value is .81, the AGFI value 0.71, and the NFI value 0.14
pointing to poor fit. The saturated model, then, fits better, but still the fit is not significant.
This is indicated by chi square statistics (chi square = 18.38; p=.01), which show that the
difference between the saturated and the model in the sample is significant. Although the
fit indexes (GFI =.95;, AGFI=.76; NFI=.79) are good, the saturated model must be rejected.
The above tests of nested models show that the hypothesized model should be chosen.

Table 53. Structural equation model statistics for the environmental model.

Model Chi* p df GFI AGFI NFI
1. Hypothesized  8.92 45 9 98 93 90
2. Null 71.16 00 18 81 a1 14
3. Saturated 18.38 01 6 95 76 79

To summarize, the hypothesized structaral equation model of effects of environmental dy-
namism on opportunity recognition behavior had a good fit in the sample. Goodness-of-fit
slatistics and the nested model tests support this conclusion. Hypotheses 11a, 11b, and 11¢
are confirmed. Environmental dynamism affects significantly knowledge acquisition, com-
petitive scanning, and proactive searching.

5.5. Effects of business opportunity recognition behavior on performance

Table 54 below shows that all opportunity recognition behavicr variables were positively
correlated with the performance variables of growth and newness value. Staristically sig-
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nificant are the correlations between knowledge acquisition and growth (r=.40; p< .001),
competitive scanning and growth (r=.35; p< .001), and prozactive searching and growth
(r=.66; p<.001). Further, significant are the correlations between knowledge acquisition
and newness value (r=.34; p< .001), competitive scanning and newness value (r=43; p<
-001), and proactive behavior and newness value (r=.55; p< .001). This suggests that good
performance quite soon already requires acquiring relevant knowledge, scanning the com-
petitive arena carefully, and proactive visioning of the probable business future. It is impor-
tant to notice that all the significant relations are strong and statistically highly significant.
Growth and newness value correlate strongly and significantly with each other (r=.71; p<
01). However, the value is under 0.80, so they probably present different aspects of the
performance, which was also shown in the methodological past using factor analysis.

Table 54. Correlations among the variables of opportunity recognition behavior and per-

formance.
1. 2 3 4, 5 6
1. Knowledge acquisition
2. Competitive scanning S0*=
3. Proactive searching Sger A+
4, Innovative behavior 17 g A2
5. Collective action 28* 6% 23" A5
6. Growth A0Fex 35%xx gGakkk ) A5
7. Newness value JgErx 4 S5EEE (00 .03 il

**¢p < 001, ** p<.0], " p5.05; two tailed tests.

Regression analyses of influences of opportunity recognition behavior on perform-
ance variables

In order to test hypotheses 12a to 13e, regression analyses were again carried out. The
analyses tested now the effects of opportunity recognition behavior on performance vari-
ables of growth and newness value. Since the ventures were rather new (established in
1998), profitability was not included in the performance measures, although it is an often
used measure of performance. But, as many have proposed (see Yli-Renko 1999), among
new ventures profitability is not a good measure of performance because very often profit-
ability is achieved later in the life cycle of ventures. The results of the analyses are pre-
sented in sections so that the effects of opportunity recognition behavior on both perform-
ance variables are presented separately. The results are also indicated in Table 55. The
Durbin-Watson test of multicollinearity presented values close to 2 suggesting that prob-
lems with multicollinearity shouldn’t exist. Tolerance- and VIF-values of the varables
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were also examined to study multicollinearity. The tolerance values were above 0.10 and
the VIF-values below 10. Multicollinearity should not, therefore, cause problems.

Hypotheses 12a-12e: effects of opportunity recognition behavior on growth of ventures

Regression analyses of Hypotheses 12a to 12e indicated the following results: Hypothesis
122 (knowledge acquisition - growth) proposes that knowledge acquisition should in-
crease growth because knowledge of the business area would help to find the most profit-
able opportunities. The relationship was positive, but not significant. Thus, Hypothesis 12a
is rejected. Hypothesis 12b (competitive scanning - growth), again, suggests that com-
petitive scanning should also increase growth. This is proposed because knowing the com-
petitive arena should make it easier to find business gaps to be filled. Again the relation-
ship was positive but not significant, and Hypothesis 12b doesn’t thus receive support.
Proactive searching should enhance growth, which was hypothesized in Hypothesis 12¢
(proactive searching <> growth), because seeing the near future in respect of the business
should offer an advantage compared to competitors. This was very strongly supported by
the regression analysis (beta=.76; p<.001). This result might also suggest that future ori-
ented businesses are able to create new value to customers, and thus, growth of the ven-
tures is high. Hypotheses 12d (innovative behavior = growth) and 12e (collective action
-> growth) set fort that innovarive behavior and collective action should, in addidon, sup-
post growth. The relationships were not significant but they were, however, positive, as
was expected. The results are also presented in Table 55.

The effect of the radius of business, of the control variables, on growth was negative and
significant. The reason for this is probably that large geographical radius of business re-
quires so much effort and such resources that new businesses simply don’t have them, and
thus, growth is not achieved. The provinces of Oulu and Vaasa promote positively and sig-
nificantly growth. This probably shows the entrepreneurial ability of these areas Lo create
value for customers and, thus, good performance.

Hypotheses 13a—13e: effecis of opportuniry recognition behavior on newness value of ven-
tures

In respect of newness value, it was hypothesized that knowledge acquisition should further
newness value because knowledge is the resource on which more sophisticated products
and processes, for example, are based (Hypothesis 13a: knowledge acquisition = new-
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ness value). The relationship was positive as expected. But again the relationship wasn’t
significant. Although the correlations were significant showing that knowledge acquisition
has something to do with growth and newness value, and thus performance, though it
doesn't straightforwardly cause performance (see Table 35). This is interesting since
knowledge acquisition is often mentioned to be one of the main sources of good perform-
ance (see, e.g. Timmons 1994). Knowledge acquisition is significantly correlated with
competitive scanning and proactive behavior, which are the maio causes of performance in
this study, and thus it is possible that knowledge acquisition affects performance through
these two other variables. These causal relationships between opportunity recognition be-
havior variables should be studied more deeply in future studies. Hypothesis 13b (competi-
tive scanning - newness value) presents newness value as affected posidvely by com-
petitive scanning, because through kmowledge of the competition and the competitive arena
it is easier to construct more novel solutions. The relationship was positive and highly sig-
mificant (beta=.35; p<.001).

Hypothesis 13c (proactive searching-> newness value) argues that proactive searching
supports newness value. It is proposed that, if future business possibilities are thought
about and actively searched for, it is also more probable that the newness value of the ven-
ture increases. Hypothesis 13c gets strong support (beta=.46; p<.001). Hypothesis 134 (in-
novative behavior -> newness value) proposes that innovative behavior nurtures newness
value becanse “playing with ideas” might offer ideas of novel ways of doing business.
However, the relationship is not significant, though it is positive. This might be so because
newness value requires also castomer value and satisfaction, adding value to customers,
and being cleverer than competitors, i.e., interpreting market information more alertly, and
innovative ideas are often based on an individual's own preferences. Innovative behavior
is, thus, more resource based than market-based thinking, and perhaps not significant to
performance. Last, Hypothesis 13e (collective action - newness value) argues that
collective action enhances newness value because social behavior offers the latest
information on business making so the newness of the venture becomes possible.
Hypothesis 13e was supported (beta=.24; p<.05) by regression analysis. This shows, again,
how important sccial relationships and networking are in new venture creation and
performance building in new ventures.

The analyses of control variables indicated the following results: The radius of business in-
creases significantly its newness value. This is probably because large geographical area of
doing business requires novel ways of doing it in order to earn acceptance of customers.
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The provinece of Oulu influences also positively and significantly newness value. Thus, it
could be seen that the province of Oulu is very good in both growth and newness value of
new ventures. The above results are presented in Table 55.

Table 55. Regression tests of Hypotheses 12a—13e.

Dependent variables Growth Newness value
Independent variables

Knowledge acquisition 05 03
Compelitive scanning .05 J5eee
Proactive searching JGees A
Innovative behavior 01 07
Colleclive action 04 24%*
Control variables

Age of founders -00 03
Initial capitat -04 00
MNumber of employees 17 =02
Radius of business -16" el Ll
ICT-technology -4 -13
Metal industry 00 00
Province of Jyviskyld 00 00
Province of Qulu d6* .16*
Province of Vaasa 27 04

R* 65 61
Adjusted R? 60 55

F 12.94uw* 10,75
Durbin-Watson 1.83 217

Coeflicients are standacdized beta weights,
=+ <.00L, ** p = .01, *p £.05; one wiled lests,

Structural equation model of influences of opportunity recognition behavior on per-
formance variables of growth and newness value

In the following is tested the significant hypotheses based on regression analyses in the
structural equation model. The significant control variables are included in the model, ex-
cept dummy variables. Knowledge acquisition and innovative behavior were excluded
from the model because they didn’t affect performance significantly. The model was run
with AMOS structural equation modeling program. The model was identified. Ermor vari-
ances (el-e2) were simdied and they were all positive and significant. Further, the model
coefficients were clearly below 1 and standard error coefficients normal. Problems in re-
spect of these issues shouldn’t exist. Multicollinearity shouldn't exist either because the
correlations among the variables were all below the required 0.80. Figure 28 below illus-
trates the structural equation model. :
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Causal coefficients are standardized beta weights.
wad < 001, ** p< .01, ¢p< .05

Figure 28. The structural equation model for the effects of opportunity recognition behav-
ior on performance.

The goodness-of-fit statistics in the Table 56 below indicate a good fit between the hy-
pothesized model and the data. The chi-square value of 1.53 with 2 degrees of freedom is
not significant (p=.47) indicating that the estimated and observed data matrices do not dif-
fer significantly. Further, the GFI value of 0.99 and the AGFI value of 0.95 indicate a very
good fit between the model and the data as the recommended values of both indexes are
0.90. This is also supported by the NFI value of 0.99, which should be above .80
(Schumacker and Lomax 1996).

The mode} fit was farther assessed using nested model tests (see Schumacker and Lomax
1996). Three nested models were compared: (1) the hypothesized model {presented in
above in Figure 28), (2) a null model, in which no causal relationships berween independ-
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ent and dependent variables are posited, and (3) a sawrated model, in which all the possible
relationships are posited. As Table 56 shows the null model doesn’t fit the data because its
chi square statistics {chi square = 109.67; p=00) indicate significant differences between
the observed and estimated data matrices. The GFI value is 0.78, the AGFI value 0.43, and
the NFI value 0.50 all pointing t poor fit. The saturated model, again, fits better and is sig-
nificant. This is indicated by chi square statistics (chi square = 1.53; p=.22), which show
that the difference between the saturated and the model in the sample is not significant.
Even though the fit indexes (GFI =.99; AGFI=.89; NFI=.99) of the saturated model are
good, the hypothesized model works even better. In addition, because the hypothesized
model is more parsimonious, it is reasonable 1o choose the hypothesized model instead of
the saturated model here in the study.

Table 56. Smuctural equation model statistics for opportunity recognition behavior model.

Mode) Chi* P df GEl AGFI NFI
1. Hypothesized 1.53 47 2 99 95 99
2. Null 105.67 00 9 .81 i .14
3, Saturated 1.53 .22 1 99 .89 99

To summarize, the hypothesized structural equation model had a good fit in the sample.
Goodness-of-fit statistics and the nested model tests support this conclusion. The results of
the hypotheses based on structural equation modeling were in line with the results of the
regression analyses. Hypotheses 12c, 13b, 13c¢, and 13e are confirmed. Thus, growth is af-
fected positively by proactive behavior and newness value by competitive scanning, proac-
tive behavior, and collective action.

5.6. The combined structural model of business opportunity recognition

It was last tested if the above four submodels (the intellectual model, the social model, the
environmental model, and the recognition behavior model) hold simultaneously when put
into one model. To do this a combined structural equation model was run by using the
AMOS program. The model consists of all, and only, the statistically significant paths re-
ceived based on the above regression analyses and structural equation analyses. Thus, atl
the significant conmol variables were attached in the model, except dummy variables. The
model is constructed so that opportunity recognition behavior variables mediate the capital
variables (intellectual, social, and environmental) and the performance variables. It is hy-
pothesized that intellectual and social capital and environmental dynarnism cause behavior
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(opportunity recognition), which then causes performance (growth and newness value). Be-
fore the results of the combined structural equation model are presented, it is tested if op-
portunity recognition behavior variables mediate the capital variables and performance. To
test this, the following regression analyses were carried out.

Mediating effects of opportunity recognition behavior

First, direct effects of the intellectual, social, and environmental variables on the perform-
ance variables were studied. The results of the direct effects are presented in Table 57. The
standardized beta coefficients in the table show that the relationship is significant, This
makes the mediating effect possible in the first place. The capital variables must have sig-
nificant effects on the performance variables in order for opportunity recognition behavior
variables to be possible to have mediating effects.

Table 57. Regression tests of direct effects of intellectual, social, and environmental vari-
ables on performance.

Dependent variables Growth Newness value
Independent variables:

Formal knowledge 08t
Management experience Yl 25
Intrinsic motivation -17* -08+
Creativity 23w A7*
Structural dimension Alaee 29*
Relationat dimension 14
Cognitve dimension -.15¢ =11t
Environmental dynamism A5t 24
Controf variables:

Age of founders -.09+
Initial capital {08+ -10+
Radius of business 08¢ 0§

Coeflicients are standardized beta weights.
“xkn< 001, =* p< 01, *p=.05 1 p=.10; one tailed ests.

Second, direct effects of the mediating variables on the performance should also be signifi-
cant. This has already been tested in chapter 5.5. The results indicated that of opportunity
recogmition behavior variables competitive scanning, proactive behavior, and collective ac-
tion have sigpificant effects on performance. Thus, only those variables are taken into the
combined mode] as the mediating variables and knowledge acquisition and innovative be-
havior are excluded from the combined model. Third, the mediating effects were tested so
that both independent and mediating variables were put into the same model as linear pre- '



ACTA WASAENSIA 201

dictors of the performance. If the effects of the independent variables (intellectmal capital,
social capital, and environmental dynamism) are not significant or the effects decrease, op-
portunity recognition behavior variables mediate the effects. The results presented in Table
58 indicate that the effects of the independent variables decreases or became non-
significant. Thus, opportunity recognition behavior mediates the intellecmal capital, social
capital, and environmental dynamism and performance variables. Still, direct effects of the
management experience, intrinsic motivation, and cognitive dimension of social capital
hold also after the mediating variables are brought into the model. Yet, the effect of them
decreases, which shows that opportunity recognition behavior mediates partially these vari-
ables. Thus, management experience, intrinsic motivation, and the cognitive dimmenston of
social capital have both direct and indirect effects on performance.

