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BACKGROUND

In 2011 Samford University and Living Way created a partnership that aspired to become an an-
nual service practicum. Several students were sent on a pilot project to explore the feasibility of this
goal. Their project aimed to develop a screening process for Living Way to spot high-potential candi-
dates for its entrepreneur training course. However, in the process of researching, questioning, and
thinking critically about Living Way’s current strategy, the students realized Living Way’s entrepreneur-
ial outreach might be more effective with a few other adjustments. They asked, “should the goal be to
help entrepreneurial people or to help people become entrepreneurial?”

This question sparked the creation of a model describing entrepreneurial development in a
person. They hypothesized the extremely low entrepreneurship rate in townships could be a result of
little entrepreneurial education, exposure, and encouragement, not a lack of entrepreneurial capacity.
Perhaps entrepreneurs were there, but just looked just look different than expected.

Therefore, if Living Way could find these “potential entrepreneurs” and train them, filling in the
necessary educational gaps along the way, their return on investment for students in the course would
be much greater and resources would be better spent.

Relevant literature and research on the entrepreneurship scene at large, in South Africa, and
most importantly, in townships, was reviewed. Significant entrepreneurial traits were then selected for
the screening process, and an entrepreneurship workshop was developed to provide a platform for
the screening. The students then made recommendations on Living Way’s entrepreneurship outreach
at large, as well as recommendations for further research.

SCOPE AND GOALS OF STUDY

The scope of this project was helping Living Way discover a process to screen entrepreneurs
for its training programs. In the past, candidates for the program either self-selected themselves into
the course after learning about it, or candidates were screened at the discretion of Living Way staff.
While Living Way typically based this screening on previous interaction between Living Way staff and
candidates, it was not a standard process. Living Way looked for an objective, standard filter to identify
high-potential entrepreneurs for its course.

Goals for completing the project included researching entrepreneurship at large and in South
Africa, and creating a selection system for potential students. We began by examining entrepreneur-
ship at large, asking questions about what drives entrepreneurs, how entrepreneurs found firms, and
common traits amongst successful businesses. We then focused on South Africa particularly. Post-
apartheid South Africa has a plethora of complicated factors that make analyzing anything on a coun-
trywide basis difficult. Thus, we focused our research on entrepreneurship in townships and found in-
teresting literature. From there, we began crafting a filter system unique to Living Way's circumstances.

As the project progressed, the scope expanded. We hesitated to look at things beyond our
original goal, but we felt the inclusion of other factors was critical to making strong recommendations.
Primarily, we rethought the entrepreneurship outreach strategy of Living Way and considered some
other options, beyond training programs, to effectively stimulate entrepreneurship in Masiphumelele.
Our reading and experience showed education and networking were key factors in entrepreneurial
success. Further, interviews with Living Way staff uncovered interesting economic-boosting potential
in simple mass-employment ventures, i.e. ones designed simply to employ people not necessarily
start a business. While exploring these ideas remained secondary, our thoughts are included later in
this report.
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ENTREPRENEURSHIP ACTIVITY

The Global Entrepreneurship Monitor 2010 South African Report provides a comprehensive
review of entrepreneurship in South Africa, as well as a measurement of entrepreneurial activity to
provide intra-country and global comparisons over time. The principal measure of entrepreneurial ac-
tivity for all countries participating in the report is the Total Early-
Stage Entrepreneurial Activity index (TEA). According to the 2010
report, South Africa’s TEA rate was at 8.9%, below the average of Much of the country’s below
participating countries at 11.9%, ranking it 27th out of 59. This is -average entrepreneurial
also below the 11.7% average for all efficiency-driven economies performance can be linked to
and the 15.6% average for all middle- to low-income countries,
consistent with its past performance and position below the me-
dian.

its below-average scores on
indicators of entrepreneurial
attitudes and perceptionst

However, the Global Entrepreneurship Monitor (GEM)
report expects a country at South Africa’s stage of economic development to have a TEA rate around
15%, which is more than 60% greater than its actual rate of 8.9%. Much of the country’s below-average
entrepreneurial performance can be linked to its below-average scores on indicators of entrepreneur-
ial attitudes and perceptions. An entrepreneurial culture will not exist until a favorable attitude to-
wards entrepreneurship is fostered among South Africans.

Nonetheless, the nation has made improvements since 2009 in every category assessed by GEM.
For example, its TEA rate has increased significantly from 5.9% to 8.9%, and its new firm activity has
increased from 2.5% to 3.9%.

Despite changes in entrepreneurial activity, the profile of South African entrepreneurs remains
consistent: 25-44 year-olds are the most entrepreneurially active (50-60% of all early-stage activity),
whites and Asians are more likely to start a business than coloureds and black Africans. Men are 1.5-
1.6 times more likely than women to participate in early-stage entrepreneurial activity, although no
significant variations in business performance or productivity exist once they are operating their busi-
nesses. Furthermore, over the past three years the consumer services sector has maintained the major-
ity (around 65%) of early-stage entrepreneurial activity.

According to the 2010 GEM report, there are four constraining factors to entrepreneurial capacity
in South Africa: government policies, government programs, research and development transfer, and
primary and secondary level entrepreneurship education. Entrepreneurial education is currently most
the limiting factor for South Africa: unless an environment more enabling
for entrepreneurship presents itself, it is doubtful entrepreneurship rates will
increase for South Africa.

Constraining Factors:

* government policies

* government programs Unfortunately, significantly less research has been done on the subject
* R&D transfer of entrepreneurship in South African townships. Townships are considered

* education “the informal sector”, this classification includes economic activities that are
not accounted for on a national level. In South Africa, the informal sector
represents an estimated 16-40% of GDP. Typically, township businesses in the
informal sector can be differentiated by ease of market entry, reliance on local resources, small operat-
ing scales, labor intensity, possession of skills learned outside of formal education, and competitive
and unregulated markets.

The profile of a township entrepreneur, though, is slightly different from the average profile of a
South African entrepreneur in the GEM report. In the informal sector, entrepreneurs depend greatly on
family members to help them run their businesses, as the family unit tends to be stronger in develop-
ing countries. As the male head of the household may waver between formal sector employment and
falling back on the family business, many times the female head of the household is the steady, driv-
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ing force behind the family business. Likewise, as males are culturally expected to financially provide
for the family, in the face of unemployment they are more likely to turn to entrepreneurship out of ne-
cessity than opportunity. In general, most informal sector businesses are mo-
Informal Sector Industries tivated by personal or family survival instead of return on investment or the
drive to be entrepreneurial that is commonly found in the formal sector. Thus,
few are prepared financially or skill wise. One of the biggest barriers to growth
for township entrepreneurs is a lack of collateral and inability to raise external
funding. Of the Khayelitsha entrepreneurs interviewed, 62% of used personal

W Trading/Hawking 55

= Productonconasucton 23 funds to start their business and 16% borrowed from family or friends.

W Services 16
W Illicit Activities 6

An assessment of the informal sector delineated four broad categories
for business activities: trading and hawking (55%), production and construc-
tion (23%), services (16%), and illicit activities (6%). In this study, an informal
business was found to be operating in every fifth township house, and the most common ones were
spaza shops, butcheries, barbers, seamstresses, and shebeens. Most of the Khayelitsha entrepreneurs
interviewed only had a formal education through standard 5 and only 23% received some sort of
formal job training afterward. Furthermore, significant positive relationships were found between
operational sophistication of the business and the entrepreneur’s amount of formal education or job
training. This sophistication generally leads to higher sales, more jobs for family and non-family, and
growth in the business. Although most township businesses are motivated by survival, entrepreneurs
who reported to be driven by perceived opportunity tend to have more successful businesses.

COGNITIVE ABILITIES

In researching the nature of entrepreneurship, common entrepreneurial traits were found in
various studies. In fact, scholars confirmed that “common cognitive scripts” of entrepreneurs are cross-
cultural. Although there are more than four noteworthy characteristics of an entrepreneur, four traits
create a core that encompass the others: the ability to recognize opportunities, creativity and innova-
tion, perseverance, and social skills related to business.

Source: Profiling Township Entrepreneurs

We defined opportunity recognition as the ability to perceive and interpret surroundings, mak-
ing use of information to exploit business opportunities. Research suggests that variations in cognitive
processes allow entrepreneurial people to discern high-potential from low-potential opportunities
and identify challenges before they impede the entrepreneur’s success. For this reason, opportunity
recognition contributes significantly to venture creation, the fundamental activity of entrepreneur-
ship. In fact, other reports on nurturing entrepreneurial behaviors in youth lists “identification of
opportunities”as a key entrepreneurial quality to foster throughout a

child’s development. Key Cognitive Abilities:
The grouping of creativity and innovation is defined as the ability * opportunity recognition

to generate and recognize ideas, alternatives, or possibilities useful in * perseverance

solving problems. Creativity and innovation give the entrepreneur a " creativity & innovation

competitive advantage. In order to reach new markets, entrepreneurs  social skills

must creatively innovate to merge existing ideas into new products.
Furthermore, scholars note, “creativity and curiosity” and “the ability to be innovative and tolerate un-
certainty” are important entrepreneurial traits that, when spotted in youth and valued by society, will
likely become “risk-taking and entrepreneurial behavior”.

Consequently, the more creative and innovative entrepreneurs are, the greater chance they have
of encountering uncertainty of buyers’demand, harsh skepticism, and costs associated with educat-
ing and persuading investors. Therefore, perseverance helps entrepreneurs endure financial and social
adversity, as well as overcome other obstacles. We define perseverance as the ability to delay rewards
and possess a steady persistence in a course of action, especially in spite of difficulties. Sometimes bar-
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riers can even motivate them. Not only do entrepreneurs overcome obstacles, they are inspired and
challenged by them. Entrepreneurial social skills involve the ability to communicate effectively, foster
good connections within and between social networks, and maintain relationships. Because entrepre-
neurs are entrenched in a social environment - tasks ranging from raising external capital to develop-
ing business networks to establishing trust — entrepreneurial success depends on their social skills.
This ability to effectively interact with people can translate into the ability to manage employees and
maintain relationships with them.

KEY THOUGHTS

After researching entrepreneurship in all of these areas and contextualizing the information
for a potential entrepreneur in a South African township, we formulated eight key thoughts. These
thoughts, concluded from our research, were guiding principles as we created recommendations and
crafted a screening process. They are not a set of conclusive ideas or thesis statements, but simply the
key ideas which guided our research.

In order to create economic empowerment, the
percentage of people in the entrepreneurship pipeline
must increase.

Education (general, not just business-specific) is most
cited as a constaining factor of entrepreneurial growth.

There is a behavioral and skill set difference between
opportunity entrepreneurs and necessity entrepreneurs.

Assuming the largest barrier to entrepreneurship is
technical business skills could be flawed.

A strong business network provides a competitive
advantage for an entrepreneur, as this provides
opportunity for the growth of the business.

Succssful entrepreneurship requires strongly built social
capital.

Entrepreneurial ideas have not been modeled in
townships.

Aid organizations should spend resources creating more
entrepreneurs in addition to helping the ones which
already exist.
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BACKGROUND

Our research, experience in Masi, and conversations with Living Way staff led us to question
where, exactly, entrepreneurs came from. Why were there not enough entrepreneurs in Masi already?
Was it just a matter of finding them, or did Living Way need to create them? These questions led us to
synthesize our research and our observations, resulting in an interesting way to look at the situation.

Entrepreneurship literature has documented two things quite well. First, it can explain the de-
velopment of firm. From idea conception to expansion and mergers, scholars understand the develop-
ment of entrepreneurial enterprises. Second, the literature has concluded there is no particular set of
personality traits that distinguish entrepreneurs from non-entrepreneurs in a predictable way. While
the majority of entrepreneurs often share a set of personality traits (perseverance, for example), these
traits are also shared among non-entrepreneurs. Thus, using personality as a screen or filter for poten-
tial entrepreneurs proves complicated and unreliable.

However, what the literature does not address and what scholars have not explored with
cognitive ability is the development of entrepreneurs themselves. While scholars have studied entre-
preneurs in action, they have not studied how they get to the point of action. Of entrepreneurs and
non-entrepreneurs with similar personalities, what was different for the entrepreneur’s development?
Before creativity, perseverance, etc. are fully developed what do they look like? what does an entre-
preneur look like? Are there “teenage years” of development for entrepreneurs? What would that look
like? We believe there is a pipeline of development, much like with childhood, and that this develop-
ment is the difference that marks if a person becomes an entrepreneur or not.

Using the framework of childhood development, we began to imagine how an entrepreneur
develops. For example, children are born with the capacity to be social, to interact with other humans
and function in society. However, if parents deprive children of social interaction during early child-
hood, they have great difficulty assimilating to society later in life.

Perhaps the same is true of entrepreneurs — many people are born with the capacity to be-
come entrepreneurs, but without the right interaction early on in their development as people and
business people, that capacity is not developed and thus cannot be exercised.

In Masi, for example, circumstances beyond an individual’s control deprived many people
from a proper education. Scholars have well documented the importance of education in entrepre-
neurship development. Could Masi be full of people with the under-developed capacity for entrepre-
neurship? Perhaps these entrepreneurs are not even to the point of asking the right business ques-
tions, but still are full of entrepreneurial potential.

With these questions and insights in mind, we developed a pipeline for entrepreneurship de-
velopment — not the development of a firm, but the development of a person from having the capac-
ity to entrepreneurial activity to actually exercising that capacity. As we'll see, this model extends far
before simply needing business skills or a business-savvy vocabulary.

STAGES OF ENTREPRENEURSHIP DEVELOPMENT

While this model could be universally applied, the specifics below were intended for the South
African township context. People who had the potential to demonstrate the key entrepreneurial traits
were placed somewhere along a pipeline of four categories: potential, demonstrated, established,
and mature entrepreneurs. While these stages were of importance in observing entrepreneurship, the
critical application for Living Way was found in the steps of development connecting each stage to the
next.

The model identified a potential entrepreneur as someone having the raw assets of entre-
preneurial abilities but the assets were not developed enough for practical application. These people
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were often easily deterred and often had no entrepreneurial role model. However, they would express
discontent with their current situation, showing some drive to change their destiny, and were able to
articulate some type of vision, even if with ambiguity. This category was much like a young child full of
potential to develop into a world-class musician, artist, or athlete, but in need of encouragement and
guidance to gain the confidence needed to continue his or her pursuits.

The next stage in the pipeline was the demonstrated entrepreneur. This person was defined as
someone who exercises entrepreneurial propensities, but has not yet established a business or refined
business skills. This category could be compared to the recent college graduate or ambitious high
school graduate in the United States who wishes to open a business. He or she has articulated the
idea, drawn up some type of business plan, albeit rough and incomplete, and might have even tried
the venture but without success. These people were eager to learn and could follow through with
requests, such as completing basic market research. They likely had some field experience and under-
stood the basic ideas of entrepreneurship.

As an entrepreneur continued in his or her venture, they developed, according to the model,
into an established entrepreneur. This stage was characterized by access to resources, the existence
of successfully started business, and sustainable competency at running the venture. However, these
people had room to learn new skills and could benefit from mentorship. Furthermore, the business
operations could be significantly improved and streamlined for greater efficiency.

The last stage of entrepreneur development was the mature entrepreneur. This was an es-
tablished and well-seasoned business owner. These entrepreneurs know their market well and have
developed successful, profitable, and sustainable businesses. This was the ultimate goal of each entre-
preneur.

]
MODEL OF ENTREPRENEURSHIP DEVELOPMENT

e ——
POTENTIAL DEMONSTRATED ESTABLISHED

Someone having the raw assets Someone who exercises Someone operating an An established and well-
of entrepreneurial abilities. entrepreneurial propensities. established business. seasoned business owner.

- easily deterred - demonstrates responsibility - owns or manages business - well networked

- demonstrated some drive - no established business - accessed resources - experienced success

« few role models - understands entre. model - intermediate business skills - can mentor and influence others

« little to no entr. education - eager to learn - multi-taskers « advanced business skills

« has some vision - follows through - subject to discouragement - resilient personality

- discontent with current situation - articulates business vision « benefits from mentorship - discontent with current situation
« field/industry experience « room for improvement

education & culture resources & skills networks

Each of these steps has a gap between them, an event that must take place for a person to
progress in the pipeline of entrepreneurship development. As explained below, they are things like
education, cultural expectations, and business skills. These gaps are the places that stifle development
in specific entrepreneurs and thus an economy (such as Masi). Aid organizations, such as Living Way,
should view each of these gaps as opportunities for aid, either bridging gaps or making the bridges
more accessible to more people.

The gap between the potential entrepreneur and the demonstrated one was the most ambig-
uous to cross yet most critical — education and culture. Cultural values played the most primary role in
developing the mindset of an entrepreneur. These values set expectations for careers and molded the
way society shaped its potential entrepreneurs.

In the United States, small business ventures were overwhelmingly common and generation
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after generation saw the opportunity to become a small business owner. Growing children were sur-
rounded by models of entrepreneurship which instilled core values of entrepreneurs, such as opportu-
nity recognition. However, this was not the case in South Africa, especially in the townships. Children
growing up in townships had two career paths modeled for them: low-wage manual labor (domestic
work, gardener, cashier, etc.) or unemployment supported by welfare and relatives’income.

In places like the United States and other high-entrepreneurship countries, a key reinforcing
factor of this cultural value of entrepreneurship was education. Developing the technical skills (math
and literacy) and critical thinking skills (analyzing situations, understanding cause and effect, personal
relationships, etc.) provided the tools necessary to carry out the ambitions inspired by the cultural
value of entrepreneurship. Thus, this combination of education and entrepreneurship could develop a
potential entrepreneur into a demonstrated one capable of making a basic business plan and under-
standing core business concepts, such as profit.

The next gap, from demonstrated entrepreneurs to established ones, was bridged by resourc-
es (i.e. capital) and skills (e.g. accounting, marketing, etc.). For many entrepreneurs in the United States
and Europe, the typical business degree fulfilled that purpose. In South Africa, though, such education
was unheard of for township residents.

The last step, from established entrepreneur to mature, was bridged by experience and
networking. As an established entrepreneur gained more resources and skills, his or her experience
allowed the business to be refined and operated more efficiently. Furthermore, networking with other
business owners would allow the entrepreneur to gain support from the business community.

IMPLICATIONS

This theory provides a different paradigm for viewing Masi and other economically under-
developed areas. Current theory tries to find entrepreneurs and equip them with necessary business
skills to succeed. This assumes, of course, there entrepreneurs ready to be trained in business skills. If
not, can they be developed to that point?

Much research has tried to link personality traits with entrepreneurship success. This mindset,
though, still rests on finding entrepreneurs, not creating them. Our model demonstrates that there are
many potential entrepreneurs, though they show no business-related signs of being so.

Thus, viewing under-developed areas as full of potential entrepreneurs changes the way
NGOs and organizations shape their outreach. Instead of looking for entrepreneurs and equipping
them with skills, they must look for potential entrepreneurs and develop their core competencies so
they can try entrepreneurial things and develop entrepreneurial ambitions

While each stage of entrepreneurship was important, the bridges between each of them are
of more importance for Living Way. Using this model, we realized most of Living Way’s students were
potential entrepreneurs, yet Living Way’s programs looked to help demonstrated entrepreneurs.
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After concluding observation and research, we developed several recommendations for Living Way.
While they could be implemented as described below, we envision the recommendations being more
effective as starting points for Living Way staff and volunteers more familiar with the specific context to
brainstorm new ways to reach Masi. They are places to start the conver-
sation that we hope will evolve into a highly impacting, very specific

solution for Living Way's needs. We envision the
recommendations being more
SCREENING PROCESS effective as starting points for

Living Way staff and volunteers
more familiar with the specific
context to brainstorm newi
ways to reach Masi.

