YUTLEDC

N1 N NI

THE REFLECTIVE
ENTREPRENEUR

Dimo Dimov

3R

Focus



‘Building on his scholarly reflections, Professor Dimov offers a refreshing,
action-oriented take on the entrepreneurial process and its inherent tensions.
To take the entrepreneurial journey requires neither genius nor good for-
tune, simply a new mindset in which judgment is paramount and the future
is contingent upon actions. As such, Professor Dimov’s book is a call to
arms to embrace the entrepreneurial journey.’
Denis A. Grégoire, Associate Professor,
HEC Montréal, Canada

‘Dimo Dimov’s contributions to entrepreneurship scholarship have helped
to fundamentally shape the ways we think about the field. The Reflec-
tive Entrepreneur is a fine crystallization of his academic investigations,
offering a highly accessible intellectual canvas for understanding entrepre-
neurship. A potential contemporary classic, I cannot recommend it highly
enough to any researcher, student or practitioner interested in the dilemmas
and tensions at the heart of the entrepreneurial journey.’
Stratos Ramoglou, Associate Professor of Strategy
and Innovation, University of Southampton, UK

‘A valuable text that gets to the heart of the entrepreneurial machine — the

entrepreneur themselves — by dissecting the entrepreneurial self. A new

and exciting addition to the literature for those studying entrepreneurship

and inspiration for those who wish to develop their own entrepreneurial
mind-set.’

Monique Boddington, Research Associate,

University of Cambridge, UK



Taylor & Francis
Taylor & Francis Group

http://taylorandfrancis.com


http://taylorandfrancis.com
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In a world where entreprencurial success often seems deceptively accessi-
ble, it is not always clear what makes a person entrepreneurial. In this book,
Dimo Dimov offers a reflective insight into the entrepreneurial journey,
striking up a conversation about entrepreneurship in order to challenge and
untangle existing preconceptions.

A discussion of challenges and tensions such as idea versus opportunity,
genius versus lunatic, and skill versus luck forms the foundation of the
book, while the second part offers actions and considerations which can
help the reader to seek opportunities in a fractious environment. The final
part of the text focuses on the collective spirit in entrepreneurship, arising
from the interplay between participation and outcomes.

The author brings a succinct diversity to the field, making this book
essential reading for undergraduate and postgraduate students on entrepre-
neurship courses, as well as scholars, researchers, and practitioners looking
for a new perspective on entrepreneurship.
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Preface

There is a lot of excitement about entrepreneurship. We associate it with the
significant changes it brings — the new products, services, business models,
organizational methods that change the way we live and open up yet new
opportunities. Many of us see it as a platform for autonomy and personal
expression, as a means for solving problems related to the long-term sus-
tainability of our planet and societies, and as a source of recognition and
financial success. Policy makers see it is an engine of economic develop-
ment and job creation. The media loves it because it offers great stories of
going from humble beginnings to amazing ends, of venturing ahead against
all odds.

One consequence of this excitement is that demand for learning entre-
preneurship has shot up. Countless books are published on how to become
a successful entrepreneur. Enrolment in entrepreneurship courses at uni-
versities has soared. Entrepreneurship is now making its headway into the
secondary-school curriculum. At the core of these endeavours lies a fun-
damental question of how to teach entrepreneurship. And as soon as this
question is posed, many people — indeed, many successful entrepreneurs
— would argue that it cannot be taught; it is something one is born with.

The difficulty of tackling this question lies in the fact that entrepreneur-
ship can be seen at several levels. At a broadest level, in terms of ultimate
achievement or end point, it involves organization of resources and the
creation of a new venture — whether an independent firm or a separate ini-
tiative within an existing organization — and thus can be described in terms
of what needs to be put in place for this to happen. We need people, market-
ing, operations, etc. This is epitomized in the notion of a business plan as
precisely what it implies, a plan for building the business. The challenge
here is that we have a form, but no substance. When we answer the question
of how to become an entrepreneur in these terms, we simply describe what
a successful venture looks like and the elements it needs to have. A reader
would be nonplussed as to what to do or how to proceed.
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At a middle level, in terms of how we get to the end point, entrepre-
neurship involves a series of actions, that is, what entrepreneurs do in the
process of creating their ventures. They make decisions, meet and negotiate
with people, manage and lead people, solve problems. Every entrepreneur-
ial story is a long stream of actions, of things done, challenges faced and
overcome. The challenge here is with the lessons that we can extract from
this sequence of actions. We are unlikely to repeat it, to have to do the same
actions and in the same sequence, for our own situations will be different,
indeed unique. Thus, we can get a detailed description of a process, but no
logic that can recreate it. Again, a reader or a student would be nonplussed
as to how to apply the experiences and stories of others to his or her own
situations.