Table 58. Regression tests of mediating effects of opportunity recognition behavior vari-

ables.
Dependent variables Growth Newness value
Mediating variables:
Compentive scanning .20+
Proactive searching S54me AGErw
Collective action A7+
Independent variables:
Formal knowledge 05
Management experience 30w 15
Intrinsic motivation -.16* -.08
Creativity A2 -17
Structural dimension 14 05
Relational dimension .03
Cognitive dimension -34* -07
Envircnmental dynamism 14 13
Control variables:
Age of founders -05
Initzal capital .02 -.00
Radius of business .05 05

Coefhicients are standardized beta weiphis.
ek p < 001, ** p<.0l, *p=.05 t p=.10; one wailed tests.

Next, the independent variables, mediating variables, and dependent variables are put into
the same model and tested in the structural equation model in order to find out if the model
holds as a whole. The combined model was identified. The error variances were examined
for negative or non-significant effects and none were found. Then standardized coefficients
were examined and none of them exceeded or was close to 1.0. None of the standard errors
were unusually large neither. Alse, all the correlations were below 0.80, and thus multicol-
linearity shouldn’t be a problem. All the paths, which were significant in the submodels,
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were also significant in the combined model. Figure 29 below illustrates the combined
model. It is possible to see that the estimates are close to the ones in the submodels. The
significant direct effects, which hold also after mediating effects are attached in the model.
The correlations between the predictors are presented in Table 59 after the figure because
otherwise the figure would have been too complicated to be illustrative.

ervironmentall | structursl | | relational | | cognitive intrinsic crealivity formal | (menagement
dynamism | | dimension | | dimension{ | dimension | | mativation knowdedge || expenence

4 flee a2 a9 109 15 A
competitve proactive ccglt?u%n;e
5| scanning © searching 25
1
] 1
02 el e5
S4eas
2 e e
growth newness value
sl X
1 1
eb e7
m

Causal cocficients are standardized beta weights.
*p < 001,"*ps .01, *p< 05,

Figure 29. The combined strrctural equation model.
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The goodness-of-fit statistics indicate a good fit between the combined model and the data.
The chi-square value of 28.35 with 26 degrees of freedom is not significant (p=.34), indi-
cating that the estimates and observed data matrices do not differ significantly. The GFI
value of 0.95 and the AGFI value of 0.89 also indicate good fit between the model and the
data. The NFI value of 0.94, in addition, shows a very good fit. This shows that the results
of the submodels hold simultansously.

Table 59 shows that the correlations between the exogenous variables in the combined
model are all below 0.80. This means that the variables aren't so intercorrelated that multi-

collinearity interferes with the above presented results of the combined model.

Table 59. Comrelations among the exogenous variables in the combined model.

1 2 3 4. 5. 6 7
1. Environmental dynamism
2. Structural dimension -02
3. Reladonal dimension 2 20
4, Cognitive dimension 05 20¥ A2%wE
5. Intrinsic molivation A7 I Ll | L 04
6. Creativity S0 0l 17 JAgkes 14
7. Formal knowledge 28% -13 27% -03 -05 -00
8, Management experience 09 23 .14 22¢ 09 0% 00

kp< 001, **ps.01,%ps .05
5.7. Summary of the results

All in all, the following relationships were found to be statistically significant: Of the intel-
lectual capital variables, formal knowledge had a significant influence on knowledge ac-
quisition and competitive scanning. This shows how general kmowledge is important in
analyzing the business situation. Creativity, again, influenced significantly competitive
scanning and proactive searching. This means that a skill to see things differently is impor-
tant in order to find gaps in the market and in order to see what will happen in near future.
Management experience enhanced proactive searching and innovative behavier but de-
creased collective action. Thus, managerially experienced new venture creators use their
experience 10 see where the business is developing and to innovate new kind of solutions to
grab these developments earlier than others. But they have problem in that they are not
willing to discuss with others about the business creation and thus they lose valuable new
information. Intrinsic motivation affected positively proactive searching and innovative be-
havior. This indicates that envisioning the future and solutions that would add value in the
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future requires that it is fun and internally rewarding.

Of the social capital variables, the amount of social interaction (structural dimension of so-
cial capital) affected positively knowledge acquisition, proactive searching, and collective
action. This clearly points out that wide base of relationships is used to get new informa-
tion, Also it shows that in order to see the fumre developments it is needed active dialogue
with others. Last, the results indicate that the more you have social relationships, the more
you discuss with them about venture creation. Thus, the more used you are to social dia-
logue, the more you alse use it in opportunity recognition. The closeness of relational ties
(relational dimension of secial capital) had a positive influence on knowledge acquisition
and competitive scanning. This shows interestingly that personal ties are used to get newest
information and to find gaps in the competitive arena. This is interesting as jt shows that
the latest information is only shared if the relationships are personal. Finally, the commit-
ment to relationship quality (cognitive dimension of social capital) affected positively
knowledge acquisition, proactive searching, and colleclive action. These results indicate
that information concerning future trends and common sense-making what will happen in
the future are done together only if the relationships are cognitively very close and trusted.

Environmental dynamism, again, influenced positively knowledge acquisition, competitive
scanning, and proactive searching. This shows illustratively how changes in the environ-
ment pull entreprenenss to search knowledge asymmetries. The results show that entrepre-
neurs perceive the dynamism in the environment and thus start to the acquire knowledge
about the changes, try to locate gaps in the market, and envision what will happen in the fu-
ture. Thus, it could be suggested that perceptions of dynamism in the environment are very
important because without these opportunity recognition wouldn’t start at all.

Of the opportunity recognition behavior variables, proactive searching enhanced growth of
new ventures and competitive scanning, proactive searching, and collective action newness
value of new ventures. This means, first, that opportunity recognition behavior is important
to performance of new ventures. Second, it means that the skill to see what will happen in
the future creates the base for fast growth. It also means that it should be grabbed the op-
portunity before others if wanted to create fast growth. Third, it shows that to be able to
create newness value to customers/end-users are needed skills to find gaps form the mar-
ket, proactively see what are the trens in the future, and collectively discuss about the pos-
sible developments. A summary of the accepted and rejected hypotheses is presented in
Table 60.
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Table 60. Summary of the accepted and rejected hypotheses of the study.

205

Hypotheses Relationshl] Result
Hypothesis la........  domain h:-owlodgc = knowledge nequUisTtom.. ... v ireacer e Not suppored
Hypothesis 1b........  formal knowledge - knawledge acquisition. ., Suvpporied
Hypothesis lc........ management expesicnce —» knowledge ac.quisilion... w. Mot supported
Hypothesis 1d........ inrinsic motivation = knowledge ACQUISTEON. .vveerivecriiccriccniiceene. INOE SUPPOMEd
Hypothesis )¢........  creativity =) knowledge scquisition . Not supparted
Hypothesis 2a......... domain knowledge -» competitive scanning Mot sopporied
Hypothesis 2b........ formal knowledge - competitive scanning.,, Suppened
Hypothesis 2¢........ Mmanagemenl EXpPXIienct — COMpElitive scanning. Not supported
Hypothesis 2d........  inginsic motivation = compelilive SEMMING....covvvivriorievnrrrsini e Not supported
Hypothesis 2=........ crealivity 3 compelibive scanning. Supperted
Hypothesis Ja........  domain knowledge - proactive searching...... ..0eeees Nox supported
Hypothesis 3b........ formal knowledge = pro3etive SEACRINg. .. .ovmeemreurumnsmns s enmmscmnmsnnens Not supported
Hypothesis 3c........ Management experience = Proactive Searching.. ..o e veen Supponed
Hypothesis 3d........ intrinsic motvaton = p ive scarching. Supported
Hypothesis 3¢........  creativity -» proactive searching.... Supporned
Hypothesis da.........  domain knowledge - innovative behavior, ... Mot supported
Hypothesis 4b........  format knowledge <> innovative behavior.......c..ccoveerevemierecrmenreens NOESUppaRed
Hypothesis dc........  management expeficnes =3 innevative behavior......oooooieemiieereneneee. Supportad
Hypothesis 44.....,.,  inirinsic motivation < innovative behavior..... Supperted
Hypathesis de._....... ereatvity - innovative behavior......... Mot suppored
Hypothesis 5a. domin knowledge ¥ collective action... Not supported
Hypothesis 5b........ formal knowledge > collective action Not supponed
Hypothesis 5¢. management expetienct —3 colleeive BEEOM. ... coemr e s Supporied
Hypothesis 5d intrinsic motivation =¥ collective action..... Not supported
Hypothesis 5e........ eratvity > collective action.., v Not sapported
Hypothesis 6a........ of soedal # jon ¥ hlwlcdgc ac.qu:smun .......... ... Suppored
Hypothesis 6b closeness of relational Lics <> knowledge ncquisition ceenreenes SUppoTed
Hypothesis &¢........ commitmenl (o relationship quality = keowledge acquisition.... Supponed
Hypothesis 7a,,...... amount of soeial interaction = competitive scanning......... .. Mot soppored
Hypothesis 7b........ closeness of relatipnal lies <> competitive SCARRING. . cvverrrrenrrraiiniern  SOppoed
Hypothesis 7c ¢ommitment o relationship gualicy = compedtive seanming....o....o.... Mot supparted
Hypothesis 8a........ ampunt of social interaction =» proactive searching, Suppertad
Hypothesis 8b........ closeness of relational ties - proactive 11T S Net supported
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6. CONCLUSIONS AND IMPLICATIONS OF THE STUDY

The purpose of this study has been to investigate business opportunity recognition. This has
been done by studying the effects of the intellectual capital of entrepreneurs on their oppor-
tunity recognition behavior, the effects of social capital on opportunity recognition behav-
ior, the effects of environmental dynamism on opportunity recognition behavior, the effects
of opportunity recognition behavior on performance of young ventures, and how these
submodels hold when together in the combined model. In this last chapter the results of the
study and the implications of these resuits on theory and practice are discussed. Thus, limi-
tations of the study and propositions for future studies are presented. The following discus-
sion conceming the issues studied is presented in the same line as issues were introduced
before in this study. Thus, accepled and rejected hypotheses are not presented in separate
chapters. This is done so, contrary to normal practice, because it is thought that results,
conclusions, and even speculations are equally important in both cases.

6.1. Conclusions
6.1.1. The intellectual capital model

Intellectual capital > knowledge acquisition. In sum it could be said that knowledge ac-
quisition was significantly affected only by formal kmowledge. This shows that formal edu-
cation and skills provide general abilities that could be used in tuming bits of information
into useable knowledge. Knowing well the theories, mles, techniques, etc. of the domain
offers tools to analyze the situation and create knowledge of the situation. Even though
knowing the theories, miles, techniques, etc. is crucial in order to be able to analyze the
situation, the knowledge of the theories, rules, techniques, etc. is quite abstract knowledge
that is not straightforwardly usable in real business-creating situations. Thus, entrepreneurs
must search for new information in order to combine both abstract and empirical knowl-
edge. Thus, formal knowledge enhances knowledge acquisition. Why, then, weren’t the
other variables significant although they were hypothesized to be? First, domain knowledge
had a quite strong positive effect, though not significant. Thus, it could be said that it is
still of some imporance in knowledge acquisition. Like formal knowledge it also provides
knowledge structures, but now experience-based, which could be leaned on when trying to
understand the situation and acquire knowledge. However, it is not significant probably be-
cause domain knowledge is already usable knowledge there is no need to reshape by new
knowledge acquisition. Thus, prior domain knowledge somewhat restricts searching for
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new information because entrepreneurs rely, even too much, on their industry experiences.
It could be concluded that it is maybe so that domain knowledge “tells” an entrepreneur
that (s)he knows already quite a lot of the situation and needs new knowledge only to make
sure that (s)he is right and to fill the knowledge gaps (s)he obviously has. The result is that
domain knowledge doesn’t significantly affect knowledge acquisition. In the case of format
knowledge, the knowledge structures are not in a ready, usable shape but must through em-
pirical experiences be turned into bebavioral knowledge.

Management experience doesn’t significantly affect knowledge acquisition probably be-
cause management experience is, first, such experience as is linked to organizing and im-
plementation of actions and not so much to information searching and analyzing. Second,
managerially and/or entreprenenrially experienced entrepreneurs ofien don’t want to search
for and analyze information rationally but rather lean on their intuition (cf. de Koning and
Muzyka 1995). Third, the situation might be that those who have no management experi-
ence, are not looking for informarion because knowledge structures of them doesn't sup-
port this type of behavior and, thus, they don’t understand the importance of new knowl-
edge (cf. Woo et al. 1992), and those who have management experience are not acquiring
information either because their knowledge structures unrealistically tell them te trst pre-
sent knowledge (cf. Baron 1998). The result is that management experience doesn’t affect
knowledge acquisition. Intrinsic motivation doesn’t significantly affect knowledge acquisi-
tion either. The reason for this might be that intrinsic motivation pulls individuals to search
for newness, play with ideas, and to do that which is fun, and mot to analyze the situation
rationally. Surprising was that creativity basn’t significant inflrenced knowledge acquisi-
tion, even though one of the main elements of creativity is curiosity about knowledge (see,
e.g. Czsickzentmihalyi 1997). The relationship Is positive, but yet not significant. The rea-
son for the result could be that creativity is often linked to search for new knowledge and 1o
curiosity about possible future outcomes, and because knowledge acquisition was here,
more or less, about analyzing existing information, the creativity of entrepreneurs wasn’t
motivated to support knowledge acquisition.

As a conclusion, it is possible to suggest that it was surprising that only formal knowledge
of the imtellectual capital variables influenced knowledge acquisition significantly. This
probably shows entrepreneurs to be oriented intuitively in their knowledge acquisition and
to set aside more rational ways of information gathering, though they would be very impor-
tant in opportunity recognition. The results also indicate that the best explicit and rational
acquisition of knowledge of entrepreneurs is supporied by developing their formal knowl-
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edge of the domain. Formal knowledge gives them tools to think through and analyze the
situation. It seems also that formal knowledge is important to both inexperienced and ex-
perienced entrepreneurs because neither domain nor management experience significantly
supported knowledge acquisition. In addition, it is possible that formal knowledge works as
a tool to resist what is usvally expected from entrepreneurs by the cultural norms that js
that entrepreneurs don't care about rational analysis and rely on their own experience and
instincts. Those who have formal knowledge dare to do it in a different way.

Intellectual capital > competitive scanning. Formal knowledge affected significantly
and positvely competitive scanning. Thus, those who have leamed the t00ls of thinking
and had a thorough knowledge of the domain were able and willing to analyze competition
and competitors and find more aggressively their own place in the competitive arena.
Based on this, it is possible to say that formal knowledge raised the self-esteem of entre-
preneurs to push aside others from the competitive arena. The reasons for this significant
relationship are, hence, understanding of the importance of competitive scanning and ana-
lyzing the tools. It is also the self-esteem that formal knowledge brings to the fore. Creativ-
ity affects also significantly and positively competitive scanning. This indicates that by us-
ing creativity it is possible to understand the competitive arena in exceptional ways and see
clues to opportunities that others are not able to see (cf. Kirzner 1997). Creativity, thus,
makes jt possible to interpret the information from the competitive arena so that entrepre-
neurs are capable of locating holes in the arena. Together with formal knowledge creativity
locates holes in markets and discovers opportunities that it is possible to make use of.