The screening process we developed gives candidates the
opportunity to display the four key entrepreneurial traits — the
ability to recognize opportunities, creativity and innovation, per-
severance, and social skills related to business — through games
and simulations. These activities are designed for a three hour
introduction to entrepreneurship workshop, but they could easily be incorporated into Living Way’s
Worker Readiness classes. However, in both environments the participants or students should not be
aware that they are being screened as possible candidates for the entrepreneurship course, as this
could influence the results.

Based on our assumptions that not all people qualified for entrepreneurship development show
adequate business skills, we designed the simulations to test core competencies present in entrepre-
neurs. It avoids specific business skills like pricing, marketing, or business plans. By focusing on cogni-
tive abilities instead of skill sets, the simulations identify people in all stages of the entrepreneurship
development model, not just demonstrated entrepreneurs. Facilitator notes on each person’s per-
formance can help Living Way staff see where each person is along the model and thus recommend
appropriate courses. Detailed instructions for each exercise are in the appendix.

The first simulation is Adding Value, and it tests primarily for creativity and innovation and sec-
ondarily for opportunity recognition. A common object (coffee mug, stove, bunch of carrots, etc.)
is drawn on the board or easel pad, and the participants take turns adding value to the object. The
facilitator needs to make the first addition and encourage the participants to think outside the box.
Students with strong creativity and innovation will be able to create new additions, push boundaries
of technical possibilities, and provide solutions applicable to others as well. When the participant adds
value that makes the product more marketable instead of personally useful, opportunity recognition
is displayed. This game teaches three lessons: people always desire their needs to be better met, the
best solutions might require pushing technical boundaries, and the greatest innovations often work
off of the achievements and discoveries of others. In our field testing, we observed that the partici-
pants were hesitant to both speak up and push technical boundaries.

The next exercise is One Minute Pitch, and it tests the social skills of the participants. The facilita-
tor divides the participants into groups of 4-6 and provides a topic to be pitched (i.e. a business idea, a
personal pitch for employment, a new product, etc.). One group will rotate and the other stays station-
ary. Provide a minute for group one to explain their idea to their partner, and then provide a minute
for feedback and ideas for improvement from their partner. Then the other partner pitches, the exer-
cise repeats, one of the groups rotates, and this continues until participants have pitched at least five
times. Strong social skills are evident when the participant seems comfortable interacting and sharing
their results after a few rotations. However, a consistent hesitancy to interacting might indicate a low
potential to develop the social skills necessary to build business. The lessons from this exercise teach-
ing that entrepreneurs must be ready to clearly and concisely explain their idea or business, and feed-
back from others can make the idea better. When this exercise was performed in a workshop, it com-
bined elements of Adding Value (above) and Buying and Selling (described below), as the participants
were pitching an existing product to the other group, with the goal of adding value and selling it for
much higher than its original price. We observed that the participants seemed shy when it was their

Produced for Living Way, a division of Living Hope Entrepreneurship Strategy « 17



turn to pitch, and then they were hesitant to bargain with one another, as they usually accepted the
first price given. They also tended to describe more physical features of the product than how certain
features would benefit the customer. The same struggle for creativity observed in Adding Value was
evident in One Minute Pitch as well.

Next is the Newspaper exercise. It primarily assesses Opportunity Recognition and secondarily
assesses Creativity and Innovation. Each participant reviews identical articles from a newspaper, pre-
screened for local stories that can provide inspiration for business ideas or products. They read the
newspaper and look for opportunities where a new business could solve a problem in the story, and
write down as many ideas as possible in 10 minutes. Then they can share their ideas with the class and
discuss ways to improve and grow the businesses. The products do not have to be realistic and can
push technological boundaries. If participants have a strong ability to recognize opportunities, they
will recognize problems in various newspaper articles and devise a solution. Creativity and Innovation
is displayed in the way participants respond to problems identified in the articles. If an existing solu-
tion is suggested that does not quite address the problem, less Creativity and Innovation is revealed.
The learning lesson from this exercise is that entrepreneurs must empathize with people outside of
their daily lives and understand their problems and needs for greater business opportunities. When
this exercise was run in a workshop, the participants that understood the objective of the game did
really well at producing ideas. However, those that seemed confused really had trouble with the exer-
cise.

The fourth game is Buying and Selling. It tests Social Skills and Opportunity Recognition. Before
the game, the instructor selects 10-15 items to use in the exercise, ensuring the items could be sold
as is and also improved upon (i.e. jar of cookies, carrots, coffee mug, school supplies, etc.). The par-
ticipants are divided into two groups. One group will be the buyers and the other will be the sellers.
Group one owns the items and decides to how much they want to sell them all for, individually or as
a whole. With the assumption that they will buy and resell the products, group two simultaneously
evaluates the items for potential improvements and negotiates a fair price with group one after 10
minutes. Then discuss the improvements group two envisioned to increase the value of the items. The
social skills of the participants will be revealed during the price negotiations and collaboration in ideas
for product improvement.

Those more hesitant to speak up during these activities will have trouble interacting socially in
a business setting. As the group assesses the items for potential improvements, the participants with
the ability to recognize opportunities will see creative uses for otherwise dull products. Lessons from
this exercise show an object’s value depends on what it can potentially become, and one man'’s trash
could be another man’s treasure, as this creates buying and selling opportunities. In observing this
exercise, it was evident that the participants had difficulty thinking of ways to improve their products.
For example, a bunch of tomatoes were only repackaged and sold at a higher price, and a jar of cook-
ies were only packaged into smaller quantities.

The last game is the Ball Toss to assess perseverance. Two teams stand equal distance from two
buckets and for a set time attempt to toss balls into the bucket. The team with the most balls in the
bucket wins the round. During round two, though, the facilitator moves one teams bucket further
away, with no explanation. Another round is played, and then the bucket is moved even further back
with no explanation. Participants display perseverance by continuing play through the rounds, and it
is tested when the game becomes unfair by moving the buckets. Participants reveal this in their atti-
tudes, through comments and participation, as well as their behavior after the prize is announced. The
Ball Toss teaches that perseverance is more than simply enduring — perseverance includes a mentality
that continues throughout struggles even when circumstances are unfair.
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EDUCATION OUTREACH

Research identifies education as a primary reason South Africa has lower than expected en-
trepreneurship rates and our model shows this is a key bridge. Skills learned in primary and secondary
school are essential for entrepreneurial success. Competencies ranging from social skills to math skills
all contribute to the success of entrepreneurial ventures. Further, simply educating students about
the possibility of owning their own businesses is important. Many township residents, as we discov-
ered from observation and interviews with staff, grow up with severely limited paradigms for career
success. The possibility of owning their own businesses, especially those beyond simple spaza shops,
barber shops, etc. is unknown to many.

A viable and necessary outreach strategy for changing the landscape of entrepreneurship in
South Africa, then, is improving business education. While, ideally, education would be holistic an en-
compass everything needed for successful careers, this is untrue for many schools in townships. NGOs
looking to increase economic activity and especially entrepreneurial activity must start at the root:
education. Organizations such as Junior Achievement (JA) and others already working in this space are
seeing traction. Opportunities for creative applications beyond just JA curricula exist too.

NGOs should examine what incentivizes children to drop out of school and see if those incen-
tives can be working into an educational opportunity. For example, when children drop out of school
to work and support the family, NGOs like Living Way could have an employment venture (farming
tunnels, etc.) that employs the children and teaches them about business, thus providing income and
the education that would otherwise be lost. The brokenness of education in the current South Africa
cannot be ignored, but neither can the economic realities keeping children from the little education
that does exist.

The largest challenge to approaching education is the slow rate of return for investment.
Often the best solutions in the end are the most difficult to put into action. Stakeholders, sponsors, do-
nors, and grant makers want to see immediate results. Targeting economic development at the educa-
tional level requires years to see impact potential. Recognizing this, though, NGOs must still know that
until they address the root causes of low economic activity, nothing will sustainably change. Programs
like an employment/education hybrid are ways to show immediate results (employing people) and
also overcome long-term challenges (education).

NETWORKING DEVELOPMENT

While not a high-priority recommendation of this report, it is worth noting developing estab-
lished entrepreneurs into mature entrepreneurs strengthens the entire business network, which ben-
efits the whole pipeline of entrepreneur development. This is evidenced by the strength of business
networks in well-established economies. Local regions such as Fish Hoek and larger areas such as Cape
Town are strengthened economically when business form alliances to pursue interests beneficial to all.

Facilitating the creation of business chambers and associations will established a clear target
for aspiring businesses. By initiating the creation of associations and then hosting and nurturing them,
Living Way can help strengthen the fragmented economy of Masi. Because of local culture, attitudes,
and habits, it can be difficult for these groups to sustain themselves.

We believe it is because of worker’s illiteracy in business matters (many people are in the first
or second stage of entrepreneurial development and do not understand why such groups are impor-
tant or how to sustain them) and cultural hesitancy that these groups fail to sustain themselves if cre-
ated. In both challenges, it can be difficult for NGOs like Living Way to start and spin off a networking
organization. However, even if the group cannot be successfully spun off, its benefits still remain.

Further, business alliances provide a resource for internal mentoring of Masi (or other target
areas). A key in long-term business development is the presence of local mentors who can guide and

Produced for Living Way, a division of Living Hope Entrepreneurship Strategy « 19



direct up and coming entrepreneurs. An efficient way to connect those in need of entrepreneurs and
those who can mentor is through a chamber of commerce.

MASS EMPLOYMENT OPTION

Furthermore, a mass employment option should be considered for Living Way. Under the cur-
rent model, Living Way only has the capacity to journey with a few entrepreneurs, guiding them and
teaching them over a long period of time. While this approach appears extremely effective for those
on the journey, a mass employment option might be a more efficient way to produce entrepreneurs
and reduce unemployment. For example, the a larger agri-business farm could provide a platform for
training and mass employment, as well as uncover potential entrepreneurs. After watching employees
work for a few months, some of the workers will display entrepreneurial qualities and possibly do well
in the entrepreneurship course. In this way, the end goal of Living Way — economic empowerment - is
being fulfilled more efficiently and holistically. Similar to the screening process outlined above, this
mass employment option allows Living Way to screen for candidates to journey with while creating
jobs for the unemployed.
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CLOSING THOUGHTS

The work of Living Way is front-line and cutting edge. There is little precedent for how to ap-
proach these challenges of low education, a disinterested population, welfare-sustained inefficiency,
and development of entrepreneurship from the ground up. However, Living Way and like firms are
making progress. We recommend that above all, Living Way see how all its programs and efforts are
learning efforts and real-time contributions to economic development.

Further, there is no standard method firms can replicate in a variety of cultural circumstances
to develop entrepreneurship. Culture is core to business, and economies, though working towards
efficiency, operate differently from one country to the next, or even one providence or the next.
Personality and cultural norms, too, play a heavy role in entrepreneurship. For economies to develop
entrepreneurs must be bold and courageous and NGOs must recognize they are working for cultural
change, too, not just personal development.

Living Way should not look to others for models for replication, but for inspiration. Based on
literature, examples, and experience Living Way can craft custom solutions (such as farming tunnels
or a bakery) that are unique to Masi’s situation. It should be careful in seeking to replicate programs
or successes in other cultures. Many minute details which contributed to success might not replicate
in Masi. Further, an idea failing in another context should not necessarily discourage Living Way from
trying it custom-fit to Masi.

The work is trailblazing, and experiences have success points and opportunities for shaping a
better program. In summary, this report provides a new perspective for approaching the problem. It
does not assert this perspective is wholly accurate or that, if so, it is the only perspective. Living Way
and its staff should continue seeking new ways to understand and interpret the challenges it faces.

KEY ARTICLES

We reviewed many articles, organizations, websites, and other information in compiling this
report. Below are several articles we found of key importance. They are attached in the appendix, and
the summaries below are based off article abstracts.

Distinguishing Economically from Legally Formal Firms - Targeting SA Townships
As governments and NGOs deliver aid to many businesses every year, this article seeks to identify
which businesses have high potential for sustainability and which do not. Based off an in-depth study,
the article explains “(1) The business and owner traits that predict revenues and job creation among
the township entrepreneurs, (2) The key issues that challenge township entrepreneurs; and (3) What
the answers to these issues imply about the appropriate content and recipients of business assistance
to township entrepreneurs.” It was very helpful in understanding the state of SMEs in townships.

Entrepreneurship Training for Emerging SMEs in South Africa
This article ananlyzes the various training programs for SMEs in the Northern Province of South
Africa. Helpful sections included the study results and recommendations. The results indicated various
factors and traits common with entrepreneurs (such as creativity, etc.) and painted an informative pic-
ture of the people involved in SMEs. The recommendations, though specific to their context, illustrate
key underlying principles in developing business.

Global Entrepreneurship Monitor: 2010 South African Report
Recommended by Living Way staff, this provided a helpful framework through which to view
entrepreneurship activity. Its weakness is the focus on formal business and entrepreneurship, but the
tools and definitions are helpful in understanding entrepreneurship. Further, comparing South Africa’s
rates to other countries helps uncover opportunities for improvements.
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Informal Sector Activity as Entrepreneurship - Insights from South Africa Townships
Where the GEM reports focuses on formal activity, this study was sheds light on informal activ-
ity. Survey results show where products is sold and to whom, as well as data on materials sourcing. It
compliments Profiling Township Entrepreneurs to provide a look at what entrepreneurship in town-
ships looks like.

Leading Entrepreneurship Education Institutions in South Africa
A simple yet thorough report, this paper shows the results of the Umsobomvu Youth Fund’s
study into existing entrepreneurship education efforts. It is a helpful peer analysis and shows which ef-
forts seem to be working and which do not. It can serve as a helpful inspiration tool for exploring new
programs focused on education.

Person-Entrepreneurship Fit - Why Some People are More Successful as Entrepreneurs than Others
This article is core to our model of entrepreneurship development. The authors argue there are
a number of characteristics which, if present in a person, indicate a high potential for entrepreneurial
fit. It is similar to predicting entrepreneurs based on personality, but frames traits in an interesting way
which led us to conclude that such traits could be detected early on and development for entrepre-
neurship. The authors explanations of self-efficacy, opportunity recognition, perseverance, and social
skills were influential in the development of our screening criteria.

Profiling Township Entrepreneurs
This extensive study was informative to the local scene of entrepreneurship in South African
townships. Conducted by a scholar at the University of Cape Town, she is knowledgeable of the South
African context and provides a respectable look at what entrepreneurs in places like Masi look like.
Chapter 2 provides high-level insights while Chapter 4 provides the profile for township entrepre-
neurs. Chapter 3 is a helpful starting place if Living Way desires to conduct any surveys or studies of its
own.
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SCREENING PROCESS

for entrepreneurial cognitive abilities

FACILITATOR NOTES

Background
This seminar was designed as a way to screen participants for entrepreneurial potential. Extensive
research has documented common traits of entrepreneurs and discussed whether such traits are innate
or cultured. Either way, people most evidently display these entrepreneurial traits in action. Thus, instead
of a survey, test, or personality assessment, this seminar uses exercises which create a platform for partici-
pants to display entrepreneurial potential.

In addition to the exercises, a scoring matrix has been developed to aid facilitators in effective-
ly perceiving high-potential participants. The matrix is not designed to produce a standardized score, as
the scoring is still subjective to the facilitator. However, the matrix and numerical scores aid the facilitator
in putting the traits, games, and participants in a uniform context for judging.

Like any seminar or exercise, the effectiveness is contingent upon cultural relativity and the
cognition level of participants. This seminar is designed for participants in South Africa’s townships. This
demographic includes high unemployment, historical structured socio-economic disadvantage, low
education, and low wealth. Even within this context, though, facilitators should be sensitive to potential
challenges in effectiveness and adjust the exercises as necessary

Room Layout
It's important to ensure the room is setup in a comfortable way that allows participants to relax and
enjoy the exercises. Below are some things to consider.

* Furniture: Layout the desks so participants can see each other as well as easily see the facilitator
and easel. Also remember many exercises require participants to move around, so ensure it’s easy to get
to and from the desks. Setting desks in pods — sets of four to six desks in a circle — with the facilitator at
the front is an effective layout.

* Environment: Consider the lighting — be sure the room is well lit and open blinds for more natural
light. Playing music softly in the background, as well, can stimulate thinking and reduce the awkwardness
of work time and other quiet moments.

* Supplies: Plan ahead to assure all supplies are prepared. Have extras, e.g. puzzles, pens, etc., and
do a dry run of easel pad exercises. Make sure drawings are in the right order, etc.

Context
Explain at the start this is a seminar for participants to learn more about entrepreneurship and
experience some simulations of entrepreneurial thinking. While it’s best to not share that facilitators are
scoring participants, you could share that facilitators are taking notes to help participants learn more and
understand their strengths and weaknesses.

Facilitator/Participant Ratio
The success of this screening seminar is contingent on personal interaction and observation. We
recommend one facilitator for every six participants. While one lead facilitator can run the exercises, each
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group needs a dedicated person to observe their participants and score them.

Scoring
It's important to understand the seminar does not produce an objective, numeric score independent
of facilitators observations, rather it creates a framework from which facilitators should judge participants.
The numerical scores are simply to help the facilitator understand to relationship among participants
during that simulation. For this reason, writing notes in the scoring boxes is particularly helpful. If multiple
facilitators are participating in a session, it is wise to discuss the scoring guidelines before the seminar so
participants are observed and scored from a common standard understood by all the facilitators.

Briefing
Begin the seminar by welcoming participants and sharing your background. Explain again the
purpose of the seminar: for them to learn about entrepreneurship and its challenges, and to experience
entrepreneurial thinking with some games and exercises.

Being friendly, open, and personal during this briefing will create trust and security among the
group. This allows the seminar to operate with participants comfortable sharing and playing the games.

Debriefing
While each game has a time for reflection and discussion, it's important to sum up the seminar
before ending. This will give participants closure and help them understand the exercises in a grander
context.

Take time to review the games and these lessons learned in each. Then share how these exercises,
seemingly silly and not relevant to running a business, teach us things about running a business. Perhaps
use anecdotes from previous students. Soliciting participant feedback during the debrief can be help, but
you will want to lead the conversation to ensure it stays relevant and on track. However, be sure partici-
pants can ask any last questions or workout thoughts before ending.

ADDING VALUE
inspired by SAIE’s MicroPlan

Title: Adding Value
Time: 15-30 minutes
Supplies: Paper, Pens
Traits: Creativity and Innovation (also, Opportunity Recognition)

Instructions:

Pre-Game: Draw pre-selected objects for adding value on an easel pad, one object per page. Each object is
one round, and the exercise can be repeated as needed.

1. Split class into groups of 4-6 people, each group with its own easel pad and uniform objects.

2. Have each groups facilitator lead the group in adding value to the object. Items can be imaginary or
real — the goal is to create improvement that make the product more useful to more people. Have
participants come to the easel, draw their addition, and explain its usefulness.