At a micro level, in terms of what explains each action and its relation-
ship to those that precede it or succeed it, entrepreneurship involves fac-
ing and dealing with specific situations, of overcoming problems. We have
a purpose, that is, what we aim to do or achieve, a set of circumstances
and available information — from these we have to construct a course of
action. Dealing with the interplay of purpose, circumstances, and informa-
tion becomes a question of mindset, of a way of thinking, of procedural
logic that can be applied to different situations regardless of their content. It
is a mindset that has to be applied repeatedly, for the results of our actions
in one situation become part of the circumstances of the next. This repeated
logic becomes the building block of the broader journey and its outcomes.

The problem of approaching this micro level is that it requires displace-
ment or modification of the ways of thinking that are already there, devel-
oped through socialization, education, and work experience, as well as by
current narratives in the media. In teaching entrepreneurship, I have always
faced the challenge of dealing with current preconceptions about it, of put-
ting people on the same page before letting them experience it. When people
face entrepreneurial situations, they resort to seeing them in preconceived
ways, which suggest how these situations should be approached or what
should be done. When there are no obvious solutions, the easiest answer
might be that their ideas are not worthwhile or that they themselves are not
suited for this sort of thing.

I have found that entrepreneurship puts people out of their comfort zone,
as the expectations that their preconceptions bring and the certainty they
demand clash with the uncertainty and ambiguity of the situations they face.
People are often lulled by the clarity, smoothness, and inevitability of the
entrepreneurial stories they hear, and they may expect to get the same feel-
ing when they have an idea of their own and seek to take it forward. Need-
less to say, no obvious path reveals itself. In this case, we need to question
and dislodge the preconceptions rather than the person or idea.
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I see this book as applying a new coat of paint, a new way of viewing
and approaching entrepreneurial situations. The biggest enemy of new paint
is . . . the old paint, particularly where it is flaky or peeling off. To put a coat
of new paint, one first has to prepare the wall — scrape off the loose bits of
old paint until we have a smooth, solid foundation. Without doing this, the
new paint will not stand — it will start peeling off in no time, unfastened by
the unstable foundation underneath. The old paint in this case consists of
preconceptions about what it means to be an entrepreneur.

The purpose of this book is to start a conversation with you, the reader,
about entrepreneurship and its journey. I presume that opening this book
is driven by your interest in entrepreneurship and perhaps your bubbling
entrepreneurial energy: desire to solve problems, to become an agent of
social or economic change, or to leave your own creative mark on the world
through your ideas or visions. This inspiration and energy can quickly turn
into dejection as the lack of clear signal or a sense of direction can be para-
lyzing. Against the clarity and seeming inevitability of entrepreneurial suc-
cess stories, you might easily conclude that (1) your idea is not good enough
or (2) you do not have what it takes.

The main premise of the book is that this perceived difficulty is self-
imposed. It reflects a mindset that makes entrepreneurship a matter of
superior judgment, thereby pressing one to search for the right decision — a
decision that can be somehow justified. But the concept of ‘right’ requires
a bounded context within which something can be determined as correct
or optimal. And because the boundaries are set by what we already know,
only an extension of the past can be justified. Entrepreneurship therefore
requires stepping out of the judgment system as we know it.

In the words of George Bernard Shaw, “The reasonable man adapts him-
self to the world; the unreasonable one persists in trying to adapt the world
to himself. Therefore, all progress depends on the unreasonable man”. If
we have to be reasonable, entrepreneurship would not be done. To do it, we
have to step into the realm of unreasonableness. But how to do this without
descending into chaos?

Most living systems operate at the ‘edge of chaos’, the fertile region
between order and disorder (Kauffman, 2008). Too far a step in either direc-
tion can take them to the stifling force of too much order or to the destruc-
tive force of too much disorder. How can we walk this fine yet invisible
line?