Of the control variables, age of entreprenenrs and the ICT-sector influenced negatively and
the Vaasa region positively competitive scanning. Thus, when the age of entrepreneurs
rises, they don’t bother any more to analyze the competition so actively, and hence their
aggressiveness decreases. The reason for this might be the experience that comes with age.
This experience might develop strong confidence in one’s capabilities, and competitive
scanning is set aside. Also it is possible that the age of entrepreneurs changes how entre-
preneurs in general think about business and life as a whole. They are more willing 1o make
mom for others and less eager to compete. The reasons why the ICT-sector affects com-
petitive scanning negatively might be that (1} technically educated people, who are the
most probable ICT-entrepreneurs, are not so interested in markets and competidon, (2) the
ICT-sector still has a lot of opportunities for new businesses and thus new firms are toler-
ated easily, and (3) the ICT-sector as a whole is in the early phase of its life-cycle, which
means that competition is not yet strong (Aldrich 1994). The entrepreneurs in the Vaasa re-
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gion are probably active competitive scanners because entrepreneurship has long traditions
in this region but yet not clear competitive advantages, as the regions of Oulu and Jy-
viiskyla have in the creation of new ICT-information. Because of this, they have leamned
that they can survive aiso by using cleverly competitive information. Also, the region of
Vaasa has a lot of metal companies, which might have a stronger competitive situation than
ICT-sector firms.

Pomain knowledge affected competitive scanning negatively, yet not significantly. The
most probable relationship is negative becanse domain knowledge probably creates trust in
one's own knowledge and ignorance of new analysis. Interesting is that management ex-
perience didn’t have any significant effect on competitive scanning. The most probable
cause for this is twofold: First, those who have no management experience don't under-
stand that they should analyze competition because their knowledge structures and inex-
perienceness restrict scanning (Woo et al. 1992; Baron 1998). Second, those who have
management experience trust their experience too much and consciously set scanning
aside. This deficit is probably possible to reduce by providing education and by supporting
creativity. Maybe then experience is used in scanning and in not forgetting the scanning. It
is suggested here that behind competitive scanning is extrinsic motivation because intrinsic
motivation doesn’t significantly affect competitive scanning. Intrinsic motivation directs
behavior to future trends, and analyzing the present doesn't thus motivate.

On the basis of the above, it is possible to see that formal knowledge gives analytical tools
10 analyze the competitive arena and aggressively find a place in the arena and creaiivity 1o
interpret information so that holes in markets are possible to perceive. Very interesting is
that domain and management experience don’t affect the scanning. Inexperienced entrepre-
neurs don’t know how to scan and experienced ones don’t care to scan. It is clear that 1o
find profitable holes entreprenenrs need and they use their formal knowledge and creativity
and not their experience. Thus, to enhance competitive scanning attention should be paid to
the formal knowledge and creativity of entreprenenrs. In addition, older entrepreneurs and
ICT-entrepreneurs should make more effort Lo scan competitively because these two groups
seem to forget it.

Intellectual capital - proactive searching. It is interesting that management experience
is used in searching for future possibilities and not for knowledge acquisition or competi-
tive scanning. Thus, manragement experience affected significantly and positively proaclive
searching. This result suggests that experience is used rather for intuitive furre forecasting
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than for rational analyzing of the present situation. It is, thus, possible to suggest that man-
agement experience offers understanding of what has happened in the business before,
what is happening now, and what will happen in the future. In this way by using manage-
ment experience entrepreneurs are able to predict future trends and search proactively for
opportunities. Intrinsic motivation also has a positive effect on proactive searching. This
result could be interpreted so that searching for future opportunities requires more internal
motivation frem individuals than analyzing the present situation. Proactive searching of
newness is about linking a complex set of weak cues, and to be motivated to do this de-
manding work, intrinsic motivation of entepreneurs must be high. This result, and the re-
sults before, that intrinsic motivation doesn’t support rational analyzing, indicates that in-
trinsic motivation is connected more with intuitive searching for new possibilities than for
rational information organizing. Also, creativity enhances significantly proactive searching.
It is possible to propose that intrinsic motivation gives the enthusiasm, management ex-
perience the knowledge, and creativity mental information-processing tools.

Proactive searching was affected positively by formal knowledge, bue not significantly,
which might indicate, first, that hard knowledge doesn’t give tools to forecast future mends
and, second, that hard knowledge is more useful in the rational analyzing of the present
sitvation. Surprising was that domain knowledge didn’t bave a significant effect on proac-
tive searching. This reveals that knowing the rules, habits, and people of the industry
doesn’t help to forecast the future, because it is probable that most of these people are also
past- and present-oriented, and thus not important informants in proactive searching. Man-
agement experience reveals wider trends, which then helps to see the future trends also.

Intellectual capital - innovative behavior. Management experience affects significantly
and negatively innovative behavior. This illustrates how experience decreases the flexibil-
ity of thinking and directs it to be close to prior experiences, thus affecting negatively ques-
tioning the present and innovating something new. The negative effect of experience on in-
novative behavior is also supported by the negative, yet not significant, effect of domain
knowledge on innovative behavior. This phenomenon is known as path-dependency, in
which an individual stays in the path that is familiar to him/her in respect of his/her prior
experiences (see, e.g. Tversky and Kahneman 1974). This leaning on knowledge-based
paths decreases risks in principle and enhances the chances of succeeding becanse prior
experiences have shown that these paths most likely lead to good performance. However,
when times o by, the same types of solutions become more and more popular, and in some
point there are too much of these types solutions. The environment can’t any more bear
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them and new innovations are needed. In addition, leaning on the “already experienced”
means that often moderate results must be accepted and only innovativeness opens the
doors to the “jack-pot”. But, most people are afraid of risks and new ideas, and thus experi-
ences take an individual to the familiar path, which might be in certain circumstances rea-
sonable, but in other circumstances even stupid. For example, when (he industry is young,
it is reasonable to use prior knowledge, but when Lhe industry is old and standardized solu-
tions cornmon, Lthen it would be clever to ask if it would be profitable to be jump to another
path (see Aldrich 1594). Intrinsic motivation enhanced very strongly innovative behavior.
Research on creativity (e.g. Amabile 1997) has revealed that one of the most important fac-
tors supporting free play of ideas is the individual’s intemal will to play for the sake of
playing without any concrete explicit goals. An individual is impossible to force to innova-
tive behavior and innovative behavior is thus here in this study possible only when an indi-
vidual is doing it without thinking that “now I'm starting to innovate”.

Formal knowledge, like domain knowledge, didn’t have a significant effect on innovative
behavior. Education and technical skills don’t, thus, help entrepreneurs to use their knowl-
edge and skills innovatively. It was surprising that creativity wasn’t significantly linked to
Innovative behavior, though the relationship was positive. The reason for this is probably
that by creativity is here in this study meant questioning the whole situation and by innova-
tive behavior rethinking the situation (and thus maybe doing things just better). This means
that using innovative behavior entreprenenrs try to figure out how they could do things bet-
ter in the industry, while creative entrepreneurs try to develop wholly new industries (it is
like single-loop leaming vs. double-loop learning). Thus, creativity doesn’t necessarily sup-
port inpovative behavior. It should be underlined that this is the view of this study and
other points of departure can exist. Of the control variables, the Vaasa region supported
significantly innovative behavior. The reasons for this might be the long entrepreneurial
traditions, traditions to search for better solutions, and lack of large scale university-level
technical education. These in some respect force entrepreneurs to innovate new but they
also restrict real creativity. The pbenomenon is interesting and it should be sdied more
deeply because basically the region of Vaasa doesn’t have factors that enhance innovative-
ness. It is also possible that this innovativeness causes the good performance of the region.

Intellectual capital - collective action. The only variable of the intellectual capital vari-
ables which affected significantly collective action, was management experience. This ef-
fect was negative. This is an unexpected result because it would be reasonable to expect
that the more management experience you have more willing and enterprising you are to
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work with others. But the above result indicates that instead through management experi-
ence entrepreneurs learn to count and make the decisions themselves and to keep others out
of their business opportunity recognition. This result, like resvlts above, illustrates how
prior experiences cause bias in thinking and overwhelming confidence in present knowl-
edge. The other variables of intellectual capital didn’t have significant influence. This sug-
gests, at least, that individuals’ internal capabilities don’t develop social skills, but social
behavior to develop needs social actions by an individual. Interesting is that the Oulu re-
gion significantly increased collective action. Entrepreneurs in the Oulu region have
learned to trust each other and to collaborate with each other, and this might be one of the
main reasons for the success of this region, besides technological knowledge. It is very
probable thar the Oulu region has social capital that nurtures opportunity recognition and
new venture creation.

Summary. The above suggests that those entrepreneurs, who recognize business opportu-
nities, have (1} formal knowledge to acquire knowledge, (2} management experience to see
the proactively future trends and also understanding not to trust their management experi-
ence 100 much when new ideas should be innovated and collaboration with others should
be encouraged, (3) intrinsic motivation to innovate new ideas and to proact the furure, (4)
creativity to see gaps in competitive arenas and to proact future-oriented opportunities to
fill these gaps. These hypotheses were supported by the results. The above results propose
that domain experience doesn't activate entrepreneurs to behave according to business op-
portunity recognition because domain experience wasn’t significantly connected with any
of opportunity recognition behavior variables. Instead, formal knowledge introduces impor-
tant general tools for recognizing opportunities. On the basis of the results management
experience affects nepatively both innovative behavior and collective action. This suggests
that although management experience is valuable it sometimes can be even dangerous if
leaned on exclusively without even trying to search for new information, ideas, etc. Thus, it
is valuable for opportunity recognition to have formal knowledge of the area becanse then
it is more probable that you know where the business is now and where it is going on a lar-
ger scale. Management experience is valuable but based on the results of this study it
should be used as a tool openly and fluently to find something new. Experience-based
knowledge, both domain and management experience, might, but not necessarily of course,
keep an entrepreneur in a path that is “woven™ based on prior events. Important tools to
achieve all the above are intrinsic motivation and creativity. The results suggest that those
capabilities soongly support searching for newness, and in that way they also enhance the
use of knowledge and experience so that new solutions are searched for. Thus, it is sug-
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gested here Lhat intrinsic motivation and creativity are the vehicles based on which knowl-
edge and experience are changed to that kind of knowledge and experience that produce
new value,

6.1.2. The social capital model

Social capital - knowledge acquisition. Knowledge acquisition was significantly sup-
ported by active social behavior. The reason for this is clear: when an entrepreneur is -
volved in social dialogue, (s)he gets information from different kinds of things. Thus, the
fact that an entrepreneur has a lot of social relations increases the likelihood of develop-
ment of knowledge, and social relations are the source from where information is collected
in order to create this knowledge. The results further show that personal relations signifi-
cantly enhance knowledge acquisition. This suggests that people share information when
relationships are on a personal level. If an entrepreneur doesn’t know his/her relations on a
personal level, it is possible that these contacts won't share their knowledge, or that the in-
formation is not relevant. However, the relations don’t have to be emotionally very strong,
although personal. This is indicated by the result that the cognitive dimension didn’t have
significant influence on knowledge acquisition. Thus, it is enough that you are in personal
contact with your social relations, discuss with them, and share information with them, but
you don't have to be their “best friend” to get relevant information.

Social capital > compefitive scanning, Competitive scanning was affected significantly
by personal relations. The amount of social interaction or cognitive commitment of rela-
tions didn’t have any significant effect on competitive scanning. Based on these results, it
is possible to say that entrepreneurs should know the right people in order to get the needed
information about competition and gaps in there. The amount of social interaction is not
now relevant but the location of certain persons who know the competitive arena well. It is
not important either that you should have emotionally very trusted relationships with these
persons. If you are able to help them is also enough. Thus, entrepreneurs have possibilities
of building up the needed relationships though they don’t know them before. Important is
that entrepreneuss are able 1o get a chance to discuss face to face about the competitive
arena. The results of the control varables indicated that both age of entrepreneurs and the
ICT-industry significantly decreased competitive scanning. This might iliustrate that a cer-
tain type of experience or domain leads to neglecting social behavior and, thus, scanning of
competition issues.
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Social capital <> proactive searching. Proactive searching was significantly enhanced by
the amount of social interaction and commitment to the relationships. This suggests that
many kinds of information and relationships are needed for future trends to be seen. Impor-
tant are also weak links and the latest information brought by these weak links {cf.
Granovetter 1973). On the other hand, entrepreneurs need very close and trusted relation-
ships to be able to discuss about the weak cues and enact the possible future (see, e.g. Jo-
hannisson 1984; Johannisson 1988; Steyaert et al. 1996). Of the control variables the
amount of capital significantly decreased proactive searching. This proposes that, when a
great amount of capital is invested in a new venture, risks are not taken by searching for
proactive, future opportunities but one should rather concentrate on clear opportunities here
and now. This might be risky as the resulls in this srudy of performance have shown that
proactive searching heavily increases performance of the ventures,

Social capital - innovative bebavior. None of the three social capital variables affected
significantly innovative behavior. This proposes that innovarive behavior is in its nature
very individual phenomenon. Thus, at least in business oppeortunity recognition innovative-
ness is not a social phenomenon. Social relationships are not used Lo creale new ideas and
thoughts and new ideas and thoughts are not innovated socially together but rather the play
with ideas happens alone. This is along the results by Kaish and Gilad (994). Of the control
variables, innovative behavior was significantly decreased by age of entreprencurs, ICT-
industry, and Jyviaskyld-region. Higher age might cause that it is leaned more on old and
used ideas than started to play with new ideas. In the ICT-industry play with ideas most
certainly happens but maybe a bit more rationally than thought here. It is possible that here
in this study innovative behavior refers to “childish play” in the ICT-entrepreneurs minds
while they want to see that their innovativeness is “serious business”. The region of Jy-
viskyld is rather young in respect of entrepreneurial culture and maybe thus it has negative
effect on innovative behavior (Vaasa-region was innovative and there entrepreneurial cul-
ture is quite old). On the other hand, there are a lot of ICT-entrepreneurs in the region Jy-
viiskyld and this might also cause the effect.

Social capital > collective action. Collective action was increased significantly by the
amount of social interaction and the emetional commitment of the relationships. This im-
plies that when an entrepreneurs is active socially (s)he is willing to let others come and
participate in his/her opportunity recognition. On the other hand, the more an entrepreneur
trusts the other the more this relationship is involved by the entrepreneur in his/her recogni-
tion process. Thus, when entrepreneurs are socially active they generally have courage to
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engage in collective action, but collective action o really take place needs trusted and emo-
tionally strong relationships. Hence, it might be that an entrepreneur is not behaving collec-
tively because although (s)he has emotionally strong relationships (s)he is not socially ac-
tive in a broader sense, for example.

