EDS 111
LECTURE FOR WEEK 1:

THE ENTREPRENEUR:  DEFINITION AND HISTORICAL DEVELOPMENT OF THE CONCEPT 

DEFINITION

An entrepreneur (a loanword from French) is a person who undertakes and operates a new enterprise or venture and assumes some accountability for the inherent risks. In the context of the creation of for-profit enterprises, entrepeneur is often synonomous with founder.

Most commonly, the term entrepreneur applies to someone who establishes a new entity to offer a new or existing product or service into a new or existing market, whether for a profit or not-for-profit outcome.
Business entrepreneurs often have strong beliefs about a market opportunity and are willing to accept a high level of personal, professional or financial risk to pursue that opportunity. Business entrepreneurs are often highly regarded in U.S. culture as critical components of its capitalistic society.

Famous American entrepreneurs include: John D. Rockefeller (Oil), Henry Ford (automobiles), J. Pierpont Morgan (banking), Thomas Edison (electricity/light bulbs), George Eastman (cameras), Barron Collier (advertising), Milton S. Hershey (confections), J.R. Simplot (agriculture), Estee Lauder (cosmetics), Sam Walton (department stores), Larry Ellison (database systems), Bill Gates (computer operating systems and applications) and Steve Jobs (computer hardware, software).

Famous British entrepreneurs include: Richard Branson (travel and media), James Dyson (home appliances) and Alan Sugar (computers).

Some distinguish business entrepreneurs as either "political entrepreneurs" or "market entrepreneurs." [image: image1.png]
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Defining entrepreneur

Dictionary Definition of Entrepreneur:

1. a person who organizes and manages any enterprise, esp. a business, usually with considerable initiative and risk.

2. an employer of productive labor; contractor.

3. to deal with or initiate as an entrepreneur

4. to act as an entrepreneur.



An entrepreneur is someone who organizes a system to create a product or service in order to gain profit. However, there is a general sense that entrepreneurship involves the establishment of a new venture while adopting some of the risk and being ready for failure. There is no general definition for the word, as it has been used in a large variety of ways and has been commonly defined differently by different people. Some scholars of entrepreneurship, such as Prof. W. Long have tried to develop a specific definition by looking at the historical use of the word, as it evolved (Outcalt 2000). Perhaps the first person to create a theory about modern entrepreneurs would be Schumpeter, although instead of using the French word adopted by the American literature, he used the German word "unternehmer", and "unternehmergeist" (spirit of entrepreneurship).

Entrepreneur as a risk bearer

Richard Cantillon, an Irish man living in France, was the first to introduce the term entrepreneur and his unique risk bearing function in economics during the early 18th century. He defined an entrepreneur as an agent who buys factors of production at certain prices in order to combine them into a product with a view to selling it at uncertain prices in future. Uncertainty is defined as a risk, which cannot be insured against and is incalculable. There is a distinction between ordinary risk and uncertainty. A risk can be reduced through the insurance principle, where the distribution of the outcome in a group of instances is known. On the contrary, uncertainty is a risk, which cannot be calculated. The entrepreneur, according to Knight, is the economic functionary who undertakes such responsibility of uncertainty, which by its very nature cannot be insured, or capitalized or salaried to. Mark Casson has extended this notion to characterize entrepreneurs as decision makers who improvise solutions to problems which cannot be solved by routine alone.

Entrepreneur as an organiser

Jean–Baptiste Say, an aristocratic industrialist, developed the concept of entrepreneur a little further. His definition associates entrepreneur with the functions of co-ordination, organization and supervision. According to him, an entrepreneur is one who combines the land of one, labor of another and the capital of yet another, and, thus, produces a product.

By selling the product in the market, he pays interest on capital, rent on land and wages to laborers and what remains is his or her profit.

Functional and indicative approach to entrepreneur definition

Mark Casson divides the approach of defining entrepreneur into two parts, the first being the functional approach which states that an entrepreneur is what entrepreneur does. Second, the indicative approach provides a description of the entrepreneur by which he may be recognized. The indicative approach maybe more concrete: it can describe entrepreneur in terms of legal status, relation with other parties, position in society, etc. An entrepreneur is an individual whose specialism and economic contribution refer to allocation of factors of production.