There are no ready or clear answers, but I hope that the conversation this
book initiates will engage your reflective side and thus help you develop
your own sense and find your own balance in your actions ahead. The
book’s title mirrors Schon’s (1983) classic work that places reflection at the
core of effective practice.
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The book is organized in three parts. The first part looks to identify the
flakes in the old paint: those implicit preconceptions about entrepreneur-
ship and the entrepreneurial journey that, upon further scrutiny, reveal three
irreconcilable tensions. I have synthesized these tensions from my own
extensive research on the topic as well as from countless discussions and
conversations that can be inevitably traced to one of these tensions. These
tensions cannot be resolved; they have to be endured. But what makes them
hard to endure is that they are underpinned by a need to exercise judgment.
Thus, the final chapter of the first part seeks to prepare the ground for how
this need can be contained.

The second part identifies and discusses the elements of the new paint.
It focuses on the areas in which current implicit assumptions or preconcep-
tions about the entrepreneurial journey need to be supplanted. One relates
to the nature of the future and how to approach it. Rather than being inevi-
table or necessary, the future is contingent, unfolding through an interplay
between purpose and constraints. In this regard, approaching it is a matter
of dealing with immediate problems and setting proximate milestones. As
we do that, we have to deal with both internal and external pressures and
considerations.

The third part prepares the new mindset for action by raising awareness
of the broader playing field. It first brings in the analogy of sport with its
positive interplay between participation and achievement. By this token,
entrepreneurship operates as an ecosystem, in which participation is indi-
vidual (i.e. driven by individual effort), but outcomes are ultimately col-
lective (i.e. determined by social processes). The second chapter discusses
success as a result of natural attrition rather than artificial selection. This
poses the question of resourcing entrepreneurship as emergent develop-
ment, operating in stages and based on milestones.

References

Kauffman, S.A. (2008). Reinventing the sacred. New York: Basic Books.
Schon, D.A. (1983). The reflective practitioner. New York: Basic Books.
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Part 1

Tensions of the
entrepreneurial journey

The evolution of business and indeed of life is a story of branching out, of
pushing outward. We are fascinated by the next big thing, the branch that
opens up new value, the new venture that brings great returns or changes
the way we live. Whereas in life this is a natural process, driven by random
mutations and an inherent instinct to survive and procreate, in business this
is not a natural process, but one fed by decisions of what to do and where to
invest resources. Thus, ultimate outcomes can be traced to specific, forward-
looking prior decisions. And, naturally, there is a tendency to explain these
decisions as somehow prescient or optimal, in order to derive some rules
for such decisions to be made again in the future, in other circumstances.

The very notion of optimality, however, requires an outward boundary
within which to exercise judgment of what the best course of action is for
what we want. The present represents such a boundary in that it can vindi-
cate or discredit prior actions and choices. At the same, for present actions
and choices such boundary is to be sought — but not found — in the future.

There is an asymmetry between what we do and what happens. This is
because in reasoning what to do, we have to set boundaries within which to
exercise reason. Without them, reasoning is impossible — indeed thinking
about everything is not possible because the question ‘what else?’ never
ends. We have to stop somewhere and acknowledge leaving other things
unspecified. What actually happens, however, arises from events outside of
our control, at least some of which would fall outside of the boundaries set
for reasoning. It is these surprises, whether positive or negative, that mark
and define the entrepreneurial journey.

Branching-out structures are very interesting. If you trace them back-
wards, no matter from which end point you start, you will always run back
to the beginning. If you trace them forwards, however, you start from the
beginning, but cannot really know which end point you will reach — it is
down to deciding which fork to take at each junction.
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2 Tensions of the entrepreneurial journey

The knowledge asymmetry between present and future represents a ten-
sion that cannot be resolved. This is the case because without acting now the
future outcome — whatever it might be — will not come about or will come
about differently. But if one seeks to justify action by reference to future
outcomes, such justification is possible only for outcomes that fall squarely
within the current boundaries of reason.

This fundamental tension reveals itself in three different ways, depending
on the viewpoint into the entrepreneurial journey, that is, its content, its per-
son, and its process. One viewpoint is that of the prospective entrepreneur, of
you and me looking ahead inspired by an idea. The tension there is between
idea and opportunity. Another viewpoint is that of an external observer —
whether a friend, a potential investor, or potential partner — looking at us as
prospective entrepreneurs, to make sense of our optimism and aspirations.
The tension there is between genius and lunatic. Yet another viewpoint is to
make sense of the journey as a whole and to draw lessons from the way it
has unfolded. This is captured by the tension between skill and luck.

The following three chapters focus on each of these tensions. In the
fourth chapter, I draw implications from these tensions by returning to the
question of judgment, highlighting its limitations and tensions as a guide for
entrepreneurial action.