3. Continue until the group can create no more additions or everyone has added value, typically 7-10
minutes.

4. Choose the best additions and discuss them with the class. Note differences in additions that make the
product more marketable versus more useful to a particular person.

Alternative: Run the exercise first as a large group with heavy facilitator involvement to demonstrate the
process and encourage creativity.
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Alternative: After running the exercise as a large group (see first addition), run it again but individually.
Present the class with an object, tangible or drawn on the easel, and have them make additions on
their papers, turning them in for individual assessment.

Challenges:
* Understanding what type of additions are allowed (i.e, are imaginative solutions possible or only what
could actually be done?). To encourage creativity, allow any type of addition. For example, one could
add wings to a coffee mug so it follows the user around.

Observation Tips:

Cl: Participants demonstrate Cl by creatively adding value to the original product. Students with a low
propensity for creativity will find it difficult to create new additions, or their additions might already
exist (perhaps in an upscale or more expensive model of the same product). Students with strong Cl
will be able to create new additions, push boundaries of technical possibilities (e.g. a can of food will
heat and open itself), and provide solutions that are applicable to more people than themselves.

OR: Opportunities are recognized when participants can provide value adds that make the product more
marketable versus more personally useful. It might be hard to discern the motivation for additions, so
be careful to weight the exercise lightly when judging for OR.

Scoring Guidelines:

Cl:

1:1sn’t able to create any additions or additions are of no value and frivolous.

5: Creates significant additions, but often mimic additions already in existence or additions are only
tailored to participant and not a broader market.

10: Creates significant additions that push technological limits and appeal to a broad base. While
potentially based on existing solutions, the additions still show innovation.

OR

1: Additions poorly represent opportunities to appeal to broader market.

3: Additions draw from experience beyond that product and begin to merge ideas.

5: Additions merge ideas to create innovations and appeal to new market opportunities.

Learning Lessons:
* People, who are all customers, constantly wish things worked better for their needs.
* The best solutions require the boundaries of technical ability to be challenged.
e Qur best innovations often work off the achievements of others. They're not possible alone, and
collaboration brings the greatest advances.

ONE MINUTE PITCH

inspired by National Entrepreneurship Network

Title: One Minute Pitch
Time: 30 minutes
Supplies: none
Traits: Social Skills

Instructions:
Pre-Game: Identify what the participants will be pitching. Choose what best fits the context, e.g. a business
idea, a personal pitch for employment, a new product to a customer. (Perhaps use the products from
Adding Value game.)
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1. Divide participants into groups of 4-6. Line the groups up to face one another. One group will rotate
partners, the others will stay stationary (which is which is irrelevant).

2. Provide a minute for group one to explain their idea to their partner. Then provide a minute for feedback
from their partner. They can share how to make the pitch better and provide new ideas. Reverse who
pitches, repeat exercise, then rotate partners and repeat until participants have pitched at least 5
times.

3. Discuss how the pitch became more precise and effective throughout the exercise. Point out which
parts become more relevant to the listener and which parts participants found were of little interest.

Observation Tips:
SS: Participants with strong social skills will feel comfortable, after time, interacting and sharing their
results. A strong, continued hesitancy to interacting might indicate a low potential to develop the
social skills necessary to build business.

Scoring Guidelines:
SS:
1: Participants are hesitant to share information, stumble in presentation, and are generally shy.
5: Participants interact, but without hubris and confidence. Pitches are poorly phrased and there is little
improvement between feedback sessions.
10: Participants are comfortable interacting and discussing their pitch, and the pitch improves with
feedback, becoming more relevant and effective.

Learning Lessons:
* People, especially entrepreneurs, must always be ready to explain their idea or business quickly and
clearly to people.
* Talking with others about your idea makes it better, not worse.

NEWSPAPER

inspired by National Entrepreneur Network

Title:Newspaper
Time: 20 minutes
Supplies: recent local newspapers
Traits: Opportunity Recognition (Creativity and Innovation)

Instructions:

1. Provide each participant with several pages of the newspaper. Be sure each participant has the same
pages and that they include local stories that can provide inspiration for business ideas or products.

2. Instruct participants to read through the paper, looking for opportunities where a new business could
solve a problem in the story.

3. Have them spend 7-10 minutes developing ideas on their own to turn in on paper.

4. Share ideas with the class and discuss ways to improve and spread the business.

5. Repeat, but this time participants should create a new product that solves a problem they read about.
Share with class, if time allows.

Challenges:

* It could be difficult to read from the reporting context and translate into business opportunity. The
facilitator may need to walk through several examples. Also note they need not have a fully developed
business, just a rough idea of how an entrepreneur could solve a problem.

* It's possible pages of the paper won't have many opportunities. Pre-screen the paper to ensure there are
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plenty of opportunities for recognition.

* It could be unclear that products don’t have to be realistic and are allowed to push technological
boundaries.

Observation Tips:

OR: As a key test for opportunity recognition, participants should be able recognize problems in various
newspaper articles and then devise a solution. Participants who see no way to help better the
situations in the stories likely have a low ability to recognize problems and opportunities.

Cl: The way participants respond to problems identified in the stories will speak to their creativity. For
example, suggesting an existing solution that somewhat addressing the issue at hand demonstrates
less creativity than imagining a new solution which more adequately addresses the problem at hand.

Scoring Guidelines:
OR:

1: Little or no ideas are explained; participant doesn’t show the ability to see business opportunities from
stories.

5: From a story, participants can articulate the problem and discuss a potential solution, though the idea
may not be a well-formed business model.
10: Participants can synthesize two or more articles and create a business opportunity that is viable,

explaining, though vaguely, where costs and profits would exist.
Cl:

1: Participant puts forth few ideas or ideas are simply copies of current products.
5: Participants develop helpful, realistic products to address problems, but products are more adaptations
of current products and effectively address the problem in the story.

10: Products created are innovative and pushing technological boundaries. It's evident the participant
created the product specifically to address the issue.

Learning Lessons:

* Many business opportunities exist beyond people’s daily lives. Entrepreneurs must emphasize with
others and understand their problems and needs, too.

BUYING AND SELLING
inspired by SAIE's MicroPlan

Title: Buying and Selling
Time: 20 minutes
Supplies: objects (see below)
Traits: Social Skills (Opportunity Recognition)

Instructions:

Pre-Game: The exercise will run better if the instructor selects 10-15 items to use in the exercise, ensuring
the items could be sold as is and also improved upon. Suggested list includes jar of cookies, carrots,

coffee mug, school supplies, etc. Things which can easily have value added (repackage cookies and sell
at a mark-up, sell carrots ready-to-cook, etc.) work best.

1. Divide participants into two groups. If there are more than 12 participants, divide into four groups, two
in the selling role and two in the buying.

2. Group one assumes they own the items and should evaluate how much they wish to sell the lot for,

individually or as the whole. Group two assumes they will buy and resell the products and should
evaluate potential improvements.

3. After providing the groups 7-10 minutes for evaluation, have them negotiate a purchasing deal,
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explaining group one is to make as much money as possible and group two should purchase the items
at the lowest price possible.
4. Discuss the improvements group two foresaw to increase products’ value.

Observation Tips:
SS: The negotiation of pricing and the collaboration in improving products will allow participants to
demonstrate social interactions. Participants who hold back or speak less, especially during crucial
negotiation times, will have trouble interacting socially in a business setting.

OR: As the group views the products to improve upon, ones with a high propensity for recognizing
opportunities will see creative uses for otherwise dull products.

Scoring Guidelines:

SS:

1: Participant interacts with team very little and is not active during negotiations.

5: Participant contributes to group discussion and negotiations, but is easily deterred and quieted; he or
she lets others’ opinion prevail without defense.

10: Proactive engagement during group discussions and negotiations is present; participant is resolved to
defend his or her stance and interacts gracefully in doing so.

OR:

1: Participants show no recognition of profit opportunities or value of items beyond their current form.

3: Participants can see products could be sold for more with basic alternations. Improvements suggested
already exist in the participants current day-to-day exposure.

5: Ideas for adding product value to items show participant thinks beyond current reference points
(township, etc.) and looks into new markets.

Learning Lessons:
* The value of something depends on what it can potentially become.
* Even if one person doesn’t value something or see it’s potential usefulness, other might - this creates
buying and selling opportunities.

BALL TOSS
inspired by STEPS to Excellence

Title: Ball Toss
Time: 15 minutes
Supplies: a bucket and ping pong balls for every 4-6 people,
a prize for the winning team (e.g. candy bars)
Traits: Perseverance

Instructions:
Pre-Game: Mark a line for groups to stand behind and place the buckets 2 meters from the line.

1. Separate into groups of 4-6 and have groups stand behind the line, with balls in hand.

2.The goal is to score as many points during 1 minute as possible. Inform participants that there will
be three rounds, and they can quit if they wish or if it gets too difficult. At the facilitator’s mark,
participants of each team begin tossing balls into their bucket to score points.

3. Repeat the exercise, but once it's begun pull half of the buckets another meter away.

4. Repeat again, pulling the closest buckets to participants 2 meters away, and inform there’s a prize for the
winning team.

5. Discuss the difficulties of persevering and how attitudes changed after the prize was announced.
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Observation Tips:
P: Perseverance is displayed as participants continue playing through the rounds, and it’s tested when the
game becomes unfair by moving buckets. Watch for participants attitudes through comments and
participation, especially if they quit. Behavior after the prize is announced is particularly relevant.

Scoring Guidelines:

P:

1: Little participation beyond the first round indicates little perseverance, especially after the distance of
buckets changes.

5: Participants continue through the rounds, but tire and become less active. They might show attitude
changes, complaining about how things are unfair or uneven.

10: Persevering through all rounds, despite the change the distance or the announcement of the prize,
indicates a raw perseverance that operates independently of environment.

Learning Lessons:

* Perseverance is more than simply enduring - it includes a mentality that continues through struggles
even when the situation is unfair.

DRAWING EXERCISES
inspired by STEPS to Excellence

Title: Drawing Exercises
Time: 20 minutes
Supplies: puzzle handouts, pencils
Traits: Perseverance

Instructions:

1. Handout puzzles (perhaps multiple copies if possible, in case of mistakes) and pencils to participants.

2. Explain the instructions for game one: the participant must connect all sixteen dots by drawing six
straight lines, but not once lifting the pencil from the paper. Announce they have five minutes to
complete the exercise, and begin. Announce when each minute has passed and how many are left.

3. After five minutes, stop participants and show the answer.

4. Explain the instructions for game two: the participant must connect each pair of boxes with three lines
(A-A, B-B, C-C). They can be curved, and they must not intersect. Announce they have five minutes to
complete the exercise, and begin. Announce when each minute has passed and how many are left.

5. After five minutes, stop participants and show the answer.

Observation Tips:

P: While the goal is to solve the puzzle, that isn’t the primary indicator of perseverance. Observe the
participants attitudes and endurance and the time begins to run out. Participants with strong
perseverance will continue strong to the end, even in the face of certain failure. Giving up, or
despairing as the time limit approaches, signals low perseverance.

Scoring Guidelines:
P:
1: Participant gives up and doesn't complete the puzzle.
5: Participant tries at first, but eventually gives up before time is called or the puzzle is solved.
10: Participants continue at the puzzle, showing determination, and either solve them or work up to or
past the time limit.
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Learning Lessons:
e Often in business, deadlines are imposed on tasks and it’s important to work until the task is completed
as opposed to despairing because you may not finish.
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DRAWING EXERCISE 1

Below is a square of 16 dots. Using your pen or pencil, connect all 16 dots with just 6
straight lines and without lifting your pen or pencil after you begin drawing.

We've printed the set of 16 dots several times in case you need to start over.
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DRAWING EXERCISE 2

Below is a box with three sets of boxes inside. Using three lines, connect the pairs of boxes
(A with A, B with B, C with C). However, the lines cannot intersect nor can they go beyond

the large boundary.

We've printed the exercise several times in case you need to start over.

This exgﬁp@&@ﬁ@a%ﬂfm@@&}ished version by The Pacific Institute.

© 2011 Mallory James and Kley Sippel



Buying & One Minute

. . inq Val
el i Drawing Exercises pitch Newspaper Ball Game Adding Value

uonuboday Aunyioddo

9DUBI9ASSI9d

uoieAouu| 1 AlAeID

SIS |e1>0S

35 . Entrepreneurship Strategy © 2011 Mallory James and Kley Sippel



appendix 2

36 - Entrepreneurship Strategy © 2011 Mallory James and Kley Sippel



ARTICLES:

Distinguishing Economically from Legal Formal Firms - Targeting SA Townships
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Distinguishing Economically from Legally
Formal Firms: Targeting Business Support to

Entrepreneurs in South Africa’s Townships*
by William D. Bradford

Although the government of South Africa (SA) has formally adopted a policy of
proactive support of entrepreneurship, providing business assistance to all of its entre-
preneurs is beyond SA’s financial and buman resource capabilities. This study uti-
lizes the results of an in-depth survey of entrepreneurs in SA’s townships to find: (1)
The business and owner traits that predict revenues and job creation among the town-
ship entrepreneurs, (2) The key issues that challenge township entrepreneurs; and (3)
What the answers to these issues imply about the appropriate content and recipients
of business assistance to township entrepreneurs. A distinction is belpful in framing
this study’s approach. In SA, registered (licensed) businesses are legally formal firms.
In contrast, economically formal firms bave institutionalized processes that lead to
success as a profit-making firm. We use this distinction in our analysis of the data
and framing of the implications for business assistance strategy in SA.

*The data utilized for this study came from a survey conducted by the Center for Innovation
and Entrepreneurship (CIE) at the Graduate School of Business, University of Cape Town
(UCT), South Africa. The survey was sponsored by Khula Enterprise Finance Limited and
NTSIKA Enterprise Promotion Agency. I am grateful to the CIE, and particularly Jacqueline
Kew, for providing the data and advice on the survey analysis. I am also grateful to the Global
Business Programs at the University of Washington for its support of this research. Katherine
Dewenter, Deborah Glassman, Larry Wall and Boyce Watkins made helpful comments on pre-
vious versions of this paper. Opinions expressed are my own, and not necessarily those of the
foregoing persons and organizations. This research was motivated while serving as Gordon
Fellow at the Graduate School of Business, UCT in 2001 and 2002.

William D. Bradford is currently endowed professor of business and economic develop-
ment, and professor of finance and business economics, University of Washington.

Address correspondence to: William D. Bradford, School of Business, University of Wash-
ington, Seattle, WA 98195-3200.
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Introduction

It is estimated that two million people
are engaged in some form of self-
employment in South Africa (SA).'
Although SA has formally adopted a
policy of proactive support of entrepre-
neurship,’ providing business assistance
to all of its self-employed is beyond SA’s
financial and human resource capabili-
ties. Given scarce resources, support
must be targeted to those entrepreneurs
that have greater potential to grow and
to increase employment. The appropriate
targeting of support services is facilitated
through (1) categorizing entrepreneurs
according to their capacity to grow their
firms and create jobs, and (2) identifying
the particular training and support
requirements of each category. This
study seeks to achieve these outcomes
through analyzing data from an in-depth
survey of 400 owners of businesses oper-
ating in SA’s townships.

This paper augments previous
research by Ladzani and van Vuuren
(2002), and Morris and Pitt (1995). Lani
and van Vuuren (2002) report survey
responses of three firms that offer busi-
ness training to perspective SA entrepre-
neurs, and use the responses to make
recommendations on the training that
should be offered to SA entrepreneurs.
Here, we use the responses of existing
township businesses to recommend the
content of training experiences for town-
ship entrepreneurs. But more impor-
tantly, we provide a framework for
selecting the businesses that will receive

training, given that the government of SA
cannot provide training to all of the
potential and ongoing business owners
in SA. Morris and Pitt (1995) surveyed 30
informal businesses in Khayelitsha, an SA
township. They conclude that whereas
most of the informal businesses do little
more than subsist, a subgroup exists that
is relatively dynamic; and the problem is
how to systematically identify this group.
We propose to systematically identify the
dynamic subset by separating township
firms into economically formal and
legally formal firms, based upon the
internal operating traits of the firms. We
use this distinction to provide recom-
mendations on prioritizing the township
firms that will receive government assis-
tance and the content of the assistance.
The specific questions pursued here are

(1) What business and owner traits
predict financial success and job
creation among the township entre-
preneurs?

(2) What are the key issues that chal-
lenge township entrepreneurs?

(3) What do the answers to these two
questions imply about the content
and recipients of the business assis-
tance that maximizes the financial
success and job creation of town-
ship entrepreneurs?

We find that two distinctions are
helpful in our approach for targeting
business services. In SA, registered busi-
nesses have informed the appropriate

'NTSIKA Enterprise Promotion Agency Department of Trade and Industry, South Africa (2003).
’The National Small Business Act of 1996 opened the way for SA’s Department of Trade and
Industry to address SMME development in SA. This act came about after the publication of
the White Paper on National Strategy for the Development and Promotion of Small Business
in South Africa (Department of Trade and Industry, Republic of South Africa 1995) and the
first President’s Conference on Small Business in March 1995. Some of the recommendations
of the White Paper and the President’s Conference concerning training were: Training courses
should be modular and relevant to the needs of sectors and target groups; more attention
should be given to the training of trainers, and training services should be coordinated better

to avoid duplication.
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government bodies of their existence and
received licenses to operate, can be taxed
and provided government services as
legal entities. These firms have been the
dominant focus of support programs
created by the government of SA. These
are legally formal firms, in the tradition
of formal and informal firms in the
economic development literature (for
example, Dessy and Pallage 2003;
Morris, Pitt, and Berthon 1996; Rauch
1991; Fall 1989). This paper proposes
and utilizes another definition of formal
business: An economically formal firm
has institutionalized processes and pro-
cedures that lead to success as a profit-
making firm. Attaining these milestones
produces a perceptible jump in the like-
lihood of success, and these milestones
can be reached whether or not a firm is
legally formal. Distinguishing legally
formal from economically formal firms is
important when, for example, a govern-
ment with limited resources wants to
focus its efforts on firms with the great-
est likelihood for increasing income and
employment. This paper will use the
results of the survey of businesses in SA
to highlight this approach. We now sum-
marize the results of the study in refer-
ence to the three questions set forth in
the previous discussion:

Business and Owner Traits
Associated with Financial Success
and Job Creation

We conducted regression analyses to
determine the ability of various business
and owner traits to predict the revenues
and the number of employees of the
business. We find that revenues and
employees are higher for firms owned by
males, firms operating from a container
(i.e., refurbished railroad cars) or a
formal building, firms whose owners
have vehicles, and firms whose owners
hold credit cards. Being a registered
business is also associated with higher
revenues and higher employment levels.
In implementing the concept of econom-

ically formal firms, we focus on financial
skills related to keeping records; and
the specific milestone is recording the
firm’s receipts and disbursements. After
controlling for the impact of the other
predictor variables, including being reg-
istered, we find that recording receipts
and disbursements is associated with
higher business revenues. Legally formal
firms and economically formal firms
overlap but are not equal sets: 7 percent
of the firms are both registered and
record receipts and disbursements
(“record”), 5 percent are registered and
do not record, 22 percent are unregis-
tered and record, and 66 percent are
neither registered nor record. The unreg-
istered firms that do not record receipts
and disbursements are at the lowest end
of the spectrum in terms of revenues,
employees, and education and business
background of the owner; most of them
became entrepreneurs because they “had
no other choice,” and would accept a job
if one were offered. They do not have
significant potential to generate growth.