Summary. If the above is summarized, it could be proposed that entrepreneurs in business
opportunity recognition need active social interaction in order to acquire knowledge, to
create, based on information gathered through social interaction, an understanding of future
trends, and to make collective decisions about what information is relevant and how the in-
dustry is developing. Through achve social interaction entrepreneurs, thus, create knowi-
edge, try to understand what will happen in the future, and evaluate the quality of informa-
tion. The above suggests that social capital plays a very decisive role in oppormnity recog-
nition. The amount and activity of social interaction brings information to entrepreneurs,
makes it possible to have a “hunch” of the futre, and makes it possible to evaluate the jn-
formation with different kinds of people. Personal contacts are needed to more rational
analyses of the business situation. These analyses of the business situation don’t call for
emoticnally close relations, which indicates that it is impossible to get a wide base of in-
formation only through some close relationships, but instead what is needed is a wide so-
cial network. Very close relationships are, then, important when information brought
throngh wide social networks is processed into future trends and decisions about actions
concerning the venture. Individuals have recognizing business opportunities have thus (1)
active social interaction to find information, to see future trends, and to evalvate informa-
tion and decisions, (2) personal contacts to find information and 1o analyze markets, and
(3) emotionally strong relationships to evaluate and understand the information and to en-
act future trends.

6.1.3. The environmental dynamism model

Environmental dynamism -> knowledge acquisition. Environmental dynamism in-
creased knowledge acquisition significantly. This shows that, when a lot of changes are
happening in the environment, entrepreneurs start to search actively for information be-
cause there is available information that is not widely shared. This, then, creates opportuni-
ties which have newness value, Environmental dynamism also causes ideas to get old soon,
which means that new information must be actively searched for all the time.

Environmental dynamism -> competitive scanning. Environmental dynamism enhanced
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strongly competitive scanning. Thus, entrepreneurs clearly were activated to analyze the
compeltitive arena and 1o search for market gaps when they perceived that the environment
was dynamic and changes happened all the time. Entrepreneurs, hence, interpret environ-
mental dynamism to mean that there are gaps and, thus, opportunities in markets. Of the
control variables the ICT-indusiry and the regions of Jyviskyli and Qulu influenced
competitive scanning negatively. This supports the above notion that in the ICT-industry in
the business opportunity recognition phase the competition issues are, at least now, taken
less seriously. It is possible that competition becomes more important in the later phases of
a venture’s life-cycle also in the ICT-industry. The results in the regions of Jyviskyli and
Qulu strengthen the above result as the ICT-industry is important in both regions.

Environmental dynamism -> proactive searching. Entrepreneurs also interpret environ-
mental dynamism to mean that things get old fast and, thus, future oriented ideas are
needed. The results, hence, showed that environmental dynamism significantly increased
proactive searching. The results regarding control variables showed that the amount of
capital decreased proactive searching, and the reason for this is that when the stakes get
high the risks get low. On the other hand, proactive searching increased when it was
planned to do geographically wide business. The reason for this might be that geographical
wideness brings to the fore a lot of different types of competitors and thus proactive ideas
are needed.

Environmental dynamism -» innovative behavior. Environmental dynamism didn’t
have any significant influence on innovative behavior. This suggests, again, that innovative
behavior is an individual phenomenon. It also shows that innovative behavior is internally
molivated and not affected by changes in the environment. In addition, age of entrepre-
neurs, the ICT-business, and the region of Jyviskyld affected innovative behavior nega-
tively. The reason for these effects has been presented above already and thus will not be
repeated again.

Environmental dynamism -> collective action. Tt was a surprising that environmental
dynamism didn't enhance collective action. This suggests that collective action is depend-
ent on the history of social actions of entrepreneurs. If an entrepreneur has been socially ac-
tive before, (s)he is probably socially active still no matter how dynamic the environment
is. The result also shows that environment can't force an individual into cooperation but
cooperation is based on how used an individual is to cooperation.
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Summary. The above shows that entrepreneurs actively perceive their environments. Thus,
entrepreneurs are not deterministic adaptors to environmental changes but actively try to
figure out the developments in the environment. On the other hand, entrepreneurs are not
searchers either who by trial and emor blindly ry to find solutions, as the population-
ecology model has suggested (e.g. Hannan and Freeman 1977). Rather entrepreneurs try to
interpret present and future choices of markets and even change and create choices of mar-
kets.

6.1.4. The opporiunity recognition behavior model

Opportunity recognition behavior > growth. Growth of a new venture was affected
positively by opportunity recognition variables only by proactive searching, which affected
very strongly. The reason why the other variables didn’t affect it significantly might be,
first, that the other variables affected through proactive searching. This is proposed by the
high beta-valve (.76) of the effect of proactive searching on growth. This was also sup-
ported by the initial analysis of the relationships between opportunity recognition behavior
variables. The initial results are not, however, presented here in this study because it would
not have been relevant the objectives of the study. On the other hand, it could also be that
the other variables are not important in advancing the growth of young ventures. Knowl-
edge acquisition and competitive scanning are mostly about analyzing the present simatjon
and it is possible that understanding the present business situation doesn’t create growth.
Thus, it might be that only seeing the future treads creates growth. Thus, innovative behav-
ior probably concentrates toc much on developing and changing the present business and
neglects future possibilities. In addition, collective action is rather aimed at collecting the
needed “data-base™ than at visioning growth opportunities. Still, it is proposed here in this
study that Lhe other opportunity recognition behavior variables make proactive searching
possible, and thus affect through proactive searching the growth of new ventures. Without
them proactive searching and growth wouldn't be possible.

Of the control variables, the radius of business decreased growth. This suggests that geo-
graphically wide business divides the resources of a young venture and thus affect growth
negatively. The regions of Oulu and Vaasa supported growth. The region of Oulu grows
because of its technological skills and cooperation and the region of Vaasa because of its
competitiveness and innovativeness. This last result shows that growth doesn’t necessarily
have to be based on high technology only, as is often claimed in Finland. As a whole, the
results indicated that opportunity recognition behavior affected growth of young ventures
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very strongly (Adj. R® = .60***)_ Thus, it is very important to take into serious considera-
tion business opportunity recognition if wishing to speed up the growth of a venture.

QOpportunity recognition behavior > newness value. The newness value of a venture
was increased significantly by competitive scanning, proactive searching, and collective ac-
tion. By scanning the competitive arena entrepreneurs are able to bring into the business
arena a venture that has newness value to customers. This shows how important market
know-how is to be able to see what js missing and what kind of opportunities are develop-
ing. Proactive searching also affected newness value positively. It is possible to see that by
seriously trying to see the future it is possible to support newness value and growth and
thus the success of a venture. Collective action, as well, caused higher newness value. This
indicates that other people bring to entreprencurs that kind of information that is possible to
turn into business with newness value. Of the coatrol variables, radius of business sup-
ported newness value, while it decreased growth. Most likely large radius of business re-
quires newness value because business is done in many areas, against many kinds of com-
petitors, etc. The region of Culu also supports newness value. The main reason for this is
probably technological advancement of this area in ICT-business. But, it also shows that
the entrepreneurs from this area know how to add new value to customers and end-users.

Summary. The business opportunity recognition process of recognizing fast growing and
valuable opportunities might proceed mainly as described. To say this for sure more re-
search on the subject is needed. Anyhow, form the above it could be concluded that the
success of a young venture is created by developing comprehension of the business reality
through social behavior. In this is used information brought by social relationships so that
an entrepreneur tries to connect information from the reality and market gaps into a vision
of future rends. These actions are combined into a business opportunity, which is the pos-
sibility of a venture creating new value and growing.

6.1.5. Combined model

Next a closer look is taken at the whole combined model and how entrepreneurs through
business opportunity recognition create growth and newness value of ventures. The goal is
to illustrate the general background of the process, so the limitation that must accepted is
that reality is simplified. As a conclusion, it could be stated that in order to able to recog-
nize business opportunities, which have the potentiality to grow and create new value, en-
trepreneurs must first analyze their competitive arena. To construct an understanding of the
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compelition and to find a gap in it entrepreneurs use and establish new personal social rela-
tionships to get the latest information of the recent business situation. This information
entrepreneurs then analyze using their high formal knowledge of the industry. Good formal
knowledge of the industry offers a good base for understanding what the industry stands for
and what are the most likely future trends. Futore trends, especially, are important to entre-
preneurs and they try to on the basis of these trends to see market gaps which others ha-
ven’t yet located. These entrepreneurs are also able to use their creativity to question the
present ways of doing business and combine the fragmented information into a vision of
the market gap, on which it is possible to create profitable business.

Second, when an understanding of the competitive arena is created and a gap found, those
entrepreneurs who have been able to create ventures which grow fast and have newness
value to customers concentrate very strongly on proactive searching. If put in another way,
entrepreneurs try to recognize the kind of business opportunities which create value in the
near future and of which value grows fast in the longer run. These entrepreneurs don't just
search for and recognize a market gap but they search for opportunities which offer good
possibilities of fast growth, Proactive searching is suggested to happen so that first entre-
preneurs scan and perceive that in some industry or branch dynamic changes are taking
place. This tells entrepreneurs that in that industry there are most likely gaps and thus busi-
ness opportunities. This, then, motivates entrepreneurs intrinsically. It might be that they
were already intrinsically motivated but dynamism and possibilities in the industry trigger
mobvated entrepreneurs to look for their own business. When an entrepreneur has per-
ceived opportunities bringing dynamism and changes and has been motivated intrinsically,
(s)he starts to acquire knowledge through active social interaction. An entreprenenr uses
many and different kinds of relationships to find the latest information. Especially impor-
tant is the information received from weak links (cf. Granovetter 1973). By linking and
combining this information the industry can be renewed significantly. Prior management
experience has a central role in collecting and understanding this information. Using this
management experience an entrepreneur is able to see, what information is relevant and
what is not, what kind of ventures there already are and what kind of ventures there is need
for, and especially what ideas are realistic and what are not. Thus, by management experi-
ence an entrepreneur classifies fragmented information into a workable solution. But it is
not enough for this type of entrepreneurs to construct realistic and workable business solu-
tions; they still have to find new types of solutions, which involve potentiality to perform
well and fast. With their creativity they combine pieces of information and try to see what
will happen in the near future, what kind of ventures grow fast, and what kind of new value
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is needed. Finally, an entrepreneur discusses with others and mies to understand changes in
the environment and his’her own ideas and thus to create (enact) the final picture of a busi-
ness opportunity.

Third, when the competitive arena is analyzed, the market gap located, and a proactive op-
portunity introduced to fill this gap, entrepreneurs try to bring into his/her final evalvation-
and decision-process the social relationships (s)he has and to keep out of this process
his/ber management experience. Through this collective action entrepreneurs attempt to go
through and evaluate once again all the information they posses about the whole situation
and to make the decision about what kind of business is to be established, how the business
is to be done, and where and when this business starts to take place, for example. In other
words, entrepreneurs try to make a decision about the overall strategic business concept —
what is my business opportunity. Those entrepreneurs who have managed to establish a
venture which is growing and has newness value are clever and they don’t trust only their
own point of view. They involve in this process their closest contacts in which the entre-
preneurs definitely trust. Together with these people the entrepreneurs then attach through
the situation and give value to other people’s experiences also. The result that management
experience decreased collective action shows that leaning only on one’s own experience in
today’s fast-changing world is dangercus.

Summary. The creation of growth and newness value by recognizing business opportuni-
ties is Jooked here at more precisely: It could be suggested that to able to create newness
value (clear and tangible value for customers or end-users) (a) the compeltitive arena should
be known well and located exploitable market gaps, (b) proactive searching should be ac-
tive to perceive what will happen in the future in order to be able to fill the market gap with
that kind of business idea that doesn’t yet exist but which will create a great need in the fu-
ture, and (¢) collective action should be pointed at to collectively evaluate the simation
carefully. On the other hand, growth seems to lean very heavily on proactive searching. In
other words, growth is dependent on skills to see future trends and grabbing these trends in
that phase when others haven't yet seen those trends as opportunities for business.

Interesting from the view of results was also that emotionally very close relationships and
strong intrinsic motivation blocked growth of ventures while management experience en-
hanced growth of ventures. This suggests that, when entrepreneurs act in a small circle of
relations, information gets old fast and, thus, new visions of the business are interrupted.
This shows clearly that entrepreneurs need many kinds of weak and strong relations to cb-
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tain information that could be turned into future ends and proactive opportunities. 1t is
also possible that very close relations try to convince entrepreneurs to avoid risks. Intrinsic
motivation leads to even too enthusiastic a play with ideas and to building ideas which are
too innovative and not based on developments in the market or in technology. This sug-
gests that opportunity recognition also requires rational sense besides intemal flame. The
positive effect of manapement experience shows how experienced entrepreneurs are able to
read development trends and create realistic business solutions to exploit the trends. Inno-
vative behavior and knowledge acquisition weren’t important to growth or newness value.
Based on this it is possible to conclude that innovativeness without clear market knowledge
and need is useless. On the other hand, innovativeness might often concentrate on develop-
ing further products, services, etc., and proactive future orientation is neglected. However,
innovativeness might positively affect proactive searching, so innovativeness could be
valuable also in creation of growth and newness value. The same concems knowledge ac-
quisition. It concentrates heavily on the present sitwation while it should be looked at what
is going to happen. Still, proactive future forecasting is difficult without knowledge of the
present.

6.2. Theoretical and empirical contributions
Intellectual capital in opportunity recognition

The prior studies of opportunity recognition have regarded formal knowledge to be less
important than domain knowledge (see, e.g. Hills 1995). However, formal knowledge has
been widely seen to have an important role in knowledge acquisition as it gives more gen-
eral analyzing tools to interpret information (Christensen and Peterson 1990; Woo et al.
1992; Zietsma 1999). The results of this sudy were in line with the results of the previous
studies. The results of the study pointed cut, first, that information gathering, data ordering,
and thus knowledge acquisition require formal knowledge of particular domain. This was
also indicated by Woo et al. (1992) and Zietsma (1999). With formal knowledge entrepre-
neurs are able to analyze and synthesize information to create usable knowledge. However,
the study disagrees with the previous studies as regards the idea that also domain knowl-
edge, management experience, intrinsic motivation, and creativity should enhance knowl-
edge acquisition. The results of this study suggest instead that knowledge acquisition is
very rational, purposeful behavior that requires mostly formal abilities to analyze informa-
tion and perhaps even strength to put aside the rest of the intellectual capital an entrepre-
NEUTr possesses.
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Second, prior studies have stongly argued competitive scanning to be based on domain
knowledge, as it would offer the tacit knowledge of the area (Cooper 1981; Long and
McMullan 1985; de Koning and Muzyka 1996; Hills and Lumpkin 1997; Kirzner 1997).
However, this study revealed that formal knowledge is more important in competitive scan-
ning than domain knowledge. The reason for this might be that knowing the business and
actors there (domain knowledge} don’t show where the gaps are in the competitive arena.
What is needed is also and especially formal analyzing- and technical skills to see where
and what kind of gaps are going to open up. The results also indicated that creativity is
significant in competitive scanning. This was in line with previous results (e.g. Hills et al.
1999). It is interesting that creativity is significant but domain knowledge is not. This
implies that tacit knowledge, or in other words alertness to connections between pieces of
information that is needed is involved in entrepreneurs’ capabilities to process information
in novel ways and not in knowing the business per se. This is also suggested by the fact
that management experience wasn't significant. This further shows that experience doesn’t
tell what kind the competitive arena is but that what is needed is ability to formally analyze
it and willingness to creatively play with information o create in entrepreneurs’ minds an
awareness of the gaps that are going to open. Interesting is also Lhat intrinsic motivation is
not so important, although it is proposed that competitive scanning is demanding emotion-
ally {e.g. Herron and Sapienza 1992). This indicates that compelitive scanning is not fun
but hard work that must be done. Because it is an unpleasant job, it is thus possible that ex-
perienced entrepreneurs avoid it. Many times entrepreneurs even try to escape boring work
and perhaps thus also avoid competitive scanning (see Kuratko et al. 1997), As a whole, in
competitive scanning formal knowledge proposes the tools that are needed 10 understand
the competition and creativity vehicles to see holes in this competition.