1 Idea vs. opportunity

People come up with ideas but, as entrepreneurs, they pursue opportunities.
They pitch ideas to others, and these can be shot down as not being good
opportunities, or they can generate excitement as great opportunities. Ideas
and opportunities thus seem to be the same thing — images of a future — yet
they feel different. Every opportunity originates or can be described as an
idea, but not every idea can be deemed an opportunity. If we come up with
an idea, we immediately start wondering if it is an opportunity.

At a first glance, the dividing line between the two is some positive judg-
ment, a sense that the imagined future is desirable and attainable. But in the
likely face of divided opinions, whose judgment matters here? We may be
filled with optimism, with a sense of confidence, yet others may be more
sceptical or outright dismissive. When one judgment is pinned against
another, which one is right cannot be determined by . . . yet another judg-
ment. Each judgment is underpinned by a set of beliefs about the future and
none of these can be ruled out as wrong. Frustratingly, both may be right.

With the fallibility of opinion as a dividing line between idea and oppor-
tunity, the line can be drawn by the undertaking of some action in the name
of the idea, that is, stepping forward towards the imagined future. The best
marker of our positive judgment is whether we are ready to do something
about our idea. Simply talking about it does not change it; it remains an idea,
its possibility remains intact. But doing something about the idea does: it
affirms our confidence in it and puts its possibility to the test. Thus, the very
action in the name of the idea turns the idea into opportunity at least momen-
tarily. This action brings in new information that can be used to update the
idea and, in turn, if new action is undertaken, the pursuit of opportunity
continues. An opportunity is thus kept alive through the repeated cycle of
ideas and actions. An idea is static, an opportunity dynamic.

This poses an interesting puzzle. On the one hand, opportunities are ideas
that are acted upon. Indeed, if an idea is not acted upon, whether it is to be
considered an opportunity or not can be the subject of infinite speculation
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4 Tensions of the entrepreneurial journey

and debate. On the other hand, to act upon an idea seems to require a judg-
ment that the idea is an opportunity in the first place. Hence the chicken-
and-egg question: which comes first, the opportunity or the action?

This is a fundamental tension of the entrepreneurial journey, one that
keeps the journey going towards revealing whether an idea is an opportu-
nity. The tension can be resolved in one of two ways. One either abandons
the pursuit of the idea, in which case the idea ceases to be an opportunity
contender. Or one can reach a state in which the idea can be considered
realized, in which case it is clearly an opportunity. Because this process
hinges upon an evolving judgment that is often made quickly, it is helpful
to unpack its elements.

The content of an idea and the nature of an opportunity

Idea and opportunity both refer to some form of business venture, whether
undertaken as an independent start-up, as a separate initiative within an
established firm, or in the name of pursuing a wider social goal. For some-
thing to be a business venture, it needs to have three elements: (1) a product
or a service; (2) customers, users, or consumers of that product; and (3) an
infrastructure that sources, creates, and distributes the product or service. In
this sense, the business venture is a system — a social structure — of inter-
connected elements, namely people and some productive assets, as shown
in Figure 1.1.

The individual elements alone are not sufficient to define the structure; it
is the relationships among them that do so. Indeed, the very terms we use to
describe the structure are relational in nature, that is, defined only in refer-
ence to something else. Thus, a particular individual becomes a customer
only when related to a particular product or service; or an employee only
when contracted within the infrastructure that produces the product or ser-
vice. Similarly, something becomes a product or service only when related
to a particular customer or a production infrastructure.

The notion of structure is essential here as it highlights the fact that it
needs to be put together, meaning its elements gathered and weaved into the
particular relationships. Consider the analogy of a building: it is a physical

Infrastructure' \ Product - Users
Stakeholders Service Customers

Figure 1.1 Elements of opportunity.
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structure in which its individual elements (bricks, concrete, glass, etc.) are
put together as to form functional relationships that comprise the entire
structure: foundation, walls, windows, roof. In the same manner, the entre-
preneur creates the venture by establishing the functional relationships that
comprise production and consumption.

The analogy stretches further. Before it is built, a building exists only as a
blueprint — an idea in the mind of the architect or formally drawn. This blue-
print takes materials that are taken for granted and imagines or draws the
functional relationships that can be created among them. Similarly, before a
venture is put together, it exists only as an idea in the mind of the entrepre-
neur that imagines relationships among people and productive assets.