Key Issues of Small, Medium,
and Microenterprises in
the Townships

The owners were asked which of 10
skills for which they would like to have
additional training. The interviewers
recorded the three most important skills
as specified by the owners. For both reg-
istered and unregistered firms, and for
firms that do and do not record receipts
and disbursements, the highest priority
was “How to keep financial records of
my business.” This implies that recording
receipts and disbursements is perceived
to be necessary but only a first step in
getting maximum value from financial
information. The second most important
area was “How to market my product.”
The owners were also given a list of 15
business issues, and asked to quantify
them for their businesses from 1 (no
problem) to 5 (huge problem). The most
dominant problem areas were (1) financ-
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ing: “Lack of money to buy capital items”
and “Lack of money for running costs,”
(2) marketing/promotion: “Amount of
competition,” and (3) “Transport costs.”
The registered firms consider competi-
tion more of a problem relative to financ-
ing than do unregistered firms; although
both registered and unregistered firms
rank both issues highly.

Implications for the Recipients
and Content of Business Services
Provided to Township Small,
Medium, and Microenterprises
in South Africa

With regard to the content of business
training and services, all of the groups
place high priority on (1) keeping and
interpreting financial records, (2) mar-
keting/promotion, and (3) obtaining
financing. Of course, the support or
training in these core areas must be
arranged to fit the phases and circum-
stances of the township firms’ owners.
Specifying the appropriate recipients of
the support is more difficult, given the
limited resources. If the priority in SA’s
townships is growth through the legally
formal business sector, then government
support should be focused on registered
firms. If the priority is growth through
firms that have the best internal founda-
tion for growth, then government
support should focus on the economi-
cally formal firms: firms that have
reached internal milestones in their
development as viable entities. Here the
support goes to both legally formal and
legally informal firms who have attained
a milestone for economic viability.
Finally, poverty-alleviation projects and
technical-skills training are more likely to
benefit the owners of firms that are
neither legally nor economically formal.
Our results indicate that among town-

ship firms in SA, these can be described
as unregistered firms that do not record
receipts and disbursements.

The remainder of this paper is organ-
ized as follows: Part II provides the back-
ground and approach to the study, the
data, and description of the firms. Part
III analyzes the data, and discusses the
relationship between legally formal and
economically formal firms. Part IV dis-
cusses the results. Part V contains the
conclusions.

Background, Data, and

Description of the Firms
Background

The small, medium, and microenter-
prise (SMME) sector of SA is 98 percent
of the firms in SA, contributes 37 percent
of its gross domestic product and
employs 68 percent of the country’s
labor force.> Given the important role of
the SMME sector in SA, combined with
the inability of the large business sector
to absorb SA’s growing labor market, the
sustainability and effectiveness of the
SMME sector has become a pressing
concern for SA. The government of SA
considers that developing the SMME
sector will improve economic develop-
ment through increases in per capita
income and employment.* Although this
relationship has been shown to exist for
the United States (Robins et al. 2000), the
impact of small business on economic
development is in general an unsettled
and complicated issue (Carree et al.
2002). Nevertheless, in this post-
Apartheid period, targeted government
funding and the effective development of
the SMME sector have become para-
mount issues in SA. In 1994 the govern-
ment of SA adopted the development of
its SMME sector as a formal goal; with

SNTSIKA Enterprise Promotion Agency, Department of Trade South Africa (2003).
“The World Bank also supports the growth of the SMME sector in SA. See Lewis (2002).
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the expected gains of improved living
standards and employment of individu-
als who were denied access to opportu-
nity under the Apartheid government.
The Apartheid policies inhibited the
access to business opportunities, and the
ad hoc development of townships did
not provide adequate infrastructure to
encourage small business development.
For example, the inability of blacks to
own property meant that black business
owners did not have assets available to
use as collateral for loans; and the Group
Areas Act limited markets available to
black businesses and increased their cost
of doing business (Kew and Macquet
2002, pp. 14-15).°

Thus, since 1994, much of the gov-
ernment of SA’s interest on business
development has focused on the barriers
to business finance for previously disad-
vantaged businesspeople. Recently, the
focus has included a greater emphasis on
the other support structures required by
the SMME sector and the necessity of
directing initiatives toward skills devel-
opment. According to the Economic
Policy document, Provincial Government
of Gauteng, Republic of South Africa
(1997), government intervention will be
required in the short and medium term
for the SMME sector to achieve its eco-
nomic development objectives (Kew and
Macquet 2002, p. 15). Two national insti-
tutions were created: Khula, which facil-
itates access to finance; and the NTSIKA,
which facilitates access to nonfinancial
areas of SMME support, such as training
(Mayer and Altman 2005). Although the
SMME sector has been the focus of a
number of research papers and featured
highly in the government’s deliberations
and policy development, recent writers
conclude that the resulting government
programs are not sufficiently targeted
and well-administered to support the
SMMEs in SA (Rogerson 2004; Berry et

al. 2002; Nieman 2001). No quantitative
trade-off between business success and
employment has been delineated.
Despite the formal goal of assisting the
development of the SMME sector, the
government of SA’s are limited. Thus the
issue becomes choosing the subset of
firms to which assistance will be focused,
and the content of that assistance. This
study approaches these issues via sur-
veying SMMEs, and using the informa-
tion to frame an appropriate approach to
assisting these businesses.

Data

The sample population for township
businesses is SMMEs operating within
townships in SA. A township is defined
as a traditional black area, within com-
muting distance of an urban metropoli-
tan area, developed during the
Apartheid. The sample was drawn from
an established township in each of the
following provinces: Eastern Cape,
Gauteng, Kwa Zulu Natal, and Western
Cape. The number of entrepreneurs
interviewed in each province was based
on entrepreneurial density statistics pro-
vided by Statistics South Africa (2001). A
sample of 400 township entrepreneurs
was drawn, and the survey was imple-
mented after the use of a pilot study to
test the survey questionnaire. The survey
used face-to-face interviews with all of
the respondents by trained interviewers
who lived in the townships. The field-
work was conducted in the townships
between July and August 2002. In total,
40 fieldworkers were trained, and each
completed 10 questionnaires. The identi-
ties of the survey respondents were kept
confidential in order to reduce their
incentive to be excluded from the study.
The information gathered about the
entrepreneurs covers a wide array of
topics, including demographic and other
background information on the entre-

>Also, see Department of Trade and Industry, Republic of South Africa (1995).
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preneur, the employment, revenue and
type of business, issues in starting and
operating the firm, the perceived future
of the firm, and assistance needed to
grow the firm. Table 1 provides a statis-
tical profile of the 400 firms in the
sample, using responses from the ques-
tionnaire and observations of the
interviewers.

Description of the Firms

Table 1 shows that the gender of the
owners is split between 54 percent male
and 46 percent female. The average age
of the owners is 38 years. But youth is
more dominant: 48 percent are less than
35, 39 percent are between 35 and 54,
and 13 percent are greater than 54 years
of age. In terms of education (measured
in number of years in school), most of the
owners have nine or more years of
school, but 20 percent and 27 percent
have zero—five and six—eight years of
school, respectively. Forty percent of the
owners have close relatives who are busi-
ness owners, and 29 percent have started
at least one other business. Thirty-two
percent of the owners have offered a new

product or service within the last three
months. Twenty-four percent of the
owners speak English poorly or not at all.
In terms of line of business activity, the
businesses are dominated by retail and
consumer products/services: Seventy-five
percent are retail, hotel, or restaurant;
and 28 percent are in consumer services.
Twelve percent of the businesses own a
vehicle, and 15 percent have a credit card.
Less than half—46 percent, of the busi-
nesses keep records of business transac-
tions. The language in which they would
prefer training reflects the diversity in
background: 49 percent prefer English,
18 percent prefer Xhosa, and 27 percent
prefer Zulu.

Thus, if one can characterize the busi-
nesses, most of them are retail, hotel, or
restaurant businesses, operating at home
or a friend’s home, in a location that is
provided infrastructural services. Despite
these generalities, there is a wide mix of
businesses represented in the sample: 75
of the 400 businesses operate as street
traders or in a craft market. Eighty busi-
nesses operate in areas without infra-
structural services.

Table 1
Description of Township Businesses

Description Percent
Gender = Male (percent) 54.4
Age, Mean (Years) 38.0

Standard Deviation 11.5

Skewness 1.0
Age (years) percent:

20-35 47.7

36-50 39.4

51+ 12.9
Read English—Yes (percent) 84.6
Level of Spoken English (percent)

Good 41.3

Fair 34.5

Poor 16.3

Cannot Speak 8.0
Write English—Yes (percent) 81.1
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Table 1

Continued

Description Percent
Education Level (Years of School Completed, percent)

0-5 19.5

6-8 27.8

9+ 52.7
Reason for Business Entry (percent):

Opportunity 40.3

No Other Choice 59.7
Family Business Background—Yes (percent) 39.7
Started Another Business—Yes (percent) 29.1
Business Category (percent)
Agriculture, Forestry, Hunting, Fishing 0.3
Mining, Construction 2.7
Manufacturing 1.3
Transport, Communications, Utilities 4.0
Wholesale, Motor Vehicle Sale, Repair 1.0
Retail, Hotel, Restaurant 58.9
Finance, Insurance, Real Estate 0.0
Business Services 0.5
Health, Education, Social Services 3.2
Consumer Services 28.2
Accept Job If Offered—Yes (percent) 58.1
Where Business Operates (percent)

Street Trader or Craft Market 19.0

At Home or Friend’s Home 62.4

Container 7.6

Formal Building 4.6

Other 6.4
Local Environment (percent)

Formal with Services 41.5

Informal with Services 38.6

Informal without Services 19.9
Registered Business—Yes (percent) 12.2
Age of Business—Years Mean 4.8

Standard Deviation 4.37

Skewness 1.74
Keep Records of Business Transactions—Yes (percent) 45.8
If Keep Records of Bus. Trans., What Do You Keep Record of?

Retain Paperwork on (percent):

Cash Receipts and Disbursements 62.0

How Much Sold Each Month 48.4

Who Debtors are 34.2

Who Creditors are 9.8

Bank Deposits or Withdrawal Slips 17.4

100 JOURNAL OF SMALL BUSINESS MANAGEMENT



Table 1

Continued
Description Percent
Record Figures on (percent):

Cash Receipts and Disbursements 63.0

How Much Sold Each Month 57.6

Who Debtors are 35.9

Who Creditors are 12.5

Bank Deposits or Withdrawal Slips 17.4

Entrepreneur Owns: (percent)

A House/Fixed Property 49.5

An Insurance Policy 14.9

A Vehicle 19.4

Paid Up Furniture 41.3

Have a Bank Account—Yes (percent) 65.4

If Bank Account-percent with
Savings Account 92.8
Checking Account 7.6
Credit Card 6.8
Home Loan 5.7

Access in Business or Home to: (percent)

Computer 7.2

Internet 2.2

Email 2.5

Fax Machine 4.5

Land Line-Telkom 38.1

Cell Phone 47.0

How Many Paid Employees:

Permanent Mean 1.2
Standard Deviation 9.2
Skewness 18.4

Nonpermanent Mean 0.4
Standard Deviation 1.24
Skewness 6.7

Revenues Last Week (Rands) Mean 854.2
Standard Deviation 1480.48
Skewness 4.3

If Attended Training Course, Preferred Teaching Language (percent)

English 48.8

Xhosa 17.5

Zulu 27.1

Other 6.6
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Analysis of the Data on

Township Firms
Predictors of Business Viability

Our goal is to determine the set of
businesses toward which the limited gov-
ernment resources should be focused.
These businesses should have the poten-
tial for survival and growth. We use two
dependent variables—the revenues and
employees reported by the owners—as
measures of business viability. We begin
by determining the owner/business traits
that are associated with business viabil-
ity. Our predictive model can be speci-
fied as:

Revenues or Employees =

f(T,, T... Ty €))

where the T; represents trait i of the
owner or business.® We predict revenues
or employees as a function of the fol-
lowing variables: owner’s age; education;
gender; family business background,
business ownership experience; vehicle
ownership; line of product: consumer
services, retail business, or other; credit
card ownership; vehicle ownership; local
environment; and operating base of the
business. The implicit null hypotheses
are that these variables—together and
separately—have no predictive content

for the revenues or employees of the
businesses in the sample. We use the
standard F- and tratios to test these
hypotheses. We note that our results may
not be entirely predictive in a time-series
sense, but are predictive in the sense of
helping those with resources determine
where their investments may have the
greatest immediate impact.

Table 2 shows the results of the ordi-
nary least squares (OLS) regressions of
the basic model predicting revenues
(models 1-5) and employees (models
6-10). The F-ratio for the basic regres-
sions predicting revenues and employees
are statistically significant at the 0.01
level, and the adjusted R* s are 0.31 and
0.24, respectively. Based upon the statis-
tical significance of the #-statistic (at least
at the 0.1 level), we conclude that male,
owns vehicle, owns credit card, and
located in a container or formal building
are positively associated with revenues
and employees. We investigated the last
three variables to determine whether
they are determined by revenues and
employees, rather than predictors of rev-
enues and employees. Our evidence,
based upon how these variables are dis-
tributed by age of the firm, is that they
are predictors of, rather than predicted
by, revenues and employees.” In the

*We use revenues instead of profits as a measure of financial performance. The disadvantage
of revenues is that it ignores costs. But in SA as in many countries, business profits often do
not accurately measure the economic strength or impact of a business. Formal SMMEs in par-
ticular manipulate expenses to include nonbusiness (personal) expenditures, and to minimize
business income taxes. Informal SMMEs (who are often not on the tax rolls) often add per-
sonal expenditures to expenses when they estimated profits. We found that there was ambi-
guity among firms in defining profits, but very little in defining revenues. For these reasons
we use revenues in this study.

If revenues, for example, determine credit card, vehicle, and formal building location, then
the age of the business should be correlated with these three variables. That is, younger (age
<1 year) businesses will not have time to show the business revenues that affect a lender’s
willingness to lend or have accumulated sufficient revenues to purchase a vehicle; but older
businesses will have accumulated these revenues. We found that the age of the business was
not correlated with these three variables; that is, the fraction of young businesses with “yes”
for these variables was approximately the same as the average for all of the businesses. This
indicates that these variables are not a function of revenues.
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basic model for revenues (model 1), high
education is also positively associated
with revenues and an age of less than 35
is negatively associated with revenues;
but these traits are not statistically sig-
nificant in predicting the number of
employees. In the basic model for
employees (model 6), the variable indi-
cating operating as a street trader or in
a craft market is negatively associated
with the number of employees, but this
variable is not statistically significant in
the regression predicting revenues.

We next determine to what extent we
can categorize the growth potential of
these businesses. Which businesses
appear to have growth potential? In
order to pursue this question, we
examine the relationship between the
two dependent variables and alternate
independent variables describing the
businesses. If the regression coefficient
is positive, we interpret the independent
variable as being associated with positive
revenues and employees, and thus
growth potential for the business. The
first variable of interest is REG, indicat-
ing a legally formal business; that is, it
has registered with the appropriate local
and regional government bodies in SA. It
can be taxed and regulated; and on the
positive side, it is eligible for government
subsidies and programs that seek to
enhance the viability of these businesses.
Models 2 and 7 in Table 2 include REG
as an independent variable. Model 2
reports that REG is positive and statisti-
cally significant in predicting business
revenues. Thus, after controlling for the
effect of the other variables, being a
formal business defined along legal
terms is associated with an additional
968 Rands in revenues and 0.75 full-time
equivalent (FTE) employees over unreg-
istered businesses.

Another aspect of business formaliza-
tion is the initiation of business
processes that are necessary for the sur-
vival and success of the business. These
are internal processes that are the foun-

BRADFORD

dation for the firm’s economic viability.
This paper will focus on financial skills
related to keeping records. Businesses
that do not record and analyze receipts
and disbursements are more likely to
price their products or services incor-
rectly; and will not be able to identify
trends in their business. They would also
have less control over their receivables,
and have insufficient information to
obtain financing from institutional
lenders such as banks. Schwenk and
Schrader (1993) found a positive rela-
tionship between business planning and
success. If businesses do not record their
financial outcomes, then they have insuf-
ficient bases by which to plan.

We tested the predictive content of
each of the variables listed under “Keep
records of business transactions” in Table
1. It was found that of the indicators of
record keeping, “Record figures on cash
receipts and disbursements” is the most
statistically significant in the regression
predicting revenues. None of the meas-
ures of record keeping was statistically
significant in predicting employees.
Table 2 (model 2) shows that REC, indi-
cating that the business records receipts
and disbursements, is positively associ-
ated with revenues, and this variable is
statistically significant. The revenues of
firms that record cash receipts and dis-
bursements are 494 Rands higher than
those firms that do not, after controlling
for the effect of the other owner/firm
traits. However, model 7 in Table 2 shows
that REC is not statistically significant in
predicting the number of employees. We
tested if the size of the coefficient for
REG (968 Rands) was greater than the
coefficient for REC in model 3. We cannot
reject the null hypothesis of equality of
the two coefficients at the 0.10 level or
less (p = .124).

Because both REG and REC have a pos-
itive impact on revenues, how influential
is the combination of registration and
recording receipts and disbursements,
relative to these traits taken separately?
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Model 3 responds to this question by
reflecting that a firm may be in one of
four categories: Registered/record (REG/
REC), registered/does not record (REG/
NORECQC), unregistered/record (UNREG/
REC), and unregistered does not record
(UNREG/NOREC). Using UNREG/NOREC
as the comparison group, model 3
considers the incremental association of
the other three categories with revenues.
The coefficients of REG/REC and
UNREG/REC are positive and statistically
significant, whereas the REG/NOREC
coefficient is close to zero and not statis-
tically significant. Firms that are both
registered and record receipts and dis-
bursements display higher revenues asso-
ciated with this interaction. But firms that
are registered only (and do not record
receipts and disbursements) have no dif-
ference in revenues compared to the
UNREG/NOREC group. So registration,
per se, is not the key to higher revenues.
Firms that record receipts and disburse-
ments only (and are unregistered) do
achieve higher revenues than the
UNREG/NOREC group, implying that
recording receipts and disbursements has
greater direct association with revenues
than being registered. We also tested
whether the coefficient for REG/REC
is larger than the coefficient for
UNREG/REC in model 4. We reject the null
hypothesis of equality of the two coeffi-
cients at a level less than 0.01 ( p =.0000).
The revenues associated with REG/REC
firms are larger than those of the
UNREG/REC firms, after the effect of the
other variables have been controlled for.

If registered businesses are associated
with greater viability, then it is of inter-
est to examine the viability of those
owners who want to become registered,
those businesses defined as WANTREG.
The owners were given 10 areas of train-
ing, and asked to specify the three most
important to them. If the owner ranked
“How to register my business” among the
top two of the 10 areas listed, the busi-
ness was placed into the WANTREG cat-
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egory. To what extent does being in the
WANTREG category have a positive asso-
ciation with revenues and employees?
Models 4 and 9 in Table 2 report that
WANTREG is not statistically significant
in predicting revenues and employees,
when we control for the impact of the
other variables. As a group, the busi-
nesses with registration as a high prior-
ity do not appear to have any growth
potential or greater business viability
compared to the other businesses.