Entrepreneur as a person willing to engage uncertainty

Frank Knight, in his seminal contribution to economics Risk, Uncertainty and Profit (1921), defines uncertainty as a primary attribute of his entrepreneurship theory. If there were no uncertainty no losses would be made. Risk is calculable, uncertainty is not. Entrepreneur is a person who is willing to put his career and capital on an uncertain venture.

Entrepreneur as a leader

More recently, researchers such as R. B. Reich have argued that leadership, management ability, and team-building should be added to the definition of entrepeneur.

In western financial circles since the early 1990's, the term has often been applied to those who are simply opportunistic. While the first to take advantage of any opportunity could be considered a leader, that alone should be insufficient to qualify one as an Entrepreneur. Instead, a hallmark would be one who creates opportunity. A succinct example: Sell a man a fish, you have sold one fish. Teach a man to fish, and you can sell him bait for life.'
Nature or Nurture (origins of the entrepreneur)

There are two theories about how entrepreneurs develop, often called the "supply" and "demand" theories. In the supply theory, entrepreneurs are born, not made -- certain people have the personality traits that make a good entrepreneur. Several research studies have shown that entrepreneurs are convinced that they can command their own destinies, or in the jargon of behaviorial scientists, the "locus of control" of the entrepreneur lies within himself. It is this self-belief which stimulates the entreprenuer, according to supply-side theorists. John G. Burch, writing in the September-October 1986 edition of Business Horizons gave a list of in-born traits that make an entrepreneur:

· A desire to achieve: The push to conquer problems, and give birth to a successful venture. 

· Hard work: It is often suggested that many entrepreneurs are workaholics. 

· Desire to work for themselves: Entrepreneurs like to work for themselves rather than working for an organization or any other individual. They may work for someone to gain the knowledge of product or service that they may want to produce. 

· Nurturing quality: Willing to take charge of, and watch over a venture until it can stand alone. 

· Acceptance of responsibility: Are morally, legally, and mentally accountable for their ventures. Some entrepreneurs may be driven more by altruism than by self-interest. 

· Reward orientation: Desire to achieve, work hard, and take responsibility, but also with a commensurate desire to be rewarded handsomely for their efforts; rewards can be in forms other than money, such as recognition and respect. 

· Optimism: Live by the philosophy that this is the best of times, and that anything is possible. 

· Orientation to excellence: Often desire to achieve something outstanding that they can be proud of. 

· Organization: Are good at bringing together the components (including people) of a venture. 

· Profit orientation: Want to make a profit; but the profit serves primarily as a meter to gauge their success and achievement. 

In academic circles, however, the "demand" theory is now generally more prevalent. The demand theory holds that entrepreneurs emerge out of the combination of entrepreneurial opportunities and people who are well-positioned to take advantage of them. Thus, anyone who encounters the right conditions might become an entrepreneur, if they find themselves in a position where they find a valuable problem that they alone can solve. Scholars studying the demand theory try to understand the conditions under which entrepreneurs appear, particularly in understanding how differences in the information various people have (see Austrian School economics) creates entrepreneurial opportunities, and how environmental factors (access to capital, competition, etc.) change the rate of entrepreneurship. Entrepreneurs are an important part of the society.

ENTREPRENEURSHIP

Entrepreneurship is the practice of starting new organizations, particularly new businesses generally in response to identified opportunities. Entrepreneurship is often a difficult undertaking, as a majority of new businesses fail. Entrepreneurial activities are substantially different depending on the type of organization that is being started. Entrepreneurship ranges in scale from solo projects (even involving the entrepreneur only part-time) to major undertakings creating many job opportunities.

Many "high-profile" entrepreneurial ventures seek venture capital or angel funding in order to raise capital to build the business. Many kinds of organizations now exist to support would-be entrepreneurs, including specialized government agencies, business incubators, science parks, and some NGOs.

History

The understanding of entrepreneurship owes a lot to the work of economist Joseph Schumpeter and the Austrian School of economics. In Schumpeter (1950), an entrepreneur is a person who is willing and able to convert a new idea or invention into a successful innovation. Entrepreneurship forces "creative destruction" across markets and industries, simultaneously creating new products and business models others. In this way, creative destruction is largely responsible for the dynamism of industries and long-run economic growth. Despite Schumpeter's early 20th-century contributions, the traditional microeconomic theory of economics has had little room for entrepreneurs in their theoretical frameworks (instead assuming that resources would find each other through a price system). (ref. The Economist Magazine, March 11, 2006, pp 67).