Therefore, idea and opportunity represent two different viewpoints of the
venture in question: (1) from the present, as an imagined future, and (2)
from the future, as a realized future. The actions undertaken by the entre-
preneur intend to move the venture along a continuum from 100 per cent
blueprint to 100 per cent actualized, with all the gradations in between.
Initiating or continuing the movement rests on two judgments. The first
is a question of possibility, that is whether the future can be transformed
from imagined to realized. Is the product/service even possible to make or
deliver? And, if yes, will someone buy it? The second is a question of profit-
ability, that is whether the realized future will be financially viable. Indeed,
the expectation of profit is the essence of entrepreneurship. Will the basic
economic transaction of the venture be profitable? In other words, will the
price paid for the product/service be higher than the costs associated with
producing it? And (how fast) will the money to be invested into the produc-
tion infrastructure be recuperated?

To move from the imagination to the realization of an idea requires
resources. At the very least, these resources include the time and effort of the
entrepreneur, but can also include the time and effort of others, in-kind con-
tributions of services or equipment, and financial resource that can be used to
acquire equipment or services. Because the deployment of resources means
foregoing all of their alternative uses (and associated benefits), the decision
to deploy them involves making a sacrifice of sorts. Without this sacrifice,
there is no realization of the idea. But with the sacrifice, the realization is not
certain nevertheless, as evident in the looming questions of possibility and
profitability. There is thus inherent tension in trading the certainty of cur-
rent value for the uncertainty of higher future value. This tension cannot be
resolved, but only accepted and endured until the effort is abandoned or real-
ized. It is in this sense that entrepreneurs bear uncertainty (Knight, 1921).

Accepting the tension is a sort of plunge, of diving into the unknown with
the hope and expectation of surfacing in a better state. Poised at the edge
and staring at the abyss of an unknown future, we summon the power of
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judgment to determine whether what lies ahead is an opportunity or folly.
Opportunity means jump, folly means stay; but neither answer is definite. In
fact, it draws a line under a complex array of elements and considerations.

Possibility and profitability

The question of possibility

Take the question of possibility. It can be unpacked at several levels. At the
start, there is the distinction of third- and first-person perspectives (McMul-
len and Shepherd, 2006). The former is the question of general possibility,
that is, is this sort of product/service possible to produce by anyone and are
there any people or companies out there who — as potential customers —
would find it appealing? The latter is a question of more specific possibil-
ity, as faced by us, the particular entrepreneur. Will we be able to make this
product/service and will we be able to find those who would consume it? If
our answer is affirmative to the former and negative to the latter, the next
question that arises is whether we can bring in others who can make things
possible and, if yes, at what cost and effort. The answers to these questions
are speculative at best and thus a yes/no argument cannot be resolved but
for the one side to prove the other wrong. The proof has to be done not by
argument, but by deeds. The best way to convince someone that we can do
something is to do it. Anything else leaves hanging the possibility of being
wrong.

In the first instance, we have to convince ourselves that the possibility
is real. This can be done on the basis of a mixture of confidence and hope,
which can reveal themselves as a hunch or gut feeling. The former rests on
experience and its relevance to the situation at hand. The latter represents a
feeling that things will turn out well or that we will make productive use of
whatever happens.

The matter of deeds brings in a third question that focuses on the most
specific possibility of how it will all be done. This is assessed against what
has already been achieved, generating a sense of what needs yet to be done.
The more there is still to be done, and the more far-fetched it seems, the
lower one’s confidence. For instance, we are facing a blank sheet of paper
and have a picture in our head that we aim to transfer on the paper. We
mentally project the picture on the paper and see it there, a structure of
connected elements. But actually putting it on the paper requires moving
the pencil around the paper. As we begin to do so, the picture starts coming
alive. As this happens, there is less and less of it to finish and thus increased
confidence that we will get there. Of course, this presumes that the lines are
coming out exactly as imagined. If they do not, we can abandon the effort in
frustration or keep trying on new sheets of paper.
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The same logic applies when the picture in our head is of a business ven-
ture, a set of interconnected elements. Except that, instead of drawing it on
a blank sheet of paper, we have to construct it in real life, of live elements,
that is real people and commitments, and this brings a host of complica-
tions. The product or service needs to become real. To produce it requires
real infrastructure. And those who will consume it will be real people. Thus,
this is not entirely down to our efforts — whether or not we keep practicing —
but involves identifying, engaging, and committing other people, whether
as customers, partners, or employees.