We can also examine the association
between the indicator for firms whose
owners place high priority on learning
how to keep financial records and busi-
ness revenues and employees. If the
owner ranked “How to keep financial
records of my business” among the top
two of the 10 desired skills listed, the
business was placed into the “wants to
record” (WANTREC) category. Models 5
and 10 in Table 2 report that WANTREC
is not statistically significant in predicting
higher business revenues or more
employees. Thus, consistent with the
finding for WANTREG, WANTREC firms
do not achieve higher revenues or
employees when the effects of the other
variables in the regression are consid-
ered. Nevertheless, we find that the act of
recording the receipts and disbursements
of the firm is associated with higher rev-
enues for the firm, an economic benefit.

Economically Formal and Legally
Formal Firms

To what extent do economically
formal businesses—those that record
receipts and disbursements—tend to be
registered businesses, that is, legally
formal businesses? Table 3 shows that
REG firms and REC firms are not equal
sets, but most registered firms record
receipts and disbursements. Though 28
of the 49 (57 percent) of the registered
firms are REC, only 90 of the 373 (24
percent) of the unregistered firms are
REC. The association between REC and
REG is statistically significant. However,
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Table 3
Traits of Registered Firms and Firms That Record Receipts
and Disbursements

Yes No Total Yes No Total
REG REC?
Number 49 353 402 Number 118 284 402
(percent) 12.2 87.8 100.0 (percent) 29.4 70.6 100.0
REG/REC UNREG/NOREC?
Number 28 374 402 Number 263 109 402
(percent) 7.0 93.0 100.0 (percent) 65.4 27.1 100.0

REG/REC* REG/ UNREG/ UNREG/
NOREC* REC* NOREC*

Read English—Yes (percent) 100.0 90.5 88.9 81.0
Write English—Yes (percent) 89.3 85.7 83.3 79.1
Good Spoken English—Yes (percent) 71.4 61.9 38.2 37.4
Male (percent) 75.0 65.0 52.9 51.9
Family Bus. Background (percent) 46.4 45.0 42.2 37.6
Started Another Business (percent) 25.0 28.6 30.0 29.3
Prefer to be Taught in (percent):
English 78.6 82.4 56.8 40.2
Xhosa 7.1 5.9 12.3 21.3
Zulu 14.3 5.9 24.7 31.0
Other 0.0 5.9 6.2 7.5
Age (percent):
20-35 39.3 66.7 42.7 48.8
36-50 50.0 28.6 46.1 36.8
51+ 10.7 4.8 11.2 14.3
Where Business Operates (percent):
Street Trader or Craft Market 3.6 0.0 14.4 23.2
At Home or Friend’s Home 35.7 61.9 64.4 65.8
Container 21.4 9.5 11.1 4.6
Formal Building 32.1 14.3 2.2 1.5
Other 7.1 14.3 7.8 4.9
Educ.Level, Years (percent):
0-5 7.4 9.5 14.0 23.5
6-8 11.1 14.3 23.3 32.3
9+ 81.5 76.2 62.8 44.2
Local Environment (percent)
Formal with Services 75.0 66.7 37.8 37.3
Informal with Services 25.0 23.8 46.7 38.4
Informal without Services 0.0 9.5 15.6 24.3
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Table 3

Continued
REG/REC? REG/ UNREG/ UNREG/
NOREC* REC? NOREC?
Line of Business: (percent)
Retail, Hotel, Restaurant 42.9 33.3 63.3 60.8
Consumer Services 35.7 42.9 27.8 31.2
Other Lines of Business 21.4 23.8 8.9 8.0
Accept Job if Offered (percent) 46.2 28.6 53.9 63.1
Age of Bus., Years 5.614 4.638 4.734 4.678
Standard Deviation 4.399 3.839 4.112 4.508
Full-Time Equiv. Employees 8.929 3.833 0.828 0.568
Standard Deviation 33.584 7.914 1.384 1.120
Weekly Revenues, Rands 3,932.90 900.00  1,005.62 547.20
Standard Deviation 3,474.61  1,091.91 1,198.60 944.61
Number of Firms in Category 28 21 90 203

*REG, registered firms; REC, firms recording receipts and disbursements; UNREG,
unregistered firms; NOREC, firms that do not record receipts and disbursements.

because only 12 percent of the firms are
registered, most—80 percent—of the
REC firms are unregistered.

Table 3 compares various traits of
REG firms separated into REC and
NOREC groups, and REC firms grouped
into REG and UNREG. The firms in the
REG/REC category have the highest
mean revenues and employees, the
highest fraction that operate out of
formal structures (containers or formal
buildings), the highest percentage that
can read English (100 percent), and the
highest education levels. This group also
has the highest fraction of male owners,
the lowest fraction that operate out of
homes, and none in this group operates
in an informal community without serv-
ices. The REG/NOREC firms compared to
UNREG/REC shows interesting contrasts.
The average revenues of UNREG/REC
firms are higher, but the average number
of employees is lower than those of the
REG/NOREC firms. The gender mix is
different: 62 percent of the REG/NOREC
firms are owned by males, whereas only
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38 percent of the UNREG/REC firms are
owned by males. Thus, a woman owns
the typical unregistered firm that records
receipts and disbursements.

The unregistered firms that do not
record receipts and disbursements are at
the lowest end of the spectrum in terms
of revenues, employees, and education
and business background of the owner;
most of them became entrepreneurs
because they “had no other choice,” and
would accept a job if one were offered.
We conclude that they do not have sig-
nificant potential to generate growth.

One can examine how being regis-
tered is associated with recording
receipts and disbursements and various
other traits by using logistic regressions.
Table 4 shows logistic regressions that
predict (1) if a business is registered, and
(2) if the business records cash receipts
and disbursements, given the effects of
predictor variables. The predictor vari-
ables include: Read English, Write
English, Level of spoken English, Gender,
Family business background, Started a
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Table 4

Logistic Models Predicting Registration and Recording
Receipts and Disbursements

Registered Records Receipts
and Disbursements
Odds Ratio 2z-Value
Odds Ratio z-Value
Read English 4.2300 1.1 1.6195 0.7
Write English 0.0884 —2.2%% 0.4541 -1.2
Good Spoken English 1.1057 0.2 0.5804 -1.7%
Male 1.6882 1.1 1.3237 1.0
Family Bus. Background 1.5218 0.9 1.1708 0.5
Started Another Business 0.4733 -1.4 0.6652 -1.3
Prefer to be Taught in:
Xhosa 0.9675 0.0 0.6846 -0.9
Zulu 0.5176 -1.0 0.7696 -0.7
Other 0.4374 —-0.7 0.4511 -1.1
Age:
20-35 0.6434 -0.9 0.6359 -1.5
51+ 0.7959 -0.3 0.9671 -0.1
Where Business Operates:
Street Trader or Craft Market 0.1625 -1.5 0.6077 -1.2
Container 3.0732 1.7* 2.7300 2.0%*
Formal Building 7.7108 2.8%* 5.9308 2.4
Other 4.1831 1.9* 1.3902 0.6
Educ. Level, Years:
0-5 0.3251 -1.1 0.7287 -0.6
9+ 2.1576 1.3 2.2206 2.2%*
Informal with Services 0.6934 -0.8 1.2406 0.7
Informal without Services 0.0926 —2.1% 0.6756 -0.9
Retail, Hotel, Restaurant 0.4006 —-1.9*% 1.2822 0.8
Other Lines of Business 2.2527 1.2 0.8537 -0.3
Age of Business, Years 1.0067 0.1 1.0029 0.1
Accept Job if Offered 0.3656 —2.2%* 0.6511 -1.5
Records Receipts and Disburse. 1.9045 1.4
Registered 2.0296 1.6
N 335 335
Pseudo R 0.3412 0.1342
Log Likelihood —79.4%%% —173.6%*
*p = .10.
*p = .05.
#Eh = 0.0126.
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business before, Language of teaching
preference, Owner age, Operating plat-
form, Operating environment, Business
age, Line of business, and Offered job.
Model 1 predicts that REG and posi-
tive regression coefficients are associated
with higher odds of being a registered
business. The results show that when the
effects of the other variables are consid-
ered, REC is positive but not statistically
significant in predicting whether a firm
will be registered (p = .158). Positively
associated with registration are location
in containers and location in formal
buildings. Negatively associated with
registration are English writing ability,
location in an informal area without serv-
ices, retail lines of business, and accept-
ing a job if offered. The age of the
business is not statistically significant in
predicting registration. Model 2 predicts
whether a firm records cash receipts and
disbursements, and positive coefficients
are associated with higher odds of being
a business that records cash receipts and
disbursements. This regression shows
that being registered is positive but not
a statistically significant predictor for
REC after controlling for the effect of the
other variables (p = .104). Positively
associated with REC are being located in
a container and in a formal building, and
the highest education level. Negatively
associated with REC is good spoken
English. Age is not statistically significant
in predicting whether a firm will record
cash receipts or disbursements. In addi-
tion, whereas the regression for REG has
a pseudo R* of 0.34, the regression for
REC has a pseudo R of 0.13. The regis-
tered business status is more predictable
(using the variables considered here)
than the status of recording cash receipts
and disbursements. We cannot explain
the negative association between English
fluency and REG and REC statuses; and
this is an area for further study. REG and
REC statuses do appear to be associated
through the type of location: both are
positively associated with location in a
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container or formal building. But REG
and REC are not bound together: A
legally formal business does not predict
an economically formal business.

Perceived Needs of the Businesses

In order to maximize the effectiveness
of resources used to assist the develop-
ment of township businesses, it is impor-
tant to understand the needs of these
businesses (Brink 1999). As mentioned in
the previous discussion, the owners were
asked which of a list of 10 skills they
would most like to be taught. The inter-
viewer recorded the three most impor-
tant skills as specified by the business
owner. Table 5 shows the results of the
responses for the businesses overall, and
for businesses categorized by REG and
REC. The table shows the fraction of each
group for which a particular skill was
among the top three of the 10 specified.
For each group, the most desired skill is
“How to keep financial records of my
business.” This skill is the most desired
even for both registered and unregis-
tered REC firms. Thus REC firms still
anticipate that they are not able to get a
sufficient value from their use of their
financial information. The second most
important area is “How to market my
product.” These two areas stand out from
the eight others as areas of need. “Com-
munication skills” rank next, although at
most a third of the respondents ranked
this in the top three priorities. This
ranking is also consistent across the sub-
groups of firms.

The owners were also asked to indi-
cate how much of a problem certain
issues are to the business. The 15 issues
range from theft by staff to the unavail-
ability of water. The entire list is shown
in Table 6. The owners were asked to rate
each issue from 1 to 5, with 1 being not
a problem facing the business, and 5
being a huge problem. Table 6 shows the
mean and standard deviation of the score
for each issue for all owners, and for the
owners categorized into four groups by
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REG and REC. The most serious
problem—in terms of highest score—is
accessing funds for the purchase of
capital items. This is a consistent
problem across the four groups,
although for registered firms financing is
not the highest scoring problem. Access-
ing funds for running costs, transport
costs, and competition are also identified
as relatively high-ranking problems to
the owners. To the extent that the scores
are gauged similarly across owners, we
can interpret the scores in both relative
and absolute terms. Thus, the financing
problem for REG/REC firms ranks high
for those owners, but in absolute terms
its score of 3.08 implies that it is not as
much of a problem as it is for
UNREG/NOREC firms whose mean score
for this issue is 3.97. We conducted a #-
test and the difference in the score is sta-
tistically significant at the 0.01 level. We
speculate that the difference reflects that
the financing problem of REG/REC firms
(when it occurs) deals with financing the
next stage of growth, whereas UNREG/
NOREC firms see the problem of financ-
ing as a more onerous survival issue. The
REG/NOREC and UNREG/REC also rank
financing as their most serious problem,
but in absolute terms lower than the
UNREG/NOREC firms, and the differ-
ences are statistically significant.

Competition is the highest-ranking
problem for the REG/REC firms; and is
ranked 3, 4, and 5 for the REG/NOREC,
UNREG/REC and UNREG/NOREC firms,
respectively. Registered firms are further
along in their development than
UNREG/NOREC firms. Financing is less
of an issue (but still one of top issues)
for registered firms, and the key issue in
this phase is how to distinguish the firm
from its competitors. The other two
groups lie inside the development con-
tinuum between REC and UNREG/
NOREC firms.

These results suggest that registered
and REC owners will find training pro-
grams in keeping and interpreting finan-
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cial records, marketing/promotional
strategy, and obtaining financing valu-
able. The training should match the stage
of business: Registered/REC owners will
likely need the tools to decide on what
the next stage of expansion should be,
and support for the financing consistent
with that next stage of expansion. The
other groups will need more basic levels
of training and support, but in these
same topic areas. We anticipate that these
other two sets of firms include a wide
array of sophistication, but they are
above the survival and basic-needs level.
UNREG/NOREC firms include those that
are in the survival and basic subsistence
stages. Their needs are at the basic level.
Limited resources would lead to a focus
on the other three groups.

Conclusions

In order to develop an effective SMME
policy it is important to understand the
constraints and issues facing firms in this
sector. Similar to small businesses in
more developed countries such as the
United States. and elsewhere, small
businesses in SA value skills related to
keeping and interpreting financial
records, product promotion, and obtain-
ing financing. The set of SMMEs that
receive government business assistance
should depend on the resources avail-
able and the degree to which public
policy places priority on legally formal
over legally informal businesses. Regis-
tered (legally formal) firms in SA con-
tribute taxes and fees, and agree to
operate within regulatory requirements.
Government services that assist SMMEs
are typically more available to registered
firms than to unregistered firms. But sup-
porting only registered businesses will
forfeit the potential growth in income
and employment from supporting viable
unregistered firms. The government of
SA can provide assistance to legally
informal/economically formal firms in a
way that they are motivated to become
legally formal, and this may be more pro-
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ductive (in terms of impact on economic
development) than providing assistance
to legally formal/economically informal
firms, with the hope that these firms will
become economically formal. In addi-
tion, to the extent that the diversity of
businesses has more value and registra-
tion has less value in terms of public
policy, legally informal/economically
formal firms offer a fertile set of busi-
nesses to further develop SA’s SMME
sector.

Our results indicate that supporting
unregistered firms that record receipts
and disbursements in business assistance
programs will reach more women-owned
firms, more firms in retail- and con-
sumer-oriented lines of business, more
firms in areas where the infrastructure is
less well developed (in terms of electric-
ity and water), and more firms of owners
whose language of choice is Zulu or
Xhosa instead of English. These aspects
are important in that the government of
SA’s goals in SMME development—as set
forth in the White Paper—include (1)
addressing the past disempowerment of
black entrepreneurs in the economy, and
(2) actively supporting the advancement
of women in all business sectors. The
former goal supports economic develop-
ment in the underdeveloped areas; and
these areas contain a relatively large pro-
portion of persons whose first language
is not English. The latter goal is consis-
tent with ongoing government efforts to
include women business owners in the
growth of SMMEs in SA (Schindehutte,
Morris, and Brennan 2003; Valodia 2001;
Ahwireng-Obeng 1993). But with limited
resources, the government of SA cannot
concurrently attain all of its objectives;
thus trade-offs and priorities must be
specified. We have presented evidence
on both the trade-offs that exist between
assisting township businesses based on
legal status versus economic status; and
priorities in terms of key issues and skills
needed for township business owners.
Our framework can be augmented by
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further work on formulating the appro-
priate training experiences for township
entrepreneurs, and more detail in identi-
fying appropriate milestones for specify-
ing economically formal firms. These are
rich and important topics for research
and timely implementation in SA and
other developing economies.
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# INTERNATIONAL NOTE

INFORMAL SECTOR ACTIVITY AS
ENTREPRENEURSHIP: INSIGHTS FROM
A SOUTH AFRICAN TOWNSHIP*

In many parts of (he world, #mphasis
hzs boen placed on the secalled Vinfor-
mial sectne’ ag a coptribalor e Lha oen-
nomic welfare of sociely (Gang and
Gangopaidiyeay 150k Mebogunie. Linn,
arud Codeen LB3YL, Telles 1382y, Al v,
dedpite B4 apparent size and sonpe, the
xtant Lo which this seclor 15 am impor-
Lamt sulren of coromic vicalicy peonains
unelear, Much of what is [abeled infor.
mal swonld seetn Lo Tae basic swrvival ac-
tivity, ¢reating lbtle in the way af
cmployment or wealth [Fall 1084,
Nioula 1989, Segal 15801},

The purpwose of this study i= to further
explote the natbre of the informal =ae-
tor, and specelically, to distinuwish ontpe-
prencurial from fon-enlrepreneurial
bBusiness activity withim 1his sootor
Rausults are descritd of o seres of in-
depth mlerviews: with owhers from a
cogs-settion of small husinesses Iocated
ima black South Aftican lwnahip, The
data are sssessed o determine the ex-
et Lo which infiormal sector businesses
reflect entropremenrin] drowlh polen-
til, A awmbwer of relacionahips Devwesen
backgronnd, oporating, and ouwtoone
variables ane examlneil.

"2 autbe raledutly 3o ndiet Bl reqipnd P ahls
it rel prusples] G o G rad ks e lueehid Bacwa z, Uoser-
Wiy of Cape Tomr  Chee T2 Foucte Afnrs ond [ rosaech

g ancg of W Derraw ke zthins saul a9 Coqree s an Erkom

The Informal Seeior

There is oo generndly acoepued defini-
tion of the infornal =eclor, which helps
to expluin large discr pandiss in reports
regarding s size in 3 given counlry
(AT iare angd DeSmidl 19, Sethura-
man LBEL), Monctheless, the infarmal
sector typkeally refers to economic acs
Fivities oot recarded in the national ae-
kg, and e suhject ta foemal riles
of combracl. licvnsing, labor inspectivn,
ceporting and taxation [(Dvdernalional
Eabor Orgamization 19A), These aclivi-
Gios cane be churscterized Lo terms of
ease of market anbry, reliance on indige-
NS Ienpa rees, simall scale of operation,
Iakor ibtensity, skills aequired from ow-
Sicde the Tormual sehonl systern, and mar-
kels that wre wpregulated  and
Coampeelitive {Marjies [H87).