Third, the study showed proactive searching to be even more important than was thought
before. Previous smudies argued that proactive searching requires both domain- and formal
knowledge (e.g. Woo et al. 1992; Christensen et al.; Hills 1995). However, the results of
study revealed that proactive searching is not about rational analyzing of information but
merely intuitive visioning of the future. The resulis indicated that proactive searching is
enhanced by prior management experiences, intrinsic motivation, and the creativity of en-
trepreneurs. Proactive searching, which is more about abstract projecting of the future than
rational and “hard” analyzing of the present situation, calls for knowledge of how the in-
dustry is developing in a larger frame (cf. Hills et al. 1997; Hills and Shrader 1698). This
knowledge is dependent on managerial/entrepreneurial experiences. In other words, if you
have worked as a manager or/and an entrepreneur, it is probable that you have a vision of
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the larger trends in that business, and thus you have also capabilities 1o forecast the future.
However, proactive searching requires also strong intrinsic motivation to explore the fu-
ture. This is so maybe because proactive searching is largely based on intuitions, which are
possible only if an individual is really internally motivated. Intuitions are not possible to
create by force or necessity {(cf. Manimala 1992; Manello 1994; Hills 1995; Baron 1998).
Creativity is also necessary to be able to link weak information cues so that an entrepreneur
recognizes the future developments (Gilad 1984; Hills and Shrader 1998). The study
showed that although rational analyzing of the competitive arena and knowledge acquisi-
tion are very important in order to know what the industry stands for creative and intuitive
visioning of future possibilities is the most crucial part of opportunity recognition. Thus, it
should be underlined that, when the capabilities to recognize opportunities are developed,
serious time and effort should be given to developing creative and intitive capabilities as

well.

On the basis of the research on the subject, it was proposed that innovative behavior should
rely on information, i.e. domain- and formal knowledge (e.g. Christensen and Peterson
1990; Hills 1995). However, the results indicated that innovative behavior is not activated
by level of knowledge. Instead, innovative behavior is probably very natural to all human
beings and thus it needs only intrinsic motivation to be turned on (cf. Amabile 1997). Inno-
vative behavior needs strong intrinsic motivation, since it is internal, mental playing with
ideas. It is impossible if an entrepreneur doesn’t enjoy it. Innovativeness is hard to rational-
ize and thus it needs a pull from inside. Thus, this study agrees with Gaglio and Taub
(1992) and Manimala (1992), who have suggested that innovative behavior in opportunity
recognition requires a strong internal motivation base. Management experience, again, de-
creases innovative behavior. This points very clearly to how existing knowledge might
hinder free play with ideas (Baron 1998). The fact that creativity doesn't enhance innova-
tive behavior further shows that although innovative behavior is not about rational process-
ing of information neither it is totally creative but has certain goals 1o obtain.

All the other variables besides management experience didn’t have any significant effect
on collective action. Many studies have proposed that collective action is also a result of
individual capabilities (de Koning and Muzyka 1996; Steyaert et al. 1996; Hills and Lump-
kin 1997; Hills et al. 1997; Singh et al. 1999). However, this study revealed that collective
action is mostly learned in a social community and is thus a social phenomenon. Thus, in
spite of the intellectual capital, entrepreneurs can behave socially collectively dependent on
how used they are to social behavior. Still, management experience hindered collective ac-
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tion. On the basis of this, it seems that managerially experienced persons want to control by
themselves the actions and decisions in opportunity recognition and keep others out. Per-
haps experienced managers/entrepreneurs feel that somehow new opinions threaten their
own opinions. On the other hand, management experience might creale cognitive biases
that cause managerially experienced entrepreneurs to trust themselves too much (Baron
1997, 1998). This shows very clearly how dangerous experience can be if it is used in a
stubbom and inflexible way.

Prior research has srongly argned that domain knowledge of a particular prefession shoutd
enhance opportunity recognition (e.g. Kaish and Gilad 1991; Woo et al. 1992; de Koning
and Muzyka 1996; Hills and Lumpkin 1997). Shane and Venkataraman (2000) argue even
that opportunity recognition is possible only when an entrepreneur has knowledge struc-
tures, i.e. domain knowledge of that particular domain. Otherwise, entrepreneurs wouldn't
see what they should search for and what they should do with the information. Woo et al.
(1992) indicated that less experienced entrepreneurs didn't search because their lack of
knowledge produced the bias that new knowledge is not important. This study revealed that
the relationship is positive but at least here not significant This might point cut that ex-
perienced entrepreneurs in the domain rely on their existing knowledge and only fill the
gaps they have. This suggests, as research on cognitive knowledge structures has revealed
(Tversky and Kahneman 1974), that prior knowledge interferes and cause biases in think-
ing and behavior. Baron (1957, 1998) already indicated that this is possible in opportunity
recognition. Thus, domain knowledge enhances opportunity recognition, but afier some
point, when domain knowledge is quite high, it starts to interfere with opportunity recogni-
tion because of the bias to think that it is known enough already (cf. Baron 1998). Hereat-
ter, this study points out that domain knowledge might be important, as previous studies
have strongly argued, but it can also be dangerous when interfering with opportunity rec-
ognition behavior.

Social capital in opportunity recognition

Prior research has indicated that social capital is important in opportunity recognition (e.g.
de Koning and Muzyka 1996). Most research, like that of Burt (1992), Krackhardt (1995),
and Singh et al. (1999}, has suggested that the amount of social interaction is important in
acquiring knowledge. This study also showed also that this is the case. This implies that in-
formation js gathered from various sources and for knowledge to be acquired intentional
social behavior is needed. The above studies, among others, also suggested that personal
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relations are needed to get relevant information. It is important to have many types of rela-
tions to get information in the first place, but it is also imporiant to know the right indi-
viduals personally to get relevant information and maybe to interpret information with
these individuals. For example, Johannisson (1988) and Steyaert et al. (1996) proposed that
emotionally close relations are important. However, the results of this study agree with the
studies by Burt (1992, 1997) that very close relationships restrict searching for new infor-
mation. This is so probably because the information that very close retations have is nor-
mally known by all the relations — there is nothing new to find.

Previous rescarch (Hills 1995; Krackhardt 1995; de Koning and Muzyka 1996; Singh et al.
1999) proposed that a grear number of relations and also personal relations are important in
competitive scanning. This study revealed that only personal reladons are significant
probably because they offer inside information of the competitive arena. Thus, the claim by
Christensen and Peterson (1990) and Christensen et al. (1994) that perscnal relations are
especially valuable stems from competitive scanning. Manimala (1992), Krackbardt
(1995), and Steyaert et al. (1996) suggested also emotionally very close relations are sig-
nificant in competitive scanning. However, this study disagrees with the above studies be-
cause close relations probably are not able to bring entrepreneurs inside (he competitive
arena to gain knowledge of it.

Christensen and Peterson (1990), Burt (1992), Krackhardt (1995) and de Koning and
Muzyka (1996), at least, saw that active social dialogue would bring the latest information
to be proacted into an opportunity. This was also indicated by this study. On the other
hand, very close, emotionally strong relationships were suggested to be needed in proactive
searching (Johannisson 1988; Steyaert et al. 1996). Proactive future searching is about con-
necting pieces of information into a wider picture. For this to be possible social relations
are required, in which epergy is not wasted on other things than to achieve the goal. Very
close relationships are of this kind because in these the work happens automatically with-
out investment in relationship building, which has been done a long Lime ago. This study
artived at results supporting this claim. However, personal relations were not significant.
Granoventer (1973) and Burt (1992) have suggested that strong, personal ties don't bring
the latest information but rather the weak ties. This has also been pointed out in the present
study. But it should be remembered that strong ties are important to activate different types
of behavior, like collective action. Thus, in opportunity recognition things are not so simple
that weak ties are more important than strong ties. It deperds on the behavior.
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Above was already shown that intellectual capital doesn’t significantly enhance collective
action. The studies by Hills (1995), de Koning and Muzyka (1996), and Singh et al. (1999)
have indicated that social dialogue is enhanced by the amount of prior social dialogue, in
other words, by how used the entrepreneurs are to social dialogne. This was also pointed
out in this study, since the extent of social interaction and emotionally close relations was
found to be enbanced by collective action. This is also in line with the results reached by
Burt (1992). It could also be underlined that decision-making concerning what is important
information, what is happening in the industry, and what will happen requires from the re-
lationships trust in each other and strong commitment. Thus, to those entrepreneurs who
want to act collectively emotionally strong relationships are valuable.

Many studies have maintained that social capital enhances innovative behavior (e.g. Chris-
tensen and Peterson 1990; Christensen et al. 1994; Gunther McGrath 1994 Hills and
Lumpkin 1997; Rea et al. 1999; Sigrist 1999). This study came to just the opposite results,
According to this study, social capital is not significant in innovative behavior. Therefore,
this result proposes that innovative behavior in opportunity recognition is a very individual
phenomenon that oceurs in an entrepreneur’s cognitive processes.

Environmental dynamism in opportunity recognition

Many studies suggested that environmental dynamism activates knowledge acquisition
(e.g. Chrisiensen and Peterson 1990; Ray 1992; Christensen et al. 1994; Hills and Lumpkin
1997, Hills et al. 1997, and Hills and Shrader 1998). Also other opportunity recognition
variables were suggested to bave a positive influence besides environmental dynamism
(e.g. Kirzner 1979; Long and McMullan 1984; Burt 1992; Cadotte and Woodruff 1994).
This has been proposed mostly because environmental dynamism tells entrepreneurs that
there are gaps to be filled and opportunities to be found. This study maintained that envi-
ronmental dynamism activates knowledge acquisition, competitive scanning, and proactive
searching. This could be seen so that environmental dynamism indicates, first, that there is
knowledge to be looked for that is not widely shared. Second, environmental dynamism
also points out that the competitive arena is changing constantly, and thus it is possible to
scan gaps in the competitive arena. Third, environmental dynamism shows that the busi-
ness is changing all the time, and thus near future businesses should be proactively
searched. Thus, environmental dynamism activates entreprenenrs 1o search for and create
new business solutions because it implies that there are plenty of opportunities to be
grabbed. But, environmental dynamism doesn't support innovative behavior because it is
strongly internally motivated (see Amabile 1997) and doesn’t enhance collective action be-
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cause it is mostly motivated by the prior history of social behavior.
Opportunity recognition behavior in creation of performance of young ventures

The present study indicated that the growth of young ventures is very strongly dependent
on proactive behavior in oppertunity recognition phase. This is in line with the results
reached by Miller (1987), Covin et al. (1999), Hamel (1999), and Wiklund (1999). How-
ever, the results showed such a significant effect only by proactive searching that they
should be discussed a bit more deeply. First, this result might imply that those entrepre-
neurs who are able to proact the future can be the first to exploit the future opportunities
(Kirzner 1997). Thus, if you want to be successful in the very early phases of your venture,
you shouild right now proact the possible future. Possibly this skill might be studied more
thoroughly from the viewpoint of interaction of cognitive information processing and so-
cial-networking behavior. Anyhow, the previous research doesn’t understand thoroughly
proactive behavior of individvals (see Busenitz 1996). One of the most important contribu-
tions of this study is that it showed how important proactive searching is in the creation of
good performance, It is recommended that this behavior should be studied more profoundly
in the future. Further, it could be discussed why the other behavioral variables didn't affect
growth significantly. It is probable that these other behaviors are necessary to be able to
proact the future. They don't create the opportunity, based on which fast growth is created,
but without them there wouldn’t be “raw material™ to proact upon. Thus, it might be that
these other variables affect the growth of young ventures through proactive behavior. This
should be studied in more detail because the previous knowledge in this respect is very
immature (cf. the review of opportunity recognition literature by Sigrist 1999). However, it
is an important notion that as such neither knowledge acquisition, competitive scanning,
innovative behavior, nor collective action significantly influences the growth of young ven-
fures.

The results of the study showed that competitive scanning, proactive searching, and collec-
tive action enhanced significantly the newness value of young ventures, This is in line with
the results achieved by Sandberg and Hofer (1986), Burt (1992), Zahma (1993), Covin et al.
(1999), and Leana and Van Buren (1999). The above results suggest to the domain that
newness is crealed by knowing well the competitive arena and gaps in it, by proacting the
most possible and interesting futire possibilities, and by collectively interpreting the in-
formation and enacting the most promising business opportunity. Knowledge acquisition
doesn’t affect newness value significantly probably because the knowledge is based on the
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present situation and it lacks the visions of future situations. Thus, it might be important to
proacting but it doesn’t enhance newness value straightforwardly. This is an important re-
sulr that underlines that knowledge of the present situation is not enough. Entrepreneurs
should somehow “see the future”. An important issue to be studied is how entrepreneurs
use kmowledge acquisition in order to get material for their proacting and how these ra-
tional- and intuitive processes are interacting.

6.3. Managerial implications

Managerial implications presented the next are meant for those persons, who are thinking
of establishing their own venture. First of all, this study has revealed very clearly that op-
portunity recognition is highly important. Would-be entrepreneurs should give serious time
and effort to opportunity recognition because time used in this part of entrepreneurial proc-
ess affects very significantly performance of the venture. What, then, should would-be
entrepreneurs do?

First, entrepreneurs should find time to scan the competitive environment. Entrepreneurs
should know who are the competitors, what are their products, what kind of strategies they
are using, what their competitive advantages are, how they acknowledge future technolo-
gies and mends, etc. The knowledge on these things tells the entrepreneur what kinds of
businesses are taking place, what kinds of gaps exist, and what are the possible future
trends. Further, the results showed that entrepreneurs should have good personal contacts
to get the Jatest information, high formal knowledge to be able to analyze this information
and to frame the situation more widely, and creativity to see links between peaces of in-
formation. Thus, would-be entrepreneurs shounld obtain a high formal education in the
field, create a wide, personal net of relationships, and have the courage to play creatively
with the information.