To add to this complexity, our efforts will take place in real time. This
means that all those other actors to be weaved into the social structure go
about their daily lives pursuing their own aspirations and being enticed by
other social structures. Perhaps some will find our product much to their
liking. But if they happen to commit elsewhere before we make contact with
them, it becomes a problem of bad timing. In addition, unlike the drawing
example in which each blank sheet represents the same starting point, as
we keep practicing, everything else around us keeps moving and changing,
which means that we always have a different starting point and face new
circumstances.

It is clear that producing evidence is the best way to facilitate the judg-
ment of whether our idea is possible to realize. In other words, to convince
ourselves or someone else that we can realize our idea, we have to start
realizing it. And this of course means deploying resources and thus making
the very sacrifices that were to be informed by whether our idea is deemed
possible. This suggests that, at the very first steps, the sacrifice is largely
underpinned by hope. As Henry Bergson (1913) observes, hope brings an
intense pleasure, whereby we shape the future to our liking. In this regard,
the idea of the future is more appealing than the future itself, because there
is certainty about the future when contained within the idea itself, and
uncertainty about whether it will look like that outside of the idea. The first
step, therefore, represents trading the purity of the idea for the messiness of
the outside world. It is thus not surprising that hanging on to the pure idea
is often very appealing.

Figure 1.2 summarizes the interplay that occurs over time — as an idea
moves towards opportunity — between hope and intuition on the one hand
and tangible evidence on the other, exemplified by new information and
commitments by others.

The question of profitability

Now, let’s turn to the question of profitability. Again, it can be unpacked at
several levels. One is the level of individual economic exchange at which
the price paid for a product/service is compared to the costs of producing
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Figure 1.2 Interplay between idea and opportunity.

it. It is of course difficult to anticipate prices, but we can nevertheless use
current levels for similar products to get a general sense. The matter of
assessing costs is more complex. Without delving into the intricacies of
accounting, it is helpful to distinguish direct and indirect costs (overheads).
Put very simply, direct costs are those that can be attributed to the particular
product and would not be otherwise incurred if the product were not made
or sold. Overheads are costs that cannot be attributed to a particular product
and are incurred regardless of whether the product is made or sold (e.g. rent
or accounting office). They can be spread proportionally over each product
sold; with more products, the overhead costs per product become lower.

With this in mind, profitability can be considered in terms of whether
the price covers the direct costs (gross margin) and whether it covers the
indirect costs (operating margin). The latter is dependent upon the scale of
the business in the sense of over how many units the indirect costs can be
spread. This leads to the second level of the profitability question, namely
the scale of the business. As difficult as it might be to judge if any people
would choose the product or service, it is more difficult to judge how many
of them there would be. Indeed, history is full of examples where the scale
potential is greatly underestimated: the first computer, Xerox’s first photo-
copier, the first Star Wars toys, to name just a few.

As well as being a cost driver, scale also determines the level of absolute
profits that the business can accumulate over time. With increased scale,
there naturally arise questions of competition and whether the scale can be



Idea vs. opportunity 9

maintained against its forces. The smell of profit is sure to attract competi-
tion and the easier it is for them to copy the product or service the more
short-lived the venture will be.

Yet another level relates to the infrastructure that needs to be put in place
before revenues start coming it. This is a question of upfront investment and
of how it can be recuperated from the surplus generated from operations. It
determines the payback period of the project, which can be estimated both
in nominal terms (i.e. simply recovering the initial investment) and in terms
of generating a return that covers the cost of capital, as determined by its
alternative uses and level of risk.

It seems that the question of profitability can be posed and answered in
terms of gross margin, operating margin, cumulative potential, or payback
period. But what makes a level of profitability acceptable? This largely
depends on the motivations of those looking at the venture and represents
yet another level at which the profitability question can be posed. To be
self-sustainable, a venture needs to earn its keep, that is, be operationally
profitable but minimally so. Beyond such basic financial viability lies the
matter of returns to the stakeholders involved, and these can be quite a
diverse group.

Returns can be financial and thus assessed against competing invest-
ment possibilities. In other words, the venture is seen purely in terms of
the financial capital that it brings back. Returns can also be strategic and
thus assessed against the learning that venture produces and the possibilities
that it opens up, such as the uses and benefits of a new technology. Returns
can also be social and thus assessed in terms of the social impact that the
venture will create, such as the alleviation of poverty or community cohe-
sion. Returns can also be personal and thus assessed in terms of the inherent
pleasure of being involved in the venture, for example in running a book-
store or a coffee shop.