While some of (hige besinesies are
Dme-persnn opuerations, im developing
oo tries there londs b be heavy reli-
amce om the family unit {Berger 18310,
Speecilic poles are lloely to evalve Cor
childeew, adult malas, aned older relz-
fives. Prsquently, the Fernade Juesd of Lhe
Tamily ix Che drving Tarce behind the
hainess, providiog the skills, hand bor,
staming, aml an unwavening desire Lo
kegp the Lusinuss wing. Altornzcively,
the male head of househotd may @ back
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and Ench, oking for formal sockor jobs
but falling back on the family husiness
wueh of the time,

The malivatdon beliited mvest 1ol ormal
sector businesses is generally asswmed
to b personal survival, as opposed b ne-
turn on investmeni (Rauch 101 AL
heugh thos sector willl bend s biave rich
and poor components, most of theso
Businesses nrovide a subsizience exil-
ence. Heturns tend ko be lw and iptec-
miltenl, sccurily and siability are
mivnal; working howurs are bongg, and
workiog conditions ame poot (Doevanno-
tert and Watson MELYL Thus, the soop
and impgrtance of irfprmal actividey
will Lend Eo parallel the levels of poveny
wnd woderempleymenrt 1 an coohoimy
(Marms P37 The Ueanenduods growih
af this seetor im repenl decades i5 al=4
saitl Lo parallel urbanization, with mivre-
tion o cities in developing counbries R
outpacing the smployment capacity of
medern manulacturing and other farmal
soctor activitios (Sethuraman 131

Irformal sector Businesaes ave gener-
wly assumed W demonstrate ow levels
of productivity, especially given their la-
hor inkensity, limited skl poed, ame
small scale of nperaticn. Howewver, if has
sl been argued thal Lhia ssckar s quile
cifierenl At gencrating pob opportunilics
and zaclafying baac population needs at
vory low sl (Roray 1931, Stavbus
108, It iy assumed by others that the
structure or make-up of ths sector 1= nel-
atively homogeneous in developing
coamamies, best somde evidenoe alsne ex-
stz of significant diversity (Derger 19491,
Fall 1999, Telled 1892), Theee appear Lo
e dispropormionate nuembers of rekadl
trade and setvice-nrienled enterprises,
but wvarious counbry stedies have re-
porled sizrable aumbers of manulactor-
eng, meltal warking, eonsiructisn,
wssembly, and wholesae opertions {Lu-
bl anil Larvur 1890, Staubus 19897, -
veraity has also been observed ip the 3ize
and operalionzal sophisticakion of iofor-

mal =ector cnterprises (Hzlverson-
Queerdo 18993, Veoslog 1983),

Informal Sagchor Aztivity In South Afdca

The Soulh Alrican coonamy has expe-
richoced tremendous lordwlence inone-
cerl vears, owing in large part to the
dynamic process of indernil transiorma-
tiare which continues oo enfold, Not only
it the vountry imLhie process of ahandnn-
i the lakt wostigoey of apartleid and -
nalizing the move ko democracy and
majority rule, hut i cootiness to feel the
impact of worldwide recession and the
limguring cffvets of interoativnal trade
LR T T NTN b T

Thi informeal secior in Sourh AfTics is
estimated by fepresetr o paortion of e
tweety 16 percent and 40 petoent 1o e
rnnt prias domeatic preoadecl. (GO
(Abedion and DeSmidr 170, Dedmidt
19688, Thermas BER). Appeosximacely 4
miblicn jobs are attributed Lo this sector,
while the formal seclor secounds far
shoat 7.7 mallom jobs {Sham 18891,
Thomas 1989, Estimnates of ahnual GDP
por worker are R11 400(cand, 3.6
rwced = 31 LY im the informad scetar,
cotpansd w BRI #H in the formalized
sowall cbved mvecdivom crite mTise seedoar (£%-
renciat Hed 1991), Some 22 peronnt of
the potentlally active black populativo
15 Uit oo Lee msvodved m ioformal e
tivities (Raine 1953}, whila thid sector is
prijescted oo inciude betwoen 300000
and 700 (MM} businesses {4frican Fus-
ness and Clamber oF Commeros: e
1390, Yostow 1988, One major study of
ifurmeal busicess activittes identified
Tour gereral calegories: tradiog and
hawkitg (52 percent of toral busi
nesses), produetion and constiuction (23
prceeint], seevices (16 pereent), and al-
licit activitics (6 percent) (Ikaine L339).

As # fuoction of the dismant]ling of
aparileid, and same gencral decegula-
tho of the econotoy, indermal sector ae.
fivily s papidily ex paandingg i b ake s,
The first 0f these iy in the mgjor cities,
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whiene Uhe grauting of 2l and ceanomie:
rights to blacks hag resdeed o a burgeon-
ing wndicensed taxh mdusury, Jage ruun-
betd of strect and mall hawkers, and an
abutdant supply of urrecorded domestie
and hongehald mMaineenance services.
The other goowlh area i the black town-
ships, The removal of restrictions on
where blacks could live, wotk, and trave]
nroducesd barpge migrations from miral ar-
eas to cities. However, lack of availahle
and alfurdable hoosing led e the devel-
epmenl o squatter camps, snme af
which rmpidly evobed into zebsiantia)
commuartlies. A nomber of these black
Lowtshdpe sumouned every mijor cidy, and
st hiaver expe e ncsd wacan trolled pop-
ulation growth,

Ehavelitsha i3 & case in paint. The de-
velopment. of this township bagan b
1983 an sandy wastaland just souvth of
Cape Tewn. [nitial poojections wers Tor
220000 people, HOWeveT, curmehe osei-
males place Lhe popalatinn at wel| owey
1 million (Kupiso 1903, Residents have
3y Brusehold righds, with most of
the housing consisting of wood, corru-
gaced irom, or cardbmoard zhueks. There s
2 waler supply, and some eleciriciny. hut
T sewage syatem. Sehonls hawve been
built, and roads are being constnuclad.
Average houwseholld oecupzney is 5.3
[DeSmidt, 1553},

informad seclor activity is prervasive i
townstaups. and Khayelitsha is no excep-
tinn. Inoone ady CAyimes 1883), 0 was
found that an informal husiness was op-
vrabing i cvery Bifth township house.
Eost of Lhese were single person opera-
rinna, with abont one-third canploy g o
famity memhber Close (o 70 perccnt wore
operated by females. The masl preva-
lent wypes of husinesses anpear 1o he
Eoucery shops, butelwrics, hairdressera,
stamsbtesaes, and shelmens [ligoor es-
tablishments) [(DeSmidt, 1988).

Crmghiong Soocica-gon b ol devilo pro e s
in Youth Africa suggeat that the eoon-
iy wonll collagre withool o sizealile

and growipg; informial secior (Broom and
Joyce-Clatk 1889, Nuouwla 1988). The
POPUIAIoN is an course to double its siee
within 27 yeacs, The coommny, wihich
has acwally contrsoted in bl past fouw
Yeats, tnust grow al 2 male of 5 percent
e year o absork the bunhsaoing lahor
pool (Monpower Ieief 199011 AL issae,
pactulady from a public policy stand-
prnl, s the extenl 10 which the nfor-
mul sector represents a viable solulion
i the: gonwech meads of the country, and
s shoubd be prieritked in onguing vee-
pomic developtment efforts. This Brings
tes o Rhe o et scd y,

The Study

To develop further insights regarding
prospecls for entreproosurial growth
within the informal secbar, A CTOS%-
sectional surnvey was conducted within
the Blick Siwibe Afcican Lownship of
Khayelitsha. Qwner-managers of 30 in-
formal seclor Businessed wore  peFsehe
ally intervigwed al thear place of
business. Hecawse the research unberest
was goovth mrtential, onaly businesses
involved in producing a product or delive
crimg 3 smwecialized service were incloded
{For axample, the multibnde of small -
cocy sl ligune retailers were excluded],
A quita sample was omstreked eonsist-
ingd ul 15 busioesses invelved in prodoc-
Livetn Tromles (or esxcznple, eather pooely,
wrolkght oo wark, joinery, brickmak-
ing, angd clothmaking) amd 15 in secvice
trades (e.g., bicycle repair, television
and madin repain anta body regairn and
photography).

A questionnadire was designed congise-
ingd of 31 npen-emied itams covering the
following six areas: motivatiom Tor stark-
iog! the busine:sy (Ews itemny), hackgraupnd
Irefiore stariing the husiness{four ilems),
ioiliad resources (bwo items}, operational
sophistiealion of Bhe bonginess {(Fourteen
items), performance of the business
(Mour items), and folure outbeok (five
itermi=), For a nomber of the items, thein-
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fervicweT wid provided with a scale of
pussible answers I the cespondent
pecded el io ondesbanding what was
basing askod. For instance, when asking
how resypkindoobs gol praid 15y ousdomens,
answer prompls ineloded Charber'’
“ravho i advance, " Ucash on delivery,”
“epegue,” and Con sescoun S Tl gioes-
Cieng were worded Lo etnphasize simplic-
ity amd rlarity. Ewven s0, some
interpretation problems wers encaonun-
dered and eoreain derms had 1o b Lrans-
Tated bwck and forth o Rumber nf times.

Intérvriews were conducted by Lwo
Ledms, cach conrsistimg of two brined in-
dividuals who were residents of Lhe
townshlp and a wained gradoeare student.
Tl susveys wene conducted in Engliah or
Lhae comlives lagndoages of Eree sulsjecls, e
pending on their preferences. Bach inter-
vy Bt Belwecen 35 wnd 60 i les,
The projucl wus exglame] as 2 study b
g conducted by dhe school of business
ab 2 lecad wpiversity, and paricwpalivn
was valunlary. 1o spite of seue ndtid
kesitatioon, respottdents nomyeil b te: nela-
tively oooperative.

Descriptivae Findinge

The meedian g ol respondenis was
370 years amd ranged Trome 2 to 70
vears. Contrary to the earlier-cited ster-
cobypes, the sample consisted of Tar
more males than females {(HO) mercem
versus 20 percent). All businesses were
anrcgistered, unlicensed, and nam-
Laxpaying Uoly 7 percent kept [ocmad
books. As summacized in table I, the
typical respannoent bad resided in the
general region in which Khayelilsha 1z
leeaced for 123 yoses, Vieencelly sl of
e (B3 percont) bad oot owped any
businesses prier to the current ane, Most
had received 3 fnrmal education only
thrgugh standard fH, and clise to one-
fourth (23 poroent) had obtadined some
sork of Ercrmal jnte traiming, either at a
training center, technical sthool, 0T oa
{ormal seckor Company.

The majoricy of respoadents created
Choeit businessvs ol of onomie peees-
sily, principally becaose Lhey wene oue
of work ot necdod o supplement theic
incoanes, And yob. meacly oiwe-fuwrdh (23
peTcent] were driven by the recognitict
of 4o opportunity. AL Lthe Lime they
started the business, mose of the respon-
dte s repperesl Lt thaey diedd heve other
emplaymeant aprnrianities, close [t
thirds of which were within the formel
sector Three-foublis of 1his responcdents
started theit businesses with RSO0 ok
less [npprocimatedy $1700 LR, and 44
percent started with less than R1Q0D.
This msey came poncipadly from pot-
sonal savinga (B0 percenty or a family
bren [ L pwereetit),

The operational sophistication of
these businesses is refected in table 2.
The tendency was to purchass inventory
when orders are placed or a depasit
Laken (69 porcenl), by bay between R101
and B worth of neaterial ab = time (74
jereent], anmd o purchase at retail (60
percenct. When transporting matoeciabs
or finished gonds, 40 nercent reported
that rthey used their e bransport. Just.
vver hall {83 percent) reported that they
ob od v or e pleces of couipamend
or machinery, While &7 peroent coqsen-
Fraped brir sales within Khagyelitsha, 30
Perce it sold to oustome s in obher owa-
ships, and 13 percent s03d (0 customers
it Frem Lovw mshvines. Wheen chargng ons-
tomers, the tendoency wias to negotiate
abld/or vary prices degread ing om Lher 2u%-
Ltomner (D3 petrceant) and w teymire cash
inielvanoee ot on delivery of goaeds aod
seTVIces (T3 percenl).

In teerns o performance. just under
tme-hall {40 pereent] of e bsineeses
in the sample had created employment
opprreluolies Tor al beast oc con-Family
member (see table 31, Mobchly sales Flg-
wres tanded b he wnder RLOMD, with 43
percent of the Dusippsses Teporting sales
hetween B30} and HAWNY, and 27 per-
ceol bedwessrn B2IH amed BiEHM]. FPhee
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Table 1

BACKGRCUNE, MOTIVATION, AND [NITIAL RESOURCES OF RESPONDENTS

Bare kgriung
Lamgeh of i réesading inthe ganeral megiod;
MNumber o1 buzingazes ownad balgra cunrant oa:
Lavehof fTormel educgison:

Sources of ira ning 10 your Branass.

Mollvetlon
Raazon for etarting buweirame:

Qg amnp oy WWank oo rilios:

inltlal Rgaourcss
MIJI'IEI"" Lised o glAM bUSINe3E!

Soarroa o anibial finarting:

mdizn = 12.3 years
3% indicared o
rots = 239
slandard 2 = 13%
Sandard § = 3T8g
plandard B = 2404
slandard 10 = 3%
MHHEE = T

self taught = 4534
WaINM] Canter » 34494
technlkon = 21%
COoOMmpany = I

uremployed o Ao

to supplamant incgme = 300

to be indapendent = Yo4
racognized gn cpparunmy = 200
nawe ~ JAgk

farmirgg = 3%

Lompany = 5%
Poprewrkdemoclic = 33
informal sectar = 3%

g% thar R100 = 545
A10n o A5 = Hhta
R501 by RS0 - 15%,
F1507 10 B0 = %
[« 100 T $a\'|rl|;E. = B%h
tam.ly Ipgn ~ 13%

eank loan = Fo4

typicad mspondent had kept their Busi-
ness gring for 3.2 years.,

Also summarized i table 2 aee the
owners” perceptiond regarding 1the fu-
ke of chedr bosioesses. Forusing an the
next three years, all of Lhe respondonts
anticipated some form of @mowth. The
TIOSE Sofmoesin CRTAOT LalioRs wers 5 new
and beller location (35 wrcant), in-
creaced sales (1 percent), enlarged
premises (21 pereent}, and additional
ermeployvees (M pepcent) The majority
perceived Wie existence of untapped 1p-
portunities, principally in the form of
new cusbomers (37 percent), new prodd-
ucts and servives (30 pereent}, and -
traused sales to existing customers (L7
percent), Th suppert growth, 29 pereent
of he cespondents had plans to oblain
additional linancing of same sort., Over-

all, the swners were relatively positive
abont Lo fulure, wilh 4 ppercent indi-
cading tho outlaak For their busineses
was good or very good, and only 3 pee-
Cent Suggasting the crutheok Uik paowr o
very pwr Consistent with this poaitive
cutbook, just 10 percent indicated they
wirib]d deliite]y give up their business il
offered a stable job wilh an establisheg
lirm in the formed sector, and another 27
prercenl incdicated Bl might o 20, Bt
wilh considerabbe difliculty.

Koy Relationanips

In an attempt to gain Muther nsights,
Wik items in Uhe Survey werd grouped
intoinput (for example, backgmund and
initial resoorces), throughput (for exam-
me, operat ional saphisticatior), and ont-
pul iperfnmmance and futire outlook)
categories. Kelalionships Jumuocog Lhese
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Teblde %
QPEAATIONAL SOPHIS TICATION OF RESPOHOENT SRAANIZATIOHNS

o5 depnst tekan 38dh kow 9locks

T A% -0 404 H1001-A2500

6 ratailars

Mt 3% waldng

5754 sams Iwnship M adlear Wvwnships 13% Quiside 1omnshons

1784 faed markup 3% match compesl-on

a. When maiérials i purdhases:
304 Spare money 109 order pleaced
i Awdrage Al purchidd:
158% = H100 T4t A -AS00
o Lnurce of matarals:
13% producers 27 wholesalers
d. b atheod Of Trans o :
4% Cowrm Brans oo A2% hired trenspeot
a. Crwniarahzp of equipment'machinesy (othar Lhan hand 1oats):
4704 yiny B2%h ro
I Sonrcd of SoMECUSIDRLRrS:
a- Method of poicing:
BI04 wari A5 E MErKU s g anlng
h. L usioimer payment mathod:

13045 cash In pdwvande B5E cash on dalvery 2404 acooun: A% layaway

Takie 3
FEAFORMANCE AMD FUTURE GUTLOCK FOR BAMPLED BLUSINEEEES

Parformance
Montamily Employaes:
85% nona d1to 1-2 T4 34 Sk 5

kMonihty Tormaver (SalBeh:

J% TP Cr G-y

17% ~ REOQ 43% AS)LAZM0 275 AZ001-ASI00 109 RSO0 -R10000 3% K 1001-SH20000

WA in BuSidss:
modesn = 32 maan = 53

Futurs Qutfoak
Whera buE-nase will ba in 1hres vears:

O Ao ickad Qo oul o Business O no chenge 10 sddatinnal ampopes

21% anlarped pramizes 5% new Iocalion
Mew busingss eoporlunitices reoel (hddpa yains

2% it niafied SAlRS 3% barrmal Seddior
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Abstract

Person—organization fit research suggests that the closer the match between individuals’ attitudes,
values, knowledge, skills, abilities, and personality, the better their job satisfaction and performance.
We suggest that the closer the match between entrepreneurs’ personal characteristics and the
requirements of being an entrepreneur (e.g., creating new companies by transforming discoveries into
marketable items), the more successful they will be. Specifically, we argue that to the extent
entrepreneurs are high on a number of distinct individual-difference dimensions (e.g., self-efficacy,
ability to recognize opportunities, personal perseverance, human and social capital, superior social
skills) the closer will be the person—entrepreneurship fit and, consequently, the greater the likelihood
or magnitude of their success. This framework offers potentially valuable new avenues for assisting
entrepreneurs in their efforts to exploit opportunities through the founding of new ventures because the
dimensions of individual differences we identify are readily open to modification (e.g., through
appropriate, short-term training).
© 2003 Published by Elsevier Science Inc.

Keywords: Person—entrepreneurship fit; Entrepreneurs; Person—organization fit

1. Introduction

Person—organization fit research is concerned with the antecedents and consequences of
compatibility between persons and the jobs they perform or the organizations in which they
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work (Kristof, 1996). The findings of such research indicate that individuals choose work
environments as a result of many different factors, including their attitudes, values, abilities,
personality, and various job dimensions, as well as factors relating to organizational structure
and culture (Van Vianen, 2000). While traditional recruiting manuals emphasize matching a
person’s knowledge, skills, and abilities to the requirements of a particular job, the notion of
person—organization fit emphasizes congruence in values, goals, attitudes, and personal
preferences. Stated differently, people are attracted to work settings that are consistent with
their values and fulfill their needs (Cable & Judge, 1996).

While much research in personnel selection has focused on important components of fit
with respect to existing, well-established organizations and routines, far less attention has
been directed to person—organization fit in the context of new venture formation. More
notably, to date, neither person—organization fit literature nor entrepreneurship research offers
concrete guidance as to the factors that make some persons, but not others, successful as
technological entrepreneurs. This paper focuses primarily on the task of filling this gap.
Specifically, we develop a model in which to identify various individual-difference factors
that may play an important role in entrepreneurs’ success. It is understood that entrepreneurial
success takes many forms, but since entrepreneurs often create new companies, we explicitly
conceptualize such success in these terms, primarily as success in launching a new company
into the marketplace. Finally, we recognize that entrepreneurship is multidimensional, but
since technological innovation is a key source of economic growth and prosperity, we cast our
discussion to fit particularly well with such contexts.

The paper is divided into four major sections. In Section 1, we define two research
domains—one encompassing person—organization fit and the other concerning person—
entrepreneurship fit. In Section 2, we focus on some of the ways in which mature and start-up
companies differ, and how these differences may be reflected in the role requirements for
employees (of mature companies) and entrepreneurs who start new ventures. For example,
the main and most obvious task entrepreneurs, but not others, embark on involves a series of
actions leading to new venture formation. In Section 3, we discuss person—entrepreneurship
fit and show how specific individual-difference variables are crucial for successful execution
of key tasks and functions entrepreneurs fulfill. We conclude the third section by introducing
a model of person—entrepreneurship fit and entrepreneurial success. In the final section, we
suggest new directions for future research in which individual-difference factors can further
our theoretical understanding of entrepreneurial activities and also describe practical
implications of our framework.