Second, it is not enough that the competitive environment is known and gaps located. This
study indicated that the best possibilities of good performance are possessed by those en-
trepreneurs who concentrate on finding proactive opportunities. By this is meant that entre-
preneurs should vision the future (based on competitive scanning and existing knowledge)
and what are the most probable future trends in the business. Further, entrepreneurs shoutd
grab the near foture trends that others are not yet capable of seeing. However, it should be
underlined that the visions of the future are based on careful analyses of the industry and
the competitive arena and on skills to analyze information obtained from relevant relation-
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ships. Would-be entrepreneurs should also remember that possibilities of proacting are
usually found where environmental dynamism i$ high, because dynamism causes knowl-
edge gaps. Further, proacting is very demanding emotionally and insecure, so intrinsic mo-
tivation to create businesses that don't yet exist is needed. In addition, the results showed
that proactive behavior requires creativity to see funire trends, management experience to
see the general trends in the business, active social interaction to obtain the latest informa-
tion, and mmusted relationships to be able to discuss about the possible future. These results
of proactive behavior show would-be entreprenenrs (hat a proactive conception of the fu-
ture is demanding and requires many kinds of capabilities. Thus, to be able to proact, en-
trepreneurs should create a wide network of relationships, should be active to get manage-
rial and/or entreprencurial experience, should smdy constantly how business is changing
and what causes dynamism, should creatively link different types of information into a new
whole, and should have intrinsic motivation to do this because it is fun.

Third, becanse opportunity recognition, and especially proactive opportunity recognition, is
insecure, well-performed entrepreneurs involve other people in Lheir opportunity recogni-
tion. Would-be entrepreneurs should, thus, from the very beginning trust some people who
can advise them and give them a second opinion about the issues involved in opportunity
recognition. To find those people who are able to advise and whom entrepreneurs can trust,
entrepreneurs need wide and active social dialogue in general. Out of this active social dia-
logue entrepreneurs can then locate those people whom they can really trust The above
may contradict the view that is normally accepted. Entrepreneurs are often seen as indi-
viduals who trust only themselves and are very independent. This might be true but at least
this study shows that those entrepreneurs who are able and willing to stretch these princi-
pals are performing better. This might also show that team-entrepreneurship might be a
good solution for would-be entrepreneurs. It is important to remember, based on the resulls
of the study, that managerial/entrepreneurial experience causes entrepreneurs rely only on
thernselves, although a second opinion is very important. Thus, manageri-
ally/entrepreneurially experienced would-be entrepreneurs should be aware that they have a
tendency to trust too much themselves only.

‘What new does this sudy bring if compared with previous research? First, it shows that
proactiveness is very important. Often it is thought that proactiveness is dangerous because
innovative, proactive new firms are seen to be risky and weak. This is true if the work of
analyzing the present and future situations has not been done. Proactiveness which leads to
success is best achieved through hard work to understand what is going to happen in the
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near future and is not based on radical innovations per se — a new radical product is nothing
if customers don't see the value of it. Second, the study reveals how important background
work is. Often research indicates that entrepreneurs use their intnition and experience to
understand the situation. These are also very important but to get “fuel” for these processes
hard work to analyze the situation is needed first. Without hard work to understand mar-
kets, industry, and etc. success is very difficult. Third, the study shows that rationality is
not enough but entrepreneurs need also their creativity. Creativity js very important in
questioning the present solutions and creating new ones by combining many types of in-
formation. Fourth, the study shows that domiain knowledge is not everything. There might
be some problems with results but anyhow it is very important for would-be entrepreneurs
to understand that leaning solely on domain experience is extremely dangerous. Domain
experience is not according to this study so crucial as has been thought and it might restrict
search for new solutions. Last, what is new compared with previous studies is that the
study shows how important opportunity recognition is to perforrnance. Previous studies
have touched this problem only little. But this stedy shows would-be entrepreneurs that
opportunity recognition is at least one of the most important factors affecting the perform-
ance of their firms. Thus, it could be said a little provocatively that, if entrepreneurs ha-
ven't done their job before venture lavnching, it might mean that there isn’t anything to do
any more — jt is too late. This study of course starts from the assumption that opportunity
recognifion is important. It could be also thought that opportunity recognition is not so im-
portant but that there are other much more imporiant issues like for example how to creale
growth, how to market a new firm’s products, how to obtain needed resources, or how to
get the first customer. All those issues are important. But it could be suggested to those
who think that opportunity recognition isn’t so important that to be open and try to use the
knowledge of opportunity recognition in the arena that you think important is essential.

6.4. Limitations and propositions for future research

Limitations. The study revealed five main limitations. First, it could have studied more
closely the interconnections between opportunity recognition variables. Now, the more spe-
cific nature of the behavior of entrepreneurs wasn't covered. The behaviors that were stud-
ied were obviously important in opportunity recognition, but knowledge acquisition and
innovative behavier weren't important in creating good performance. The question why
this happened, wasn't studied in this study. It is qunite probable that knowledge acquisition
and innovative behavior affecled other behavioral variables significantly, and thus also
performance. This suggests that maybe opportunity recognition variables work sequen-
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tially. However, this would be interesting and very important to know, but as it wasn’t the
objective of this particular study this problem was left out of the study

Second, the population of the study is rather limited, which means that generalizing the re-
sults to wider populations is a little problematic. The choice to use a smaller population
was made because it was thought that in this way the quality of the data would be better.
Using a smaller population it was easier to contact all the members of the population, to
collect data that has so high a rate of return that it is really possible to generalize the results
to the population under study, and to be sure that cultural or geographical differences
wouldn't cause any problems. Thus, it was important that because entrepreneurs are diffi-
cult to motivate to participate in a research, it was decided that it should be possible to visit
the entrepreneurs. Thus, entrepreneurs coming from close geographical areas were chosen.
However, the fact that the entrepreneurs represented ventures belonging only two indus-
tries, three regional areas, and only one year (1998) means that the results should be taken a
little cantiously. More comparative studies involving studies in different industries and dif-
ferent areas and countries are needed. The study also used cross-sectional logic by employ-
ing only data obtained from entreprenenrs who had established their businesses in 1998. It
is possible that the aspect of time somehow masks the results. Thus, also several cross-
sections and longitudinal studies are needed. Anyhow, because the study used quite holisti-
cally previous research, formulated a model based on Lhe previous research, collected the
data and analyzed it rigorously, it is reasonable to believe that the results of the study are,
nevertheless, generalizable.

Third, the study didn't use a control group of failed entrepreneurs, and this also causes
limitations with regard to generalizability. The study used entrepreneurs from different in-
dustries and regions to enhance generalizability, but still the control group of those entre-
prepeurs that according to themselves have recognized an opportunity and established a
venture but failed to survive would have been important. The reason why these failed en-
trepreneurs were left out of the study was that it is very difficult to obtain data from these
persons. They are not willing to participate in a research because at least now it is still a
shame to fail in entrepreneurship in Finland, although this is changing. One reason why the
performance-variable was used into the study was that it was thought that somehow the dif-
ferences in success should be taken into consideration. But because a comparable control
group would have been almost impossible to obiain the performance of the studied ven-
tures was used instead. The performance shows at some level how well-performed entre-
preneurs have done their opportunity recognition compared with less well-performed en-
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reprengurs.

Fourth, because the study concentrated on studying the relationships of intellectual and so-
cial capital, environmental dynamism, oppertunity recoguition behavior, and performance
on a general level, the study didn’t try to find clusters of different types of opportunity rec-
ognizers. However, it would be important to know if there are different patters of opportu-
nity recognition leading to different types of opportunities. Thus, it is possible that the pat-
tems are different in different industries and regions. This study left these important ques-
tions out because it was thought and suggested in the beginning of the study that at the
moment the sphere of opporiunity recognition research needs a study that reviews all the
research until now and tries, based on that research, empirically to test which are important
variables in opportunity recognition and what their effects is. Still, the need for studies
clustering the different patters of opportunity recognition is strongly acknowledged.

Fifth, the results indicated that domain knowledge is not important in opportunity recogni-
tion. This is contrary to the results of previous research. There are two possible reasons for
this: First, the result is right and domain knowledge is less important than has been thought
before. Second, there are some problems with the measurement of the domain knowledge,
although it was used before validated measurement items. Because previous studies have
indicated that domain knowledge is very important in opportunity recognition and because
this study showed that domain knowledge doesn’t have any significant influence, the re-
sults of this study concerning domain knowledge should be regarded as preliminary.

Propositions for future research. First, it is proposed that the process of opportunity rec-
ogmition behavior should be studied in more detail. This study left this out because it would
have been outside the scope of the study. It is proposed here that in future it would be in-
teresting to know in what order and how entrepreneurs sequentially use knowledge acquisi-
tion, competitive scarming, proaclive behavior, innovative behavior, and collective action.
Second, it is proposed that in the future it would be important to study what kind of differ-
ent parterns entrepreneurs have to recognize entrepreneurs, as was mentioned above. It is
likely that entrepreneurs use different patierns to recognize even the same types of oppor-
tunity. It would be very interesting to know whether these patterns are different or of the
same kind in different industries, regions, and dynamic situations. Third, the study indi-
cated that obviously intellectual and social capital and certain kinds of opportunity recogni-
tion behavior are needed to recognize an opportunity. But, the study didn’t reveal how
these capabilities are acquired. Thus, it would be very important to study in the future how
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intellectual and social capabilities and likeiithood of behaving in a certain way have devel-
oped. This would, then, help to develop would-be entrepreneurs.

Fourth, it is suggested that it should be studied how the capability to recognize opporiuni-
ties develops among entrepreneurs. For example, would-be entrepreneurs, novice entrepre-
neurs, experienced one-venture entrepreneurs, and serial entrepreneurs and their opportu-
nity recognition could be studied to find out if entrepreneurial experience enhances skill to
see opportunities and if oppormunity recognition capabilities could be developed by engag-
ing people in real entrepreneurial situations. As a whole, the field of business opportunity
recognition is young, although business opportunity recognition is often seen as one of the
main behaviors of entrepreneurship. Thus, all kinds of research on opportunity recognition
is needed. However, future research on cpportunity recognition should take into account
what has been leamned from wider entrepreneurship smdies, namely that entrepreneurship is
about behavior and not about personal, social, and/or environmental sets of traits. Hereaf-
ter, oppoertunity recognition should also be studied as behavior aimed at recognizing busi-
ness opportunities.

Finally, renewal capacity 1o search for new businesses in existing companies is crucial
nowadays. Thus, research on business opportunity recognition shounld also invesrigate the
phenomenen in existing companies. The research in opportunity recognition is very young.
The sphere is not developed although it is one of the most important lines of behavior of
entrepreneurs. Thus, to develop knowledge it is needed domestic and international collabo-
ration and research programs to siudy many sides of this complicated phenomenon.
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Appendix 1. Hypotheses of the study.
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Relailonship Nature of relationship
domain knowledge 2 knowladge ncquisiton positive +
formal knowledge - knowledge acquisition. ... posilive +
maragement experience - knowledge acquoisilion positive +
intrinsic motivation = keowledge acquisition positive +
creanvity < knowledge 2equisilion.. .......... positive +
domain knowledge = competitive scanning.. positve +
formal knowledge - competitive scanning... positive +
mAnagement experiemes < competilive scanning, . positive +
intrinsic modvation = competitive sm.nning.... pasitive +
creativity <* competitive scanning, ., ettt e e OSTLIVE +
domain knowledge = proactve sea.r:hmg positve +
formal knowladge - proactive searching... positive +
management expeticnce =3 proachive se:m:h:'.ng. positive +
intrinsic modwation —* praacgve scarching. positive +
cTeativity = proactive searching. ...........- pasitive +
domain knowledge = innovadve behavior. positive +
formal knowledge <¥ innovative behavior,, positive +
MANAZement expericnse —* innavative behavior. pasitive +
inirinsic motivation = innovative behavier, . positive +
creanvity = innovanve Behavior. ..o e POSTHVE +
domain knowlerdge =% collective acton, ... ieeeees positive +
fommad knowledge =¥ collestive action...... pasigve +
managemenl experience =+ collective sotion.,, positive +
intrinsic modvadons = eollective astion.. pasitve +
aeativity = collective acion.........coveenrre postve +
of social in Fon =¥ knowledge acquisition.. positve +
cl of relarional Bes < kmowlsdge noquisition, pasitive +
commitment 10 relationship guality - knowledge acquisition positive +
amount of social inleraction = comPeliBYE SCARNINE. .« o.evveeereeeceveceunn positve +
closeness of relational tics = COMPESTVE SEAMNANE. ... cceveeemeeeancsrerens positve +
commilment to relattonship quality = competitive SC2NINE. .. coveve veveee positive +
amount of social inleraction < proactive searching. .. positve +
closensss of relntipnal tiss - proactive searching..... pasitive +
commitment o relationship quality = proactive searching,. postive +
amount of social inleraglipn = innovatve behavior.. ... pesilive +
closerress of relafional tdes =¥ innovative behavior, ... positive +
commitment (o reladonship qualicy = innovadve behavior..... positive +
amouni of social inleraction = collective 2080N, v veceveeeeees posilive +
closeniess of relational ties > collective action positive +
commitmen to relationship quality = collective action posilive +
environmenial dynamism =¥ knowledge acquisiion..........ocee 000, POSive +
envimnmental dynamism - competiGve seanning. .. positive +
environmental dynamism - proactive searching,., positive +
environmenial dynamism - innovadve behavior.. positive +
envimpnmental dynamism -» collective acdon... pesitive +
Imowledge acquisition = growth..........., positive +
competitive scanning = growth.. positve +
proactive searching = growth., positive +
innovative behavior =3 gmmh pesitive +
collective action =¥ growth. .. e positive +
krowledge acquisition - newness \m]m: positive +
compefitive scanning - newness value,, posilive +
proacive searching = pewTress Valle. oo i eeee e ree e sermeeeee DOSILVE +
inrovative behavior = newness value.......... positive +
collective oclion = pewness value.............. positive +
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Appendix 2. The municipalities in the provinces of Jyviskyld, Oulu, and Vaasa.