Therefore, the question of whether a venture will be profitable calls for
clarifying in what way profitability is to be assessed. Our own hunch for
acting upon the idea reflects the specific mix of financial, strategic, social,
and personal returns that we seek from the venture. But it is unlikely that
someone else looking at the same idea would have the same mix of desired
returns. Thus, when they make negative judgments, we have to view these
against what they are looking to achieve from the venture or what they think
that you are trying to achieve. It is not surprising that potential investors are
rarely unanimous on whether a particular idea is an opportunity. We have to
consider whether it is a question of not possible or not profitable and, if the
latter, what kind of profitability is considered and what level is considered
acceptable.
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To recap the points made in this section, the tension between idea and
opportunity is the driving force of the entrepreneurial journey. The jour-
ney is defined by the continuous resolution of that tension, reaching either
a dead end or a successful realization of the idea. In this sense, idea and
opportunity bookend the process, one marking its beginning and the other
its end or realization. While they both have the same form — a social struc-
ture of production and exchange — they have different substance. The idea
is a blueprint of that imagined future, while the opportunity is the actual
relationships that comprise it. The movement from imagination to realiza-
tion is mediated by the questions of possibility and profitability, the answer
to which rests on a mixture of hope, evidence, and personal aspirations.

References

Bergson, H. (1913/2001). Time and free will: An essay on the immediate data of
consciousness [Kindle version]. Mineola, NY: Dover Publications.

Knight, F. (1921). Risk, uncertainty and profit. Boston, MA: Houghton Mifflin.

McMullen, J.S. and Shepherd, D.A. (2006). ‘Entrepreneurial action and the role of
uncertainty in the theory of the entrepreneur’. Academy of Management Review,
31, 131-152.



2 Genius vs. lunatic

The mixture of hope, evidence, and personal aspiration that drives the entre-
preneurial process forward turns into prescience when the process reaches
successful realization. Something interesting happens when the mere pos-
sible turns into actual: the cloud of uncertainty that surrounds the possible
dissipates. It is in this sense that entrepreneurial opportunities are clear and
obvious in retrospect, but opaque and ambiguous in prospect (Dimov, 2011).

What accounts for this asymmetry in perceptions is the passing of time,
whereby multiple possibilities at every step of the way are continuously
closed down with the making of history (what actually happens). When
we look back, there are no past possibilities; when we look ahead, there
are no future facts (Brumbaugh, 1966). In this regard, whether a vision of
the future is a sign of genius or a lunatic dream can only be ascertained in
retrospect.

During the entrepreneurial process, external stakeholders and observers
play various important roles. They could be early confidants or sounding
boards — friends or colleagues — who provide feedback on our thinking.
They could also be investors looking to support the venture or journalists
looking to cover it for the local or national media. In all cases, they form
and offer opinions on the merits of the business idea. On the one hand, these
opinions can be deemed objective in the sense that they are not coloured by
hope or personal aspirations and thus only focus on the facts and evidence.
On the other hand, these opinions are deprived from the very things that fuel
the entrepreneurial process, namely hope and aspirations.

I have often offered a lukewarm response when asked to express an opin-
ion on a business idea. Behind this lies a judgment that the idea has poten-
tial, but it is all a matter of execution. Indeed, I feel uneasy negating ideas
outright, no matter how crazy they seem. My lukewarm response is some-
times assaulted by the hope and optimism of the entrepreneur who paints
a bright picture of the future, of how things can work out for the better of
many. I can’t disagree with that or argue against it: even though there are
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no facts supporting the entrepreneur’s optimistic position, there are also no
facts supporting my own scepticism.

This is because there are, again, several layers of opinion involved. One
is whether the picture itself of the future is great. We would readily agree. If
the question, ‘what do you think of my idea?’ is rephrased as ‘what do you
think of the future I am aiming to build?’, we would perhaps say, fantastic.
There are of course times when we can question whether the proposed future
is worth having. But granting acceptance of the end point, the other layer
of the question is whether that future is feasible, that is, whether we think
that the entrepreneur will pull it off. It interlaces the questions of possibility
and profitability discussed in the previous chapter, but this time without the
benefit of hopefulness or knowledge of what constitutes acceptable return.

As we contemplate these, we begin to imagine a stream of possible ways
that the business can go wrong. It can get stuck on so many points along
the way: the product/service may turn out tricky to make to the desired
quality or at the necessary cost, people (customers) may not find it appeal-
ing enough, it may be difficult to attract talented people to the venture, the
effort may run out of money, or there may be competing offerings whether
by other startups or by existing companies who choose to respond to the
threat offered by new players in the market. All these are evident hurdles,
and it is not surprising that entrepreneurs are questioned on them in great
detail by investors during a due diligence process.