2. Person—organization fit and person—entrepreneurship fit: some basic considerations

In this section, we review previous research on person—organization fit and examine recent
research on person—entrepreneurship fit—a smaller but rapidly expanding body of know-
ledge. Research on person—organization fit is highly diverse; thus, a comprehensive
examination of this topic is beyond the scope of the present paper. Instead, we present a
brief overview of key findings in this domain, primarily as a means of establishing clear
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boundaries and parameters (interested readers are referred to several reviews of this topic,
including Cable & Judge, 1996, 1997; Chatman, 1991; Kristof, 1996; O’Reilly, Chatman, &
Caldwell, 1991; Schneider, Goldstein, & Smith, 1995).

All organizations—established ones and newly founded ones—face intense competitive
pressure. Literature on person—organization fit holds that one solution to this problem is to
attract, recruit, and retain talented persons who invigorate the organization and mobilize it to
achieve its performance goals. For example, Jack Welch personally interviewed all candidates
for the top 500 ranking positions at GE. This view—that hiring the right people is crucial
(Pfefter, 1998)—has stimulated substantial research on person—organization fit. Research
building on Kirton’s (1976) Adaption—Innovation Theory of problem-solving style at work
found that although cognitive misfit may not influence engineers’ job performance, it does
predict their turnover (after 3 years) (Chan, 1996). Similarly, Cable and Judge (1996) reported
that value congruence (between job seekers and organizations) is more important than
whether job seekers and organizational representatives share similar background. Controlling
for the attractiveness of job attributes, they also report that high person—organization fit
predicts both job choice and work attitudes. This suggests that when newcomers adequately
evaluate their fit with an organization, it helps them to better manage their future work
attitudes.

Interestingly, much research on the question of person—organization fit asks: To what
extent is such fit a function of the person, the situation, or the interaction between the two?
Although strong theoretical arguments have been made in support of each position, an
increasing volume of research suggests that both persons and situations matter, and that the
interaction between the two determines individual task performance and organizations’
longevity (Bowen, Ledford, & Nathan, 1991). Moreover, if institutional environments shape
organizational structures and outcomes, what is the role of strategic choice in managing
organizations (Beckert, 1999)? Building on theories in evolution and organizational ecology,
Ghoshal and Lovas (2000) proposed that organizational leaders play a major role in shaping
their companies’ direction and outcomes. According to this view, organizations, through
managerial foresight and personnel action, have limited, yet consequential, degrees of
freedom to maneuver within their environments. In other words, top management and
entrepreneurs bring timely interventions that guide and shape the outcomes that firms
experience (Balkin, Markman, & Gomez-Mejia, 2000).

We propose that because knowledge and intellectual property are becoming more
important than physical capital, individuals now exert stronger relative control over the
management of their own careers and vocations than was true in the past. The fact that
individuals seek opportunities for professional growth, along with increased job mobility,
suggests that notions of person—career fit may be more practical than the concept of person—
organization fit. Indeed, highly skilled persons find that it is more difficult to change lines of
work than to change employers. Or as suggested by Neal (1999), workers are more likely to
change employers without changing careers than seek out feasible lines of work while
working for the same employer.

Person—organization fit, which is frequently assessed by the compatibility between
organizations and their incumbents (Kristof, 1996), has important implications both for
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individual employees and their companies. To name just a few, compatibility between
incumbents and their organization is commonly associated with job longevity, greater
organizational commitment, better job performance, higher job involvement, improved
employee attitudes, lower turnover and tardiness rates, higher levels of socialization and
co-workers’ likeability, and improved personal health and adaptation, (cf. O’Reilly et al.,
1991). Schneider’s (1987) attraction—selection—attrition (ASA) model holds that people are
first attracted to organizations as a function of their perceived congruence between the
institution and their own characteristics (Cable & Judge, 1997; Schneider et al., 1995). Then,
a positive selection occurs when those hired also have the attributes the organization desires.
And finally, once incumbents realize that there is no longer adequate fit with their work
environment, they tend to leave. This indicates that people continuously shape, and are
shaped by, their own workplace. On the basis of recent tests of the ASA model, which point
out that organizations are indeed relatively homogeneous with respect to incumbents’
personality attributes (Schneider, Smith, Taylor, & Fleenor, 1998), Van Vianen (2000) has
suggested that a match between newcomers’ characteristics and those of tenured incumbents
also determines a good person—organization fit. Not surprisingly, congruence between
persons and their organization is—at least to some extent—a function of similarity: the
extent to which individuals share attitudes and values, demographic and social backgrounds,
work ethics, and a host of other factors (e.g., professional interests, needs, aspirations, etc.).

To recap, research suggests that interactively, persons and their institutions affect attitudes,
behaviors, and task performance; that job seekers are attracted to organizations whose
mission and values are congruent with their own; that incumbents select job candidates who
match their values and even background; and finally, that a lack of congruence between
persons and organizations will result in high attrition or turnover rate (e.g. Chatman, 1991).

3. The intersection between person—organization fit and person—entrepreneurship fit

Shane and Venkataraman (2000) define entrepreneurship as a ‘““scholarly examination of
how, by whom, and with what effects opportunities to create future goods and services are
discovered, evaluated, and exploited” (p. 218). Consequently, in the context of the high-tech
industry, entrepreneurs are persons who evaluate, discover, and exploit technology-based
opportunities. Successful entrepreneurs have the insight to match technical discoveries with
buyers’ needs and the stamina, knowledge, skills, and abilities to fruitfully deploy their
offerings in the market. This suggests that the main, but not the only, tasks entrepreneurs
embark upon while creating new companies range from transforming technological discov-
eries into marketable items, working intensely despite uncertainty and limited capital to
establish market foothold, and fending off retaliatory actions from rivals in the marketplace.
Another role that many entrepreneurs fulfill, particularly when launching high-growth
ventures, is dealing with informed investors. While entrepreneurs deal with a small,
homogeneous, and highly involved group of investors (e.g., business angels, venture
capitalists, and bankers), incumbents are normally accountable to heterogeneous stockholders
exhibiting diffused ownership.
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An appreciation of the diverse roles that entrepreneurs fulfill is particularly apparent when
considering the key differences between emerging and existing organizations. Indeed, a
growing stream of research suggests that although entrepreneurial firms share much in
common with established organizations, managerially and operationally, these two company
types differ in important respects. To name several distinctions, entrepreneurial firms are
substantially smaller and have fewer resources, their product line is limited and largely
unknown, and they lack name recognition. That is, young firms suffer from the liabilities of
smallness, newness, and legitimacy (Aldrich & Fiol, 1994). Entrepreneurship also entails
considerably higher internal change and instability than that commonly observed among more
established firms (Shane & Venkataraman, 2000). In fact, not only do entrepreneurs face
market volatility, but also their very pursuits of “new combinations” (Schumpeter, 1934)
actively instigate further turbulence. The processes of firm creation (either as an independ-
ently formed venture or as a spin-off new business unit within an established corporation)
take place when teams or individuals successfully convert original discoveries into innovative
products and services that benefit society (Arrow, 1962; Kirzner, 1997). While many
established firms innovate and compete under adverse market conditions, entrepreneurial
firms must—simultaneously—build their internal infrastructure. New ventures and estab-
lished organizations also vary in terms of access to resources, available capability and assets,
and knowledge capital, which again give rise to challenges characteristic of the liabilities of
newness and legitimacy. These and other distinct differences explain why young and mature
firms often use different operations, strategies, and tactics to achieve distinct and contrasting
goals (Miller & Friesen, 1982).

Given the distinctions mentioned above, to what extent are persons who choose to create
new organizations different from those who, instead, choose to work for established
organizations? Several views suggest that entrepreneurs and nonentrepreneurs differ with
respect to a number of personal characteristics (cf. Baron, 1998, 2000). Person—organization
fit theory advises that the inclination and motivation to develop novel technology, products,
or services that no one has perceived or harvested before and create organizational infra-
structures to sell them are not the same even among persons enjoying similar levels of
knowledge, skills, and ability. For example, many entrepreneurs—as compared to employees
with comparable backgrounds and experience—earn lower income with lower earnings
growth. Hamilton (2000) explains that such earning differentials reflect entrepreneurs’
readiness to forgo high pay in exchange for the nonpecuniary benefits such as increased
professional autonomy and a sense of personal control. Additionally, motivational paradigms
such as goal setting theory suggest that individual performance in almost any context
depends, to an important extent, on personal goals held by such persons (Locke & Latham,
1991). Building on the view that achievement is determined by personal variability in ability
and motivation, Seligman (1991) adds that optimists are more likely to make the effort
necessary to achieve their objectives. Additional evidence suggests that persons who create
new companies and those who work for existing ones may perceive and react to risk
differently (Busenitz, 1999; Busenitz & Barney, 1997). Entrepreneurs pursue businesses
without fully knowing how the market will react and whether their new products or services
will succeed. Since many first-movers and visionary innovators fail to capture the market
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only to see closely following second-movers reap these rewards (Tyagi, 2000), persons who
create new companies shoulder substantially more risk than persons who run established
companies.

Empirical studies also offer support for the view that where entrepreneurship is concerned,
individual differences do indeed matter—different people may be better suited to exploit
commercial opportunities or create new companies than others. According to learned
helplessness theory, it is only when individuals believe that they can achieve a desired
objective that they will make the effort necessary to attain that objective (Bandura, 1995;
Seligman, 1991). Starting from this premise, Markman and Baron (under review) reasoned
that because transforming new technological discoveries into attractive products or services is
difficult, launching a new high-tech venture requires high conviction in one’s ability to
overcome unavoidable challenges. In support of this reasoning, they found that patent
inventors who start new ventures show significantly higher levels of perseverance and self-
efficacy than do inventors who chose to work for established organizations. In fact, the annual
earnings of the most perseverant inventors (top 20% of the sample) were more than
US$35,000 higher than the annual earnings of the least persisting inventors (bottom 20%).

Perceptions and cognitive biases also shape how individuals cope with risks inherent in
their decisions to start ventures. Research indicates that several biases such as illusion of
control and the belief in the law of small numbers lowered perceived risk, suggesting that
entrepreneurs might not realize that certain tasks, important to ventures’ longevity, are beyond
their control (Simon, Houghton, & Aquino, 2000). Other evidence suggests that entrepre-
neurs and nonentrepreneurs may react to environmental complexity differently and may
exhibit variability in their ability to cognitively reduce it to manageable levels. Studying the
relationship between organizational complexity and information processing, McGaffey and
Christy (1975) argued that since entrepreneurs try to reduce complexity associated with their
new firms, they might differ from nonentrepreneurs in their cognitive processes. Meyer and
Dean (1990) suggested that professional managers frequently replace founding entrepreneurs
when the latter reach the ‘“executive limit,” whereby they fail to adequately reduce
complexity and thus limit the growth of their own venture. Other scholars found that
entrepreneurs, more so than managers, tend to be /ess comprehensive in their decision styles
(Fredrickson & Mitchell, 1984). Kaish and Gilad (1991) report that founders of young firms
spent significantly more time searching for information and paid attention to different risk
cues than did executives of established firms. In contrast, Busenitz and Barney (1997) found
that entrepreneurs, as compared with managers, gathered significantly less information,
utilized less formal techniques to analyze problems, and followed less rational decision
processes. Others noted that entrepreneurs recognize patterns in their field and make quick
decisions (Bird, 1988; Eisenhardt, 1989; Stevenson, Grousbeck, Roberts, & Bhidé, 1999).
Finally, evidence confirms that shared or common cognitive scripts not only explain
similarities in venture decision-making among entrepreneurs across cultures but also
behavioral differences between entrepreneurs and nonentrepreneurs within countries (Mitch-
ell, Smith, Seawright, & Morse, 2000).

Since accumulating evidence suggests that entrepreneurial firms are different than more
established firms and that entrepreneurs are different—at least along certain personal
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dimensions and roles—from nonentrepreneurs, a related question arises: To what extent do
successful entrepreneurs differ from less successful ones? It is to this question that we now
turn.

4. Individual differences and entrepreneurial success

Person—organization fit theory advises that environmental forces and situations exert
strong influence on entrepreneurial activities, but we agree with Shane and Venkataraman
(2000) who point that individuals (and opportunities) constitute the core of the entrepren-
eurship phenomenon. Indeed, much research on the role of individual differences in business
contexts distinguishes between “strong situations” that curtail much of the expression of
human variation, and “weak situations” in which individual differences may have profound
impact on the situation (Chatman, 1989). Since emerging ventures are just beginning to form
and evolve as institutions, we view entrepreneurship and entrepreneurial undertaking as
relatively “weak situations.” Young firms are noticeably more open to change than mature
ones and thus human variation seems to bear more pronounced weight. This also suggests
that individuals who actually persist and so see their new ventures grow may wield strong and
enduring influences on their environment including their emerging company.

Although it has been noted elsewhere that incorporating individual-difference factors can
further management theory, research, and practice (Mitchell & Mickel, 1999), initial
entrepreneurship research, often relying on ecological perspectives, questioned the utility
of individual-difference dimensions and person—entrepreneurship fit. Further, early investi-
gations seeking to differentiate entrepreneurs from other persons, or successful entrepreneurs
from ones who are less successful in terms of individual-difference factors, were met with
only modest success. Unfortunately, these preliminary failures led some to conclude that
individual differences are largely irrelevant to entrepreneurship (Gartner, 1988; Shaver &
Scott, 1991). However, the idea that individual differences do indeed matter remained
compelling (Pfeffer, 1998), and currently, even economists suggest that firm performance
and personal success are determined—to an important extent—by human variability rather
than mere exogenous factors such as product differentiation, barriers to entry, or economies of
scale (cf. Bhide, 2000). For instance, recent findings show that young firms’ performance and
positive cash flow are more significantly related to their human and organizational resources
(e.g., owner’s industry experience and commitment, staff skills) than to their strategy (Brush
& Chaganti, 1999). Others have suggested that entrepreneurial success and performance are a
function of achievement motivation, risk-taking propensity, preference for innovation
(Stewart, Watson, Carland, & Carland, 1999), and the capacity to adapt to and tolerate
ambiguity (Bhideé, 2000).

Our review of recent entrepreneurship research designed to elucidate factors that influence
both performance of new ventures and their market success identified individual-difference
variables that seem to distinguish those who successfully start companies from those who do
not. While these factors are diverse, our review centers on ones for which empirical evidence
for links to entrepreneurial success are strongest: high self-efficacy (Chen, Greene, & Crick,
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1998; Markman, Balkin, & Baron, under review), ability to spot and recognize opportunities
(Busenitz, 1999; Kirzner, 1997), high personal perseverance (Markman & Baron, under
review; Stoltz, 2000), high human and social capital (Honig, 1998), and superior social skills
(Baron & Markman, 2000). Other important dimensions, such as the “Big Five” dimensions
may also be important, but have not, as yet, been systematically investigated with respect to
their potential role in the success of new ventures. In the following discussion, we review
evidence regarding the impact of the variables listed above on entrepreneurs’ success.

4.1. Self-efficacy

Self-efficacy refers to the extent to which persons believe that they can organize and
effectively execute actions to produce given attainments (Bandura, 1997; Chen et al., 1998).
As explained below, we propose that entrepreneurs high in self-efficacy will outperform those
who are lower on this dimension. This rationale is based on social cognitive theory and a rich
body of research in applied psychology showing that adaptive human functioning is
motivated, regulated, and directed by the ongoing exercise of self-efficacy. According to
the theory’s triadic reciprocal causation model, self-efficacy operates as an interacting
determinant to bidirectionally influence behaviors (Bandura, 1997). For instance, empirical
research shows that high self-efficacy is fundamental in most human functioning, including
efforts at overcoming substance abuse (Bandura, 1999), avoiding homelessness (Epel,
Bandura, & Zimbardo, 1999), attaining high academic achievement and social influence
(Bandura, Pastorelli, Barbaranelli, & Caprara, 1999), learning and mastering educational
tasks (Bandura, 1993) and—most importantly from the present perspective—organizational
performance (cf. Bandura, 1997).

Since self-efficacy positively affects diverse human functioning, we suggest that it will
have similar consequences in the context of entrepreneurship. For example, individuals high
in self-efficacy not only prefer challenging activities; they also display higher staying power
in those pursuits (Bandura, 1997). Thus, it stands to reason that entrepreneurs who have high
self-efficacy will outperform entrepreneurs with lower levels of self-efficacy. Similarly,
because the incentive to act is highest when entrepreneurs believe that their actions (e.g.,
starting a new company) lead to attainable outcomes (e.g., successful venture), high self-
efficacy is an important determinant of successful entrepreneurial behaviors. Interestingly,
empirical research shows that self-efficacy successfully differentiates entrepreneurs from
nonentrepreneurs (Chen et al., 1998). Others proposed that because the ability to start a new
venture (i.e., obtain needed funding, recruit key partners and talented employees, and
transform discoveries into salable products or services) requires high levels of conviction,
personal success will be determined, to an important degree, by one’s level of self-efficacy.
Indeed, in a study of patent inventors, Markman et al. (under review) found that high self-
efficacy was a significant predictor of personal success as measured by annual earnings and
that high self-efficacy reliably distinguished between technical entrepreneurs and technical
nonentrepreneurs (technical entrepreneurs being significantly higher on this dimension).
Taken together, social cognitive theory and empirical evidence support the view that
entrepreneurial success is significantly influenced by individual differences in self-efficacy.
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4.2. Opportunity recognition

Individuals differ greatly in their abilities to capture, recognize, and make effective use of
abstract, implicit, and changing information (Miller, 1996). Notions of opportunity recog-
nition suggest that the ability to identify high-potential from low-potential opportunities and
to spot obstacles before they become insurmountable would lead to the creation of superior
ventures. Because newness and ambiguity of emerging markets create a powerful incentive
for entrepreneurs to obtain superior information, we suggest that those who are more alert and
better at monitoring and processing information would stand a better chance than those who
are less adept on these dimensions. Our perspective is that individual differences in cognitive
processes (e.g., mental models) may facilitate identification of previously unrecognized
factors that can raise the likelihood of success of new businesses. We suspect that although
most individuals scan their environment, successful entrepreneurs may be better at discov-
ering opportunities embedded in that environment. Stated differently, alertness, or “lookout
for hitherto unnoticed features of the environment” (Kirzner, 1997, p. 72), allows successful
entrepreneurs to spot high-potential opportunities and thus use them to overcome commercial
newness. Since new product development is inherently uncertain, lacking information
regarding its use and market size exacerbates the uncertainties and heightens the chances
of failure. The benefit of alertness is exemplified by research showing that failing to
understand customers, designing cost-ineffective products, and disregarding intermediate
and end-users’ needs, were prescriptions for new-venture failure (Dougherty, 1992).