Province of Jyviskyla:

-Hankasalmi -Joutsa -Jyviskyld
-Jyviiskylin maalaiskunta -Jimsi -Jémsinkoski
-Kannonkoski -Karstula -Keuruu
-Kinnula -Kivijirvi -Konnevesi
-Korpilahti -Kyyjarvi -Laukaa
~Luhanka -Mulua -Muurame
-Petdjivesi -Pihtipudas -Pylk&nmaki
-Saarijirvi -Sumiainen -Suolahti
-Toivakka -Uurainen -Viitasaari
-Agnekoski

Province of Oulu:

-Alavieska -Haapajarvi -Haapavesi
-Hailuoto -Haukipudas -Hyrynsalmi
-l -Kajaani -Kalajoki
-Kempele -Kestild -Kiiminki
-Kuhmo -Kuusamo -Kirgamaki
-Liminka -Lumijoki -Merijirvi
-Muhos -Nivala -Qulainen
~Ouln -Oulunsalo -Paltamo
-Pattijoki -Piippola -Pudasjarvi
-Pulkkila -Puolanka -Pyhijoki
-Pyhijirvi -Pyhéinti -Raahe
-Rantsila -Reisjdrv -Ristijarvi
-Ruukki -Sievi -Siikajoki
-Sotkamo -Suomussalmi -Taivalkoski
-Temmes -Tyméva -Utajirvi
-Vaala -Vihanti -Vuolijoki
-YLi-Ii -Ylikiiminki -Ylivieska
Province of Vaasa:

-Alahdrmi  -Alajérvi -Alavus
-Evijirvi -Halsua -Himanka



-Imajoki
-Jalasjarvi
-Kaskinen
-Kaustinen
-Kortesjirvi
-Kunkka
-Lappajirvi
-Lehtimaki
-Maalahti
-Nurmo
-Pederstre
-Pictarsaan
-Teuva
-Ullava
-Veteli
-Voyn
-Ahtiiri

ACTA WASAENSIA

-Isojoki
-Jurva
-Kauhajoki
-Kokkola

-Kristiinankaupunki

-Kilvid
-Lapua
-Lestijarvi
-Maksamaa
-Nirpid
-Perho
-Seindjoki
-Toholampi
~Uusikaarlepyy
-Vimpeli
-Ylihédmmi

-Isokyrd
-Karijoki
-Kauhava
-Korsnis
-Krounupyy
-Laihia
-Larsmo
-Lohtaja
-Mustasaari
-Oravainen
-Periseindjoki
-Soini
-Toysd
-Vaasa
-Vihikyro

-Ylistaro
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Nome ond compnay

I. PERSONAL FEATURES

Enslinmiinen kysymysjoukko liiltyy yksil8lllsiln ominnisuuksllsi yrilyksesi perustamisheikelld, Kysymykset on esiletty siven vosemmmassa lnidossn jn vosinukset oikeossa laidassn.

Lue kysymykset jn YMPYRO] numiern sen vastauksen kohdalie, joka parhalien sopil kehdallesi.

I. Mikd seumavisto Mhinnk vasiaa ylinid suonillamansi koulunsielin
yrilyksesi perustwmishelkellli?

-l A B -

= ci mupdallista Keelutusia

= peruskoulukansakoulwoppikoulu

= ommallikovlwammattituikinto mi lukis
= Ieknillinen-, kouppa- Ini vastaova opisto
= ommallikorkeakoulu

= korkeakoulu/yliopisio

= liscnsiaatinfichiorin tikinlg

2. Kuinka poljor sinulla oli lybkokemusta yrityksesi loimialalia
yrilykses perustnmisheikel 147

oA AW R —

= alle vuosi

= alle 2 vuoliz
=allc 4 vootta
=nlle § vuotta
=unllc B vopitn
=alle 10 vuotn
= 10 vuolin (of yli

3. Minkll 1avoilteen obi¢ nsertanut jtseltesi atoillnessasi yolysiciminnan? Merkiise rmsli
niiden kohdalle, jotka elivat sinolte tirkeilit (Ioatikkaoen) jo pumere yksi (1)
Wrkeiminfn kehdalle (vilvalle).

O 0 g QOogoo

— = minvlla «f ollul erityisil ravalit=ila

= fovoitteeni oli hagjoittan yrilysioiinintaa Lytin ohessa

= favofticeni oli luoda 11selleni (ytipaikka

= tavoltteeni oli perusina perheyritys, jonka voisin
siirtdd mydhemmin cslm. lopsilleni

= tovoltteent oli perusion yritys, kehiltia sill, myydt
se hyvlisitl hinnasia ja noullia "ty8ini hedelmisill™

= tavoillceni oli perusioa ensin yksi yrilys, jo kun sen
elinkonri piiiyisi, pecusion uusi yrilys

=tvoltezeni oli perusian vithitellen useitn yrityksill jn
ylllUpilid niitl samianoiknisesy

4, Muinkn hyvin pcrustamasi yrityksen luotteel muisiullavel aikalseinpicn 1y3naniaziesi
fuolteiln®?
* Verna liloneetn perusiamishetkelll, st yriyksesi tilanne on veinut moutua
perustamisen jilkeen,

B - A N

= Wysin crilaisel

= melko erilaiset

= jenkin vesan esilaiser

= neulroali

= jonkin verran samanloiset
= melko samanlniset

= Murin eamanlaien!
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5. Miki scurnoviste 1hinnd vastoz teknisil osaomistesi® loimintalln, jolla 1 = ¢l Juuriknzn osannilsla
yrityksesi taimii, yrityksesi perusiamishelkella? 2 = ntoiliclija, jolla vihbn osnnmisia
wTeknisellll osonmisella Inrkolicloan esiny, sydtinkirucgin (ietea siitl, mild analyyscjl pilal (chdd k] = harjeiuclijn, jolla on jonkin vcrmn osunmisia
ja milloin kannasten (chdt ohitusteikknus, mekasnikon ticloa, miten vaihdelaan L] = nmmatimics/-naincn, joka 050 asionsa
iniinnBnrenkant jn miksl ne oval pakolllsel meoltoriss, rakennusmeslarin ticlon, milen kosteus 5 = nsiantuniijn, jonka ¢ inen on kork i
sakenieissa vaikutien jo miten kostuminen estetAtin, i ticlokoreohjelmoljan (elon, miten whd!ln 6 = huippuosanj, jonke osaaminen on alan kirkilasoa
ohjelma, Jokn esim. ohjoa auloa, jo miksi se on niin vaikeas, etcll sen kehinely vie vuesia. 7 = nlan yksi johtavisia osaniisia, jonkn osnominen on eritifin
' korkezlnsoista
6. Kuinke paijen sinulla o¥t johtamiskok * yrityksesi perusiarnishetkel 11 | = alle vupsi
» Johrmmiskokemukselln larkoileroan vastuuta pitittksenicosio. nsloiden suunniftctustn, 2 = olle 2 vuolla
k jnvalv sckH olaisten ohjoamiscsta, opettamisesta ja kehitfimisesis 3 =alle 4 vuolla
1q =nlle 6 veolin
5 =nllz B vuoiin
6 =alle 10 vuclla
7 = 10 vuotla i yli
7. Kuinka hyvin perustumasi yrityksen asiakkeat muistuliavat aikoisempien 1 = rilysin eritoisel
LylUnantajiesi asinkkaita®? 2 = melko eriloisct
* Veran perusiamisheikedld, siny yrityksest lilanne on voinut muullua 3 =jonkin veman eriloiset
perusinmisen jilkeen. 4 = neutenali
5 = Jonkin verran samanlalsel
6 = melke samanlaisel
1 = ItiysIn samanlniset
8. Kuinka paljon sinulln oli nikolsempna yrittijikokemusio® yrilykscsi 1 =nllc vuosi
pecusiamishetkel 157 2 =nllc 2 vuolin
*Yriltjyyskokemuksells tarkolteloan ajkaisempan omistuste ai huomaltovag osakkuulia 3 =nlle 4 vuola
yritykscsssh, jossa pillidksentckovalin ja vastuy asiofden hoilamisesia oli sinulla ja 4 =allz § vootta
kumppaneillasi, 5 =allc 8 vuolla
6 =nile 10 vuolin
7 = 10 vuolin 1ai yli
9, Kuinka hyvin perustamasi yrilykscn Loimiutj i | nikoisernpi | =llysin erilzisel
Ly8nonlnjicst roimillajin®? 2 = melko ¢rilnisel
* Veriaa tilannelta perustamishetkelly, sl yrityksesi (llanne on volnur muuliua k] = Jonkin verman crilaiscl
perustoimizen [Olkeen. 4 = neulranli
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10, Mitkd olivat sinulle tickeilt syl perusion oma yrityksesi? Lue vilindmt ja YMPYRO! numero sen vastauksen kohdalin, joka parhalten sopii sinun kohdollesi. Valitse voin yksi vostoos ja pyr

vastamnaan kaikkiln vtinfmiin, Ota kantna valudmiin (o - j¥ kilylilien asteikkon, jossa:

1 = erinbin vihin iicked, 2 = vain vithtln titrkel, 3 = jonkin vermn 1hrked, 4 = keskinkernisen (hrked, 5 = olka huoimattavan irked, 6 = huomastavan dirkedl jo 7 = eriliiin huomattavan thirked,

n, Tavoyitezai oli snavuran korkea henkiltkehlalnen voriliacus.

b, Tavoiticeni oli saavutten prvosiusio,

. Tavoilleeni oli oscilloa, eti pysiyn sithen.

d. Tavelueeni oli henkiltkehtainen kehittyminen.

¢_ Tavoilteeni oli parantan mohdallisuuksioni spavatoa karkeamnal wlel.
[. Tavoilleeni noultia yriltljyyden luomnsin jHnnilyksesil.

E 'l:nvnittl:cni oli pitisitl (ekemtn selloisin 1y, josta pidda.

h. Tnvoitteeni oli nostan tulolasoani.

i. Tavoilteeni oli Lyt, jpssa on henkilbkehinisio haastello.

. Tavoiteeeni ali Jueda menesiyvil yrtys,

crifilin keskin- eriffilin
vitfidin kertaisen huomartavan
tirked! tirkedt tirked
1 2 3 4 5 6 7
| 2 3 4 5 6 7
f.. L) 5.0 3 7
1 2 k] a 5 6 7
| I 2 3 4 5 6 7
1 2 3 4 5 B i 7
| 2 3 [ I | — O e 7
1 2 ) 9., 5 3 7
|  S— LA 4 5 6 7
| 2 3 4 5 el 7

1L, Minkiisenn ntict omal ideointitoitosi? Lue vAlutnt ja YMPYROI numero sen vastauksen kohdalte, joka parhalien sopil sinun kehdoltess. Valitse voin yksi vasiaus jn pyri vasioamnan kaikkiin

vililifimiin. O1a konlon seurnaviin viiimlin (o - j} kilytten aseikkon, josso:

1 = tlysin eri mield, 2 = melka erl miclid, 3 = Jonkin verran eri miels, 4= neutmoll, 5 = jonkin verman samaa mieldl, 6 = melko saman michtd ja 7 = 18ysin sumao miclt.

. Mlnulln on yeliavasii idgolta.

b. Pyrin usein cslmiidn wusin mikoisu)s, silloinkIn kun sith €1 chkh odotela,
¢, Olen herkka nlikemBin ongelmin, joihin voisi etsill uzdenlnisin riknisujn.
d. Tdenni ovot usein hyvin owapedisid.

&, Olen hyvi kyscenaloistamoan tolutlujz teimintatapoja.

f. Minun on helppa I3yttt parannusehdotuksla mikaisuihin

tdysin tdysin

erl newtraali SR

wield! mielidd
| 2 3 14 ] 6 7
l 2 3 4 5 4] 7
1 2 3 4 L TP | ST |
| 2 k| 4 5 6 7
1 2 3 4 5. G 7
| 2 3 4 5. [ 1
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h. Kun "scinil wlec eteen™, pysiyn 18ytiimbin kicrolicn nivan uudesia suunnasio,

i. Keksin ongelmiin crikoisia o ylliigvill mikaisujo.

j. Kun nBen uuden rotkaisun, olkan runsaast 1lydeaitvin yksityiskohtin vidoomaon micleoni-

Hiysin
eri
mieitd

newtrerafi

Hiysin

FHaa

mieltdd
5 7
8 7
4] T

I1, SOSIAALISET SUNITEET

Toinen kysymysjoukke liiltyy sosiznlisiin suhlclsilsl yrityksen perusinmishetkelld. Kysymykset on nuotoiltu viiHillmiksi {15 kpl). Niiden avulln selvitctlin suhicica shmisiin, joiden konssa keskusiclit,
pahdit, suunnittelil, telt nrviolta (ms, yrilyksestsl Ja Jotka pyscylvlt pullamoan sinua yrilykszn perosienilscssa, He voivat ella esim. nvinkkaitn, tyBkavereitn, esirniehill. aloisia, yeiutjis, hankkijoitn,
ja micti silien edelleen ketkl heisth pystyivitl nullornaon sinua jollokin wyalln yrityksesi

jakelijeita, perhclth, mholtta)in. keksijsild jne, Miea miis cnsin keiden kanssa keskustclin yritykscsitis|

Thrle]

heill,

perustamisessn. Tissh ollann kilnnosiuncita nbisid sinua ista, 1 ja kyaymyh

Lue vOingmat ja YMPYRS numero sen vastauksen kehdolrn, joka parholten sopli sinun kohdaflesi, Valitse voin ykai vostous Ja pyri vaslaainaon keikkiin villddniin. Oitanksesi kaman vhilltimiin

kliyil nsteikkoa, jossa:

I = tiysin cri miehd, 2 = melko eri micli§, 3 = jonkin vermn cri miclth, 4= neutrali, 5 = jonkin vermn saman mielid, 6 = melko soman miclil jo 7 = diysin samaa micl,

1. MinQ ja he, jotka pystyivill nuitamaan minua konkreettisesti yritykseni perustamisesss,
yimnbreimme jo hyviksymme 1olstcnime tavoillzy,

2. Keskuslelin yrityksenl perustamisesta hyvin monen sellziscn henkit@n kanssa, jokn
py=lyi nullameon minue yrilyksenl perustamisessa.
2.1, Bsitdl Jukumbtizi (eslm. 5), kuinka moncr kanssa;

3, Suhteissani henkilbthin, Jotka pystyivil oulamaon minua yritykeeni perusiamisessa,
kumpikann osapuoli ci kitylitiisi toistoan liyviikseen, valkkn siihen (nrjoutuisi tilaisuus.

4, Minulla on liheisel subiect henk|18ihin. joikn pystylvill nutlomaan yratyksenl perustantiscssa.

5. Soln henkilollin, jotka pystyivill nuttomann yrilykseni perusiomisessa, ke informaatiotn.

6. Suhteenl, Jolka autolval yrityksenl perustamisesso. aullolval avonmaan ovel menlnaisten
muiden yrilykscai perustamisen kannali tirkciden henkilliden luo.

7. Suhteissani kenkiltihin, joika nutteival iminua yrilykseni perusinmisessa, moleminal
osnpuoler vilithvit vahingoillaomasin vokavasti [oislen eloja.