Entrepreneurship received a boost in the formalized creation of so-called incubators and science parks (e.g., those listed at NBIA.org) where businesses can start at a small scale, share services and space while they grow, and eventually move into space of their own when they have achieved a large enough scale to be viable stand-alone businesses. Also, entrepreneurship is being employed to revitalize fading downtowns and inner cities, which may have excellent resources but suffer from a lack of spirited development.

Some notable persons and their works in entrepreneurship history.

For Frank H. Knight (1967) and Peter Drucker (1970) entrepreneurship is about taking risk. The behavior of the entrepreneur reflects a kind of person willing to put his or her career and financial security on the line and take risks in the name of an idea, spending much time as well as capital on an uncertain venture.

Still another view of entrepreneurship is that it is the process of discovering, evaluating, and exploiting opportunities, which go on to reify themselves in the form of new business ventures. In this model an entrepreneur could be defined as "someone who acts with ambition beyond that supportable by the resources currently under his control, in relentless pursuit of opportunity" (a definition common to entrepreneurship professors Howard Stevenson and Jeffry Timmons). Pinchot (1985) coined the term Intrapreneurship to describe entrepreneurial-like activities inside organizations and government. The concept is commonly referred to as Corporate Entrepreneurship.

The place of the disharmony-creating and idiosyncratic entrepreneur in traditional economic theory (which describes many efficiency-based ratios assuming uniform outputs) presents theoretic quandaries. William Baumol has added greatly to this area of economic theory and was recently honored for it at the 2006 annual meeting of the American Economic Association. (source: The Economist, March 11, 2006, pp 67)

Entrepreneurship is widely regarded as an integral player in the business culture of American life, and particularly as an engine for job creation and economic growth. Robert Sobel published The Entrepreneurs: Explorations Within the American Business Tradition in 1974.

The Entrepreneur

Entrepreneurs have many of the same character traits as leaders. Similarly to the early great man theories of leadership, however, trait-based theories of entrepreneurship are increasingly being called into question. Entrepreneurs are often contrasted with managers and administrators who are said to be more methodical and less prone to risk-taking. Although such person-centric models of entrepreneurship have shown to be of questionable validity, a vast but clearly dated literature studying the entrepreneurial personality found that certain traits seem to be associated with entrepreneurs:

For example, in 1961, David McClelland described the entrepreneur as primarily motivated by an overwhelming need for achievement and strong urge to build. 

Collins and Moore (1970) studied 150 entrepreneurs and concluded that they are tough, pragmatic people driven by needs of independence and achievement. they seldom are willing to submit to authority. 

Bird (1992) sees entrepreneurs as mercurial, that is, prone to insights, brainstorms, deceptions, ingeniousness and resourcefulness. they are cunning, opportunistic, creative, and unsentimental. 

Busenitz and Barney (1997) claim entrepreneurs are prone to overconfidence and over generalisations. 

According to Cole (1959), there are four types of entrepreneur: the innovator, the calculating inventor, the over-optimistic promoter, and the organisation builder. These types are not related to the personality but to the type of opportunity the entrepreneur faces. 

Burton W. Folsom, Jr. distinguishes between what he calls a political entrepreneur and a market entrepreneur. The political entrepreneur uses political influences to gain income through subsidies, protectionism, government-granted monopoly, government contracts, or other such favorable arrangements with government(s) (see crony capitalism and corporate welfare). The market entrepreneur operates without special favors from government. 

Characteristics of entrepreneurship

The entrepreneur has an enthusiastic vision, the driving force of an enterprise. 

The entrepreneur's vision is usually supported by an interlocked collection of specific ideas not available to the marketplace. 

The overall blueprint to realize the vision is clear, however details may be incomplete, flexible, and evolving. 

The entrepreneur promotes the vision with enthusiastic passion. 

With persistence and determination, the entrepreneur develops strategies to change the vision into reality. 

The entrepreneur takes the initial responsibility to cause a vision to become a success. 

Entrepreneurs take prudent risks. They assess costs, market/customer needs and persuade others to join and help. 

An entrepreneur is usually a positive thinker and a decision maker. 

HISTORICAL DEVELOPMENT OF THE CONCEPT OF ENTREPRENEURSHIP 
We shall adopt a periodic approach to the discussion of the development of the concept of entrepreneurship, beginning from the Middle Ages to the present time.

Middle Ages:  This period refers to the period of Eurpean history