These concerns are readily borne out by evidence on the reasons startups fail.
Consider some of the top reasons mentioned: no market need, ran out of cash,
not the right team, get outcompeted, pricing/cost issues, poor product, need/
lack business model, poor marketing, ignore customers, product mis-timed, lose
focus, disharmony of team/investors (CB Insights, 2016). These can be readily
grouped into problems of market, product, finances, competition, and team.
These problems cannot be tackled all at once, but step by step, with outcomes
arising at each step of the way that would determine how to proceed next.

The point here is that what we have in front of us is a vast web of possible
paths along which the venture can go, as illustrated in Figure 2.1. Many — or
perhaps most — of these will lead to dead ends, while some can make it all
the way through to some successful outcome. The complexity of the web
depends on the number and complexity of tasks to be achieved: for exam-
ple, the fitting out of a (coffee) shop, design and testing of a product, a long
sales process with contacts, presentations, and negotiations. But standing
at the outset and looking at this web of possibilities, we cannot know what
the paths actually are beyond a few steps away, which path will transpire, or
whether it will be a productive one.

Against the intimidating vastness of this web, we are to judge the opti-
mism and confidence of the entrepreneur that she would navigate it through
to a particular end point: it is difficult to be anything but sceptical. We can
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Figure 2.1 A view ahead of the entrepreneurial journey.

suppress the scepticism and turn it into encouragement, but it may quickly
resurface if we are pressed to have ‘skin in the game’, that is, when we have
to make a sacrifice in the form of money (as investors) or time (as advisors
or team members). In these cases, what we wish we knew is whether the
person standing in front of us is a genius or a lunatic. Whichever the case —
but as long as we know it for sure — our choice will be easy as the decision
to proceed or abstain will simply match the label.

Sorting out the genius and the lunatic

A logical way to attempt the judgment is to compare the person in front of
us against successful entrepreneurs and see if they have matching qualities.
This brings us to the inferences we make from entrepreneurial success sto-
ries. Against the web of possible paths and different ways in which that they
could have not worked out, entrepreneurial successes are both impressive
and inspiring. We feel a natural awe when we look at a successful person,
which gives a glow to all their qualities. And why not? After all, all deci-
sions and judgments made along the way, have turned out to be right in the
end, even if not immediately. It is impossible to find the same type of glow
in a person who is about to embark on an entrepreneurial journey.
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The glow is in the eyes of the beholder. It can be traced to two sources.
The first relates to the perception that there are no past possibilities. As
history happens, all the untraced paths disappear from view; they represent
alternative futures that did not come to be. The only thing that matters is the
present as the future of the past. Against this perception, present outcomes
seem clear and inevitable, in direct link to past junctions, as illustrated in
Figure 2.2. In the words of the Nobel Prize winning psychologist Daniel
Kahneman, “the illusion that we understand the past fosters overconfidence
in our ability to predict the future” (2011: 218). As we treat the past as pre-
dictable, the only consistent trace all along — connecting the original idea
with its successful realization — is . . . the entrepreneur.

The second source is the halo effect. It pertains to the tendency to judge the
merits of a decision by the outcomes it produces (Rosenzweig, 2007). Every
decision involves the weighing of positive and negative consequences.
Such weighing is largely a subjective endeavour. Even if the probabilities
of those consequences were to be estimated correctly, such probabilities
would have meaning only in the context of repeated events or a pool of
multiple events. For one-time events, they offer little guidance as a single
draw can result in any of the possible outcomes. It is therefore difficult to
appreciate the merits of a sound decision if ultimately it becomes marred by
its negative consequences, even if those consequences had been acknowl-
edged and considered. Similarly, a decision that is seemingly reckless can

Figure 2.2 A view backward of the entrepreneurial journey.
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be ultimately justified by the positive consequences it happens to produce.
How can one argue that a successful entrepreneur had been reckless or per-
haps taken a gamble that would be unwise for others to repeat?

Now consider how we look at someone who has been unsuccessful. There
is no glow and no basis on which to consider prior decisions as sound. Against
the difficulty of navigating the complex web of possible paths, we can feel
respect at trying hard. But at the same time, the fervour and hope of the origi-
nal vision now carry perhaps a hint of naivety (should have known better).

It is difficult to think that the difference between the two realizations may
lie in a small and seemingly insignificant turn of events, but one that makes
the paths ultimately divergent. Indeed