8. Henkiltit. ioika pystyivit auttamaan yritvkseni perusiamisessa. pilfivill ninn lupaukscnsa.

fiysin
erl
mietid

lpsin

newtrmiali fami
wielidl

6 7

4 (TR |
4 6 7
[ [FRTOINS. PR B vrinrvinnies ki
4 6 ki
4 6 7
4 6 7
L. Y. T L S 7
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tysin filysin
erl nentrali et
miehid nrielid
9. Minulla on hyvin monia sclaisin suhiclta, jotka pyslyivil nullamazan minua 1 2 w3 i 5 6 7
yrilykseni perustminisessn
10. Henkiltiden, jotka pystyivill nuitamoan yrilyksenl perustamisessn, asinnluntemus oli | [ p- k| 4 5 6 7
suurcksi ovuksi.
11. Soin niiden henkiltiden koulla. jeikn putteivat minua yrilykseni perusininisesso, patjon l.. 3 4 5 6 7
uusia, yrilyksen perustamisessa hyddyllisis kontakiejn.
12. HenkilsillH, jotkn aultoival mninun yrilykseni perustmimisessa, on samanlaisel piimitirie. l 2 3 q 5 6 7
kuin minulla
13. Tunnen eriltiin kyvin ne henkildy, jolka pystyiviit aullamaan yritykseni perustamisessa L 2 k] 4 5 6 7
14, Henkild1, jotka pystyivill nuttumann yritykseni perustamiscssa, olival wkenani vaikeissokin i 2 3 4 5 ] 7
tilanteissn.
15, Hankin nilden henkiltliden, jolkn pyalyiviit auttamaan yritykseni perusinmisessa, avuiln 1 2 3 4 5 5 H

konkrectlisia resursseja yritykseni loiminnalle,

1. KILPAILUYMPARISTO
Kolmas kysymysjoukke kartgilloa yrilyksesi kilpailuymparisisa, Kysymykset on muoloiliu vBltimicsl (¢ kpl). Nilden keutia pyriiin hahmoltumaon yrilyksesi 1oimialan muutosnopeulin 1isii
helkestd koline vuolla tmaksepdin (vaikka yrityksesi olisi vain koksl vuolia vanha, olet varmoan scumnnut aloasi (avnila loj loisella ninskin sen kolme vuolla),

Lue vHilSmat Jo YMPYROI numern sen vastauksen kehdalte, joka parhalicn sopii sinun kohdallesi. Valilse valn yksl vasiaus jn pyrl vastanmaon kaikkiin vBintimiin, Otlanksesi kantan
vhite@miln kiyil asicikken, Jossa:

| = tHysin ed micltd, 2 = melko cri mield, 3 = jonkin veron eri miclit, 4= neutemall, 5 = jonkin vermn samaa miclts, § = melko saman miclll jn 7 = thysin samaa mielid.

idy1in tdlysin
ert neitranli amaa
mileli miehd
L. Yritysien tolmnel oval toimintallani olleel eanusiettavissa viimeisen kolmen vuoden nikone. | 2 3 4 5 -] 7
2. Kysynnin ja asinkkaiden micllymystzn muulokset ovat toimialollani olleet hyvin | 2 ] q 5 6 7
vaikeasti ennokoilavissa vilmeisen kolmen yueden oikano,
1, Toiminlalloni lotleet jo palvelut ovat mouttunees erilifin nopeasii vanhanoikaisikst H 2 i 4 5 1] 7
viimeisen kelmen vooden oikano.
4, Toimialani knologin jo/iai lopa tuolion palveluiln ¢l ole juurikaon muuttunut | 2 3 4 5 6 7

viimeisen kelmen vuoden sikann.
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fdysin rlysin
eri newirauli SN
el ndeted
5. ToumiaTalloni Inval markkineido luotteltn/palveluita muutisyat hitansli 1 2 dow 4 5. L] -7
6. Yritysien tnimel tolmialnllonl oval oflcet arvaamattomin viimelsen kolmen vueden pikana. 1 2 3 4 5 6 7
7. Toimialani tuotteitn jn palveluito on viimelsen kolmen vaeden nikann voinul my ydil ; md k] 4 5 6 7
pitkill aikoja ilman, el nilhin on farvinut whdt mittifin muutoksia,
8. Toimialani fuslanioleknclogia on keliiltynyt jo muutunul hyvin paljon vilmeiscn | 2 3 q 5 6 7
kalmen vuoden aikana.
9, Toimialallani on (Rylynyt crillfin uscin moulina inpoja markkinoida fuolleita/palvelujn | 2 PO 4 5 W 7

vilimeisen kolmen vueden aikena, jolin on pysynyt kilpailijoiden perilssti.

IV. YRITYSMAIIDOLLISUUDEN IATIMOTTAMINEN

Ohje: Yrityksen alkuvaihe cnnen varsinaista Hikeloiminina voidann jokea kolnicen vaiheescen: mahdollisuuden hahmattamiseen, suunniteluun jo kiyitinatn perustamiseen. Maldollisumden

hnhmoltamisessa pyritlin [8ymtdn seilninen YRTTYSIDEA, johan tartiumalla vol palvella asickasin niin. ¢xd yrilys wolloa voitwa, Suunnittclussa mkennclann "paperilla” jaftal miclessd

toimintakokenaisuus, jollo mohdollisuuden voisi (rna ja Joka 1oimisi kliytBnndsali. Kiiytinndn per i yrtys p sitien todelliauudessn pystyyn. Nimb vathest 1apahiuvat sifs

enncn kuin asinkkaan palvelusta “kilohisa markkoja kassaan®.

i - Mahdollisuudella tarkoilcionn issi scllaista wrvelin (o] puutera
imarkkinoilla, jota palvelemalla tuotiille/palveluilla voidaon luoda sellaisi nrvon psinkkaalle, eut hin cn valmis maksamann siil4 hintas, josta j4 yrtykselle sellaisia voilton, cl(ll tolminin

konnnttan pikANS alkevHLUIA. Kysciscl vaiheel Loki todellisuudessn ovnt osillain piilickkaisis, muita pyyitiisin silli sinua muisiclemaan, mitd jo miten kit asioitn, kun hahmotielit mahdollisuutta

yritystoimimmallesi, Kysymyksct on mustoiltu villetimiksl (25 kpl).

Lue vAitdimiit jn YMPYRO! nusnemo sen vastauksen kohdalta, jokn parhalien sopii sinun kohdallesi. Volitse voin yksi japyriv kaikkiin vililntmiin, Oltnakscst kunian viiirimiin
1 = liysIn e micld, 2 = melko eri miclif, 3 = Jonkin verran eri micld, 4= ncutranli, 5 = jonkin verron semaa miclil, 6 = melko samoa mielitl ja 7 = iliysin saman mielill.

téysin filysin’
eri newtranti etnair

il milehid
1. Kertisin hahmotiaokseni yrilysmahdollisuuden paljon ticton olon myynnistll, 1 2 3 - PPN, JRN . OPTT 7

nsinkkniden micltymyksist5, tcknplogiasia jne.

2. Tein hyvin jirjestelimllisestl Lyl hahmotnakseni yritysmohdollisuuden. 1 2 3 4 5 4 7
3. Hankin hahmoltnzkseni yritysmahdollisuuden paljon lietoa markkinolsia. 1 2 k] 4 5. 5. 7
4, Hohimolielin aslolla ussin usemmman vuoden IhtBimel 18, kun etsin yrilysmahdollisuute. | IRTPT 2 k] q 5 6. 7
5. Khiytin usein asianfunlijoiln apuna yritysmohdollisunden hohmottamiscssa, ST JSIVR: SR, | 5 6 7
6. Pyrin hyvin akrilvisesti hahmottemaan ssllsisen yrilysmahdotisuden, Joke olisi sclkelsli  APPOTROTS ST PP | 5 6. 7

edelld kilpailijoitoon luotieiden untoudessa jo uusicn ideoiden esiinluomisessa.
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7. Kerlsin hohmolinakseni yrilysmohdollisuuden paljon tietoa kilpailijoiden woiminnasia,

8. En suunnitellu mrkkoan yrilysmahdollisuuden clsimisttini, vaan se pikemminkin.
Lopohiwi jo kekillyd ajan mySid ilsestliing

9. Hahmotlookseni yritysmohdollisuoteni icin paljen ennusteila myynnist, voilosin Ja
markkinciden Juontceain.

190. Kerilsln hehmollaakseni yritysmahdollisuuden paljon licioa asiakkniden tarpeista, suunnilelmisin jo miclipitcisis.

11, Hohmotellessani yritysmohdollisuutta kekeilin Ja leikin miglesstint monenlaislila
uudenlyyppisilld jo alnllc vusilla yrilysideoilln.

12, Pyrin ok(iivisesli hehimollamaan yrlysmahdoilisuuden, jossa olis] korkear tuolot, valkkakln
my#ts korken rigkl, micluummin kuin hyviksyin [dean, jossa oli nlhoiscr luotor jo myds riski.

13. Kliytin Geloisesli nikoa luovann pohdiskeluun crsiessnl yricysmahdollisuu(ia.

14, Suunmittelin aminiann Jo yrilysmahdellisuuden havaiissmisvalhcesta Ibhtien pidemmilll (esim. 3 vuoden) tihibimells.

15. Hohmotlaaksenl yritysmohdellisunden teln paljon ennusteiln icknelogiasio, jokn Lulisi
olemann WrkeDl yritykseni (uotteille ja palveluille,

16. Hahmotlelin micluwnmin yksikseni yritysmahdollisuuieni, kuin leln sen yhieistytss?t muiden kanssa
17, Hohmotloakseni yrilysmohdollisuuden 1eln paljon cnnusteila tulevisin investoinlilarpeisio.

14. Pyrin hyvin okliivisesti hahmol(omaon yrilysmohdollisuuden, jokn ofisi kasvit-, innovaatio-
Jja kehitysuuntoutunut enncimmin kuin perinpehjln kokelliu Ja varmo iden.

19. Kittytin homnoligaksen! yrilysmohdollisuuden hipvin usein systennattisin lopan etsi
ja arvloldn uusin markkinoite, uusla wellelfa, nusin (wotantotcknelogiolla jne.

20. Pynin hyvin akiiivisesil hohmotuimaan yritysmahdollisuotea, joka "1Bisi kilpailijat
taudaltn” eikd antaisi antaisl “koikkien kukklen kukkia®.

21. Ktiylin yritysmohdolliszuden hahmoumisessa uscin lieroteknlsid apuvitlineitd.

22. Pyrin hyvin ekilivisesti hohmaniamoan yrtysmahdellisuotin, Jossa wimillaialin rohkensti jo
lunjamitrisesti Jo jossa vitlteittislin lilon varovaista jn perinpohjolscati lwikittua toiminiofapan.

23, Yrilysmahdoltisuoden hohmetinmiseksl neuvattelin ja keskusiclin eriidln miclellni toisten
kanssa siihen liilyvisid osioisto.

24. Hashmellankseni yrtysimohdollisuuden pyrin hakemaan uusin, omoperiisitl ideofum,

Klysin rilysin
eri nentraedi sennad
mietidl michid
(- 3 4 5 6 7
1 k) o 5 & 7
| 3 L | 5 | . 7
I 3 4 5 & ?
1 3 4 5 G 7
L2 v k] ) 5 6 w?
1 k] 4 5 6 7
1 k] 4 5 6 7
| k| ) 5 6 7
| 3 4 5 6 7
1 2 k] ) 5 6 7
| 2 k| 4 5 6ot 7
| 3 ] 5 6 7
| S SR LTV L. I | J— /T 7
1 3 4 & 7
I 3
1 3 | 5 6 7
| 3 ] 5 6 7
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V. TOTEUTUMINEN
Kuudes kysymysjoukke Lty yrityksesi liksidean toteutumiscen, Kysymyksill on 12 kappaletta. Tarkastele yeilystilsi tistil hetkesii tnnksepdin jo mieti, initea yrityksesi liikeiden on toleutunut
suhteessa scuraaviin kysymykslin.
Lue kysymyksel jn YMPYROI numero sen vaslavksen kehdalta, jokn parhalien sopii sinon kohdallesi. Volitse vain yksi vastaus ja pyri vastasmaan koikkiin vBittAmiin. Ottenksesi kantan kilyld osic
' I = Ifysin e mistd, 2 = melko exi micli. 3 = jonkin verman eri mightl, 4= neuimali, 5 = jonkin vemran smaa micltd, & = melko suman micltl 3 7 = 1Bysin saman il

ysin Hiysin

eri Hentrauli S

el mielril
[. Yritykseni myynti on kasvanut yli 20 % voosiliain. S | )
2. Yntys on oseitlanul, ctrl omisiajat snavot nopeasli sijoiluksilleen kalelta. 5 [ 7
3, Yritykscni myynli on Knsvonul nopeammin Xuln kilpailijeiden myynti- 5 6 7
4_ Yrilykseni on luonul markkineille encnuntin uusin wotteita kuin kilpailijnt 5 6 7
5_ Yrilyksenl myynli pyl kerryldlh kossann wiloja cnemmin kuin menoing pilda maksan ulos, 5 6 W7
6. Yrilykseni tydntekijsiden mitirfl on lisitintynyt nopeasti. 5. IO IO
7. Yrilykseni on tuonut paljon vudentyyppis!d, innovalilvisin welteitn morkkinolile., 5 6 7
8. Yritykseni markkina-ervo® on knsvanut nopeammin kuin kilpailijoiden. 5 6 7

* markkina-arvolla trkoileiann itissi hinina, joka yrilyksesil sanfaistin, jos s¢ nyt myyitilsiin kokonoisundessaan.

9. Yritykseni lolleel ovat ollcet notuudelwan kehittyneempill kuin kilpailljoiden, 1 2 3 4 5 ] 7
o Huowm! Seuranvien kofinen kysymyksen kohdalla vasiaa viivalle.

10. Yrilykseni smavutti kannallovuusrajen ___ kunkoudesssa k@ynnisiimisesit,
11. Yrilykscen loiminnon lussa sijoitelut pliilomat moksavnl itsensh takaisin____ vuodessn,

12_ Yrilys noattan (UM herkelll sijoitclelle plilomalle %n tuclion®,
* (uotto = wles ¢nnea veroja jaettuna lascen kokennissummalla

V1, TAUSTATEKIJAT
Seilsemfs kysymys[oukke kartoillaa vaikuttavin toustotekJ8its, Kysymyksi en yksilolsia (11). Pyydin, el VASTAISIT nilhin koikkiin.

1. Vasioajan ik jn sukupuoli:

2. Kuinka monta vuoltn ofet tybskenneliyt (oimiotolln, jolla yrilyksesi on?

3. Onko vasianja yrityksen perusinjafperusiajie (rasli viivalle): — Kyllt  __ Ei kukn i keikl oliven:

4. Yrilyksesi ensimmbinen asinknssuhde (vuosi ja kuukausi):

5, Yrilyksesi (n) kotipaikke, jonne rekisterdity, ja {b) loimipaikel (paikkakunnal):

6. Arvioi kulnkn moncr Xilomeirin siteelld yritykses| toimipaikasioftoimipaikolsia 80% asfokkoista asuu:
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