Past research on opportunity recognition and alertness has assessed entrepreneurs’
behaviors, background, and cognitions. For example, Cooper, Folta, and Woo (1995) suggest
that novice entrepreneurs tend to search for information /ess extensively than more seasoned
entrepreneurs. Kaish and Gilad (1991), who assessed the number of reading materials or
amount of time spent thinking about their business, report that entrepreneurs and managers
scan and search for information differently. For example, entrepreneurs spent more time on
nonverbal scanning and paid special attention to risk cues about new opportunities, whereas
the executives tended to focus on the economics of the opportunity. Although a replication
study failed to support the entreprenecurial alertness hypothesis (Busenitz, 1996), it still
remains to be seen whether successful entrepreneurs are indeed more adept than less
successful ones at identifying viable opportunities that exist “out there” in the environment.
Thus, what the specific stimulus configuration of such opportunities is, and the processes
(e.g., complex pattern recognition) through which successful entrepreneurs identify them,
remains to be determined.

Shane (2000) found that individuals from different technological backgrounds who assess
the same technological invention (i.e., 3DP) recognize and then develop different business
opportunities. His study offers support for the view that contrasting personal and vocational
backgrounds have important and lasting effects. Additional support for the view that
individual differences play an important role in entrepreneurship is provided by Sarasvathy,
Simon, and Lave (1999), who used think-aloud verbal protocols to show that entrepreneurs
and bankers think about and process information concerning problems differently. These
authors report that while entrepreneurs assume that risk is inevitable, focus on controlling
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outcomes, and take greater personal responsibility for these outcomes, bankers focus on
controlling risk and avoiding situations, which involve higher levels of personal responsibil-
ity. Moreover, research in cognitive and social psychology reports consistent individual
differences with respect to alertness (Miller, 1996). Clearly, only additional research can
reconcile the debate on whether successful entrepreneurs are better able to spot opportunities
than less successful ones. Nonetheless, because markets and technological innovations
present diverse profit possibilities, it seems reasonable to suggest that individual differences
in the ability to identify high-potential from low-potential opportunities do indeed play an
important role in entrepreneurs’ success.

4.3. Perseverance

Entrepreneurs try to create and sell “new combinations” and as such they encounter
substantial uncertainty regarding market acceptability and buyers’ demand. In fact, the more
radical the innovation, the harsher the skepticism they must endure, and the more likely they
are to incur additional costs stemming from efforts to educate investors and persuade
disinclined buyers. Starting a new company also incurs many personal costs; entrepreneurs
bear the opportunity cost of other alternatives, a liquidity premium for time and capital, risk
stemming from uncertainty, financial and social perils, and other hazards due to rapid
technological development and obsolescence (cf. Shane & Venkataraman, 2000). Creating a
new company entails doing more with less; entrepreneurs suffer from limited resources,
unfamiliar brand name, limited product offerings, and questionable access to markets.
Inherent in such undertaking is a constant vulnerability to failure, precipitated by ambiguous
conditions under which new firms are created. Thus, until success is achieved, entrepreneurs
bear numerous disincentives, including unpredictable markets and unknown competitive
rivals. Success often comes at a price of high financial, technological, and legal liabilities.
Inseparable from risk of failure are the ambiguous conditions under which new firms are
created; conditions precipitated by the nature of entrepreneurial work and technological
innovation. This suggests that individuals who engage in venture formation incur, sometimes
personally, substantial amount of financial and social adversity.

Research indicates that under challenging circumstances, individuals high in perseverance
perform more adeptly, whereas individuals who fail to persevere not only perform inad-
equately, but also experience increased anxiety and negative affect (cf. Bandura, 1997). We
noted above that to be successful, entrepreneurs must rise above numerous obstacles
including working intensively despite very uncertain outcomes, establishing market foothold
with frail economic power, fending off retaliatory actions from established and resourceful
rivals, and overcoming liabilities of newness, smallness, and legitimacy. Entrepreneurs also
endure very harsh private difficulties, such as personal and financial liabilities and periods of
social isolation (cf. Baron & Markman, 2000). Since entrepreneurs encounter repeated
obstacles with many uncertain outcomes, the ability to withstand and quickly overcome
adversity would be an important personal advantage.

Learned industriousness theory states that depending on their history of persistent and
effortful behavior, different individuals display contrasting levels of perseverance (Quinn,
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Brandon, & Copeland, 1996). Stoltz (2000), who studied personal resilience through what he
terms the Adversity Quotient (AQ), assessed the AQ of over 100,000 persons from diverse
organizations. On the basis of Stoltz’s work, Markman and Baron (under review) suggested
that our ability to handle adversity determines our success. They note that in the face of
adversity, some tend to give up while others persist depending on their explanatory styles—
the customary ways in which individuals explain setbacks and failures. Their study, which
provided additional evidence that resilience is a major factor underlying success in
entrepreneurial settings, reports two interesting findings. First, inventors who used the patents
they were awarded to start or continue to build new companies had significantly higher AQ
scores than those who did not use their patents for that purpose. Second, successful
entrepreneurs had significantly higher AQ score than less successful entrepreneurs. More
specifically, successful entrepreneurs, as measured by higher personal earnings, exhibited
higher levels of perceived control over adversity they face and higher accountability for the
outcome of the adversity (regardless of its origin).

While more research is certainly necessary, such studies suggest that perseverance in the
face of business and technological difficulties may be more important than the idea or the
opportunity itself. If this is so, then perhaps venture capitalists and corporate leaders could
rely on measures of AQ to screen and identify technical people who will then be
successful as champions of new business units. To recap, since perseverance reliably
predicts personal effectiveness and performance under difficult circumstances, and since
creating a new company is an ongoing challenge where success is a function of lasting
personal persistence, perseverant entrepreneurs will tend to outperform those who are less
persistent.

4.4. Human and social capital and social skills

In the past, means of production constituted a major share of an organization’s tangible
assets. Today, however, human talent is capital; talented persons carry within them, in their
knowledge and expertise, important aspects of the means of production. Firms’ capacity to
compete is imbedded in incumbents’ capability, education, and experience. Intellectual
capital and talented labor force is now central to many business enterprises (Rivette &
Kline, 2000) and so persons who have access to vital information become powerful agents
of processes leading to business creation (Shane & Venkataraman, 2000). Human capital
encompasses both abilities, which are influenced in part by genetic factors (e.g.,
intelligence, health, personality, attractiveness) as well as acquired skills such as education,
job training, tenure, work experience, and interpersonal relationships (Shanahan & Tuma,
1994). Several arguments support the view that a high level of human capital is related to
firm survival and growth (cf. Pennings, Lee, & Van Witteloostuijn, 1998). First, Gimeno,
Folta, Cooper, and Woo (1997) found that even among firms of equal economic strength,
survival was a function of variability in human capital. Research on the role of CEO
characteristics shows that human capital affects firm performance (Boone, De Brabander,
& Van Witteloostuijn, 1996). Similarly, since professionals endowed with a high level of
human capital consistently deliver high-quality services, firms championed by such persons
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are better able to attract and retain clients and strategic allies. Finally, potential investors
use human capital, such as professional credentials and accolades, as screening devices. To
echo Arrow (1974), since persons successful in their domain have better access to their
professional circles than do less successful persons, professional degrees and industry
experience function as screening and filtering techniques to identify high-potential
individuals.

Social capital, in contrast to human capital, refers to opportunities enabled by social
structure (Maman, 2000); it is a proxy of resources made available through organizational
positions, elite institutional ties, social networks and contacts, and relationships with others.
Not surprisingly, human and social capital are complementary. High levels of social capital
facilitate flows of knowledge and thus determine access to resources and may contribute to
one’s success (Nahapiet & Ghoshal, 1998). Accumulating research suggests that high social
capital provides entrepreneurs with enhanced access to information and increased cooperation
and trust from others. Indeed, a study of 1700 new business ventures in Germany reports a
positive relationship between social capital and venture success (Bruderl & Preisendorfer,
1998). Moreover, entrepreneurs who possess high social capital (as based on extensive social
networks, status, personal ties, and referrals) are more likely to receive funds from venture
capitalists than entrepreneurs who are lower on this dimension (Cable & Shane, 1999). Honig
(1998), who studied Jamaican entrepreneurs, reports that high social capital and high human
capital (e.g., vocational and college education)—controlling for other factors—were pos-
itively related to business profitability. Others suggested that variability in human capital
results in significant differences in the viability and longevity of new ventures (Boden &
Nucci, 2000).

Research in applied and social psychology has repeatedly found that social skills—
competencies that enable individuals to interact effectively with others—play a key role in
many forms of social and professional interactions (Baron & Markman, 2000). Effective
social skills can positively influence the outcomes experienced by individuals in many
different contexts, including job interviews (Riggio & Throckmorton, 1988), performance
reviews (Robbins & DeNisi, 1994), and even legal proceedings (McKelvie & Coley, 1993).
For instance, in one large-scale study involving more than 1400 employees in a wide range of
jobs, Wayne, Liden, Gran, and Ferris (1997) found that social skills were the single best
predictor of job performance and promotion ratings. Social skills have also been found to
influence negotiation outcomes (Lewicki, McAllister, & Bies, 1998), the frequency with
which individuals engage in conflict and aggression (Baron and Richardson, 1994), and even
personal happiness (Thomas, Fletcher, & Lange, 1997). Since entrepreneurs are embedded in
a social context (Steier, 2000), we suggest that many of the tasks entrepreneurs must
accomplish in order to succeed involve elements of socialization. Raising external capital,
generating enthusiasm and commitment in employees, communicating effectively with
people from a wide range of backgrounds, attracting effective partners and employees,
developing business networks and relationships, establishing trust and legitimacy, and
negotiating with others over diverse issues, are only some of the interactions entrepreneurs
must initiate and manage. Since the creation of new companies entails the ability to work
effectively with many constituencies in numerous contexts and under varying degrees of
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uncertainty, we propose that, ceteris paribus, proficiency in dealing with others may be a key
ingredient in entrepreneurs’ success.

Baron and Markman (2000), who conducted a study with entrepreneurs from two very
different industries (cosmetics and high-tech), obtained support for the hypothesis that the
higher the entrepreneurs’ social skills, the greater their financial success. Their study reported
that high accuracy in perceiving others (i.e., skill in social perception) was a significant
predictor of financial success for both groups of entrepreneurs and that social adaptability (the
ability to adapt to a wide range of social situations and to interact with individuals from many
different backgrounds) was a significant predictor of financial success for entrepreneurs in the
cosmetics industry. Their study implies that while high levels of human and social capital
may be particularly crucial in facilitating access to resources, social skills might be
particularly important once such access is attained—that is, during the building stages of a
new venture. The success or failure of new organizations hinges in part, on entrepreneurs’
ability to work together to commercialize their discoveries (e.g., Ensley et al., 2002).
Moreover, a high level of social skills may assist entrepreneurs in several other ways—for
example, in forming mutually beneficial strategic alliances with other companies (e.g., Gulati
& Westphal, 1999), in securing orders from new customers, hiring desirable employees, and
so on. Moreover, the fact that in entrepreneurial firms on-the-job and trial-and-error learning
are important (Bhide, 2000), suggests that hiring and investment decisions should be based,
in part, on whether candidates have high human and social capital as well as sound social
skills. Given the wide and positive impact social skills have on diverse human functioning, it
i1s surprising that entrepreneurs, researchers, and investors have, until recently, been
somewhat reluctant to recognize it as an important factors in such contexts. The foregoing
discussion provides a foundation for our model of person—entrepreneurship fit and entre-
preneurial success (Fig. 1).

Briefly, this model suggests that becoming an entrepreneur places people in a situation
where certain individual-difference factors will be instrumental to their success: the greater
the person—entrepreneurship fit, the higher the likelihood of entrepreneurial success. As
drawn, the model presents a “snapshot™ of the process at a single point in time, however, in
essence, it incorporates both iterative and recursive interactions. That is, the model captures
the nonlinear interplay among several individual-difference factors (e.g., self-efficacy, ability
to recognize opportunities, personal perseverance, human and social capital, and superior
social skills) in the context of tasks that entrepreneurs undertake (e.g., evaluate, deploy to
market, and exploit technology-based opportunities via firm formation) to achieve entre-
preneurial success, multifariously defined. We couched our arguments to suggest causality,
but we acknowledge that in fact, the relationships illustrated are successively and
reciprocally causal in nature. For example, as articulated throughout this discussion, people
with high self-efficacy or human capital become more successful entrepreneurs at the same
time that entrepreneurial success fosters stronger self-efficacy and raises one’s human
capital. Our model also suggests equifinality (Gresov & Drazin, 1997). There are multiple
ways in which all or only some of the five elements discussed and their dynamic interplay
may lead to high person—entrepreneurship fit and subsequently to entrepreneurial success.
Finally, the model is not meant to be inclusive with respect to individual-difference factors;
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Fig. 1. Model of person—entrepreneurship fit and entrepreneurial success.

rather, other factors not discussed here probably also play a role with respect to person—
entrepreneurship fit.

5. Discussion
We have proposed that an individual-difference perspective in assessing person—
entrepreneurship fit has important implications for the field of human resource
management. Specifically, we have suggested that to the extent that entrepreneurs are
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high on a number of distinct individual-difference dimensions relevant to the entrepren-
eurial role (e.g., self-efficacy, opportunities recognition, perseverance, human and social
capitals, and social skills), the closer will be their person—entrepreneurship fit and,
consequently, the greater their success. We noted that given comparable conditions, not
all individuals, even if equipped with similar knowledge, skills, and abilities, are equally
adept in recognizing opportunities and in harvesting them through the creation of new
ventures. Since new ventures are conspicuously more open to change than established
firms (i.e., they are ‘“weak situations”), human variation, as reflected in specific
individual-difference factors, may exert stronger effects on emerging firms than on
mature ones. Moreover, since it is the entrepreneurs who create new ventures, we
suggest that the role of individual-difference factors in person—entrepreneurship fit
merits closer attention.

We examined potential relationships between research on person—organization fit and
entrepreneurship, but more empirical and conceptual work is needed in order to confirm and
extend our preliminary framework. For example, what does the future hold for person—
entrepreneurship fit research and theory? What are the consequences for emerging firms that
do not possess the capital and credibility to attract key personnel that mature corporations
possess? Our view is in agreement with Bowen et al. (1991), who criticized traditional
selection practices that ignore personal characteristics and merely target employees whose
knowledge, skills, and abilities fit with clearly defined job requirements. While new “body
parts” for an organization (e.g., helping hands, muscles, or brute physical force) may
sometimes be appropriate for established and resource-rich organizations, such practices
are particularly detrimental to emerging, resource-starved firms. These issues and related ones
were not fully addressed here, and they remain open and should be carefully examined in
future research.

Because a new business creation is multidimensional with diverse jobs, multitasks, and
transient duties, our perspective complements emerging trends in selection models that
reject theories of person—job fit (O’Reilly et al., 1991; Schneider et al., 1995; Van Vianen,
2000). While several personal and organizational characteristics were assessed, future
studies should also test these and other dimensions of individual characteristics and
organizational outcomes. For instance, we discussed the usefulness of person—career and
person—entrepreneurship fit, but additional research is needed to empirically assess
concerns regarding the utility of selection procedures in these contexts. In sum, people
differ, and individual variance as it applies to person—entrepreneurship fit should, at the
very least, be taken into account in such human resource functions as selection, recruitment,
placement, and retention programs (Mitchell & Mickel, 1999). This human variability may
also be of interest to scholars who focus on motivation, teamwork, and organizational
design.

It has been noted elsewhere (cf. Van Vianen, 2000) that practitioners are reluctant to
rely on person—organization fit measures. This is so, at least in part, because existing
selection procedures are open to manipulation by applicants, subject to legal challenge,
and as noted above, even good person—organization fit may not necessarily lead to
enhanced firm performance. Nonetheless, Van Vianen (2000) found that job candidates are
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more likely to actually join an organization when their personal preferences fit with those
of existing incumbents. Research on hiring suggests that interviewers can assess—with
high levels of accuracy—applicant—organization value congruence, and that subjective fit
assessments do impact hiring decisions (Cable & Judge, 1997). Given that in emerging
ventures it is usually the founding team members who do the recruiting and the ones
who, based on their reputation and personal attributes, try to attract new employees,
entrepreneurs may have more influence on newcomers than they realize or suspect.
Further, recruits are unable to fully assess the culture of the new organization until later in
the socialization process. Again, this implies that newcomers’ perceptions of founding
teams—their personalities, attitudes, behaviors, reputations, and professional and social
affiliations—carry heavy weight in evaluating subsequent fit. Interestingly, although many
entrepreneurs are unaware of person—organization theory, they nevertheless rely on its
principles. Silverman (1999) reports that small-business owners use ethnicity, race, and
other identity cues as low-cost screening devices before they contract new employees,
suppliers, and partners.

It is important to note that the individual-difference factors identified in our analyses are, in
contrast to other aspects of personality, readily open to modification. Indeed, techniques for
enhancing self-efficacy, alertness, personal perseverance, human and social capital, and social
skills have been developed and used with considerable success in many contexts (e.g.,
Bandura, 1997; Stoltz, 2000). Seligman (1991) notes that cognitive styles like pessimism and
helplessness can be changed through cognitive training techniques, whereby individuals can
learn ways to overcome self-defeating beliefs. It seems possible that providing entrepreneurs
with appropriate training in such skills and attributes might assist them in their efforts to
exploit opportunities and launch new ventures. Since entrepreneurs’ success and failure have
significant ramifications not only for them personally, but their societies as well, efforts to
provide them with skills serving to tip the balance in favor of success would appear to be well
justified.

6. Conclusion

Although research on person—organization fit is diverse and rich (cf. Judge & Ferris,
1992; Kristof, 1996; Schneider et al., 1995), little effort has been made in the past to
integrate its various conceptualizations, operationalizations, or measurement strategies with
the field of entrepreneurship. In the present paper, we explored the potential contributions
of a person—organization fit framework to address the basic question: “Why are some
entrepreneurs more successful than others?” We proposed that person—entrepreneurship fit
provides part of the answer. That is, the possession by would-be entrepreneurs of the
skills, talents, abilities, and characteristics necessary for identifying opportunities and
founding new ventures is one important component in their ultimate success. To the extent
this suggestion is confirmed by future research, it would also appear that techniques could
be developed for assessing the extent to which individuals are suited for entrepreneurial
roles, just as standard techniques of personnel selection (cf. Smith, 1994) are used to
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determine whether, and to what extent, job applicants are suited for specific jobs. To the
best of our knowledge, this is a new and potentially fruitful perspective on entrepreneur-
ship.

While we made the point that the absence of research on person—organization fit as it
applies to the study of entrepreneurship renders our understanding of new business formation
incomplete, it is important to note that we in no sense imply that the effects of individual-
difference factors are stronger or more important than other variables in determining
entrepreneurs’ success. In fact, we fully share the perspective, reflected in strategic
management research, that many factors—including market forces, industry trends, new
technological discoveries, and so on—interact in complex ways to ultimately determine the
success of entrepreneurial firms, (cf. Shane & Venkatarman, 2000). What we wish to
emphasize here is that one important contributor to entrepreneurs’ success is indeed the
extent to which they possess “what it takes—the skills, abilities, and characteristics required
for creating a new venture. When they do—that is, when such person—entrepreneurship fit is
high—John Dos Passos’ (1959) comment that: “People don’t choose their careers; they are
engulfed by them,” may well ring true.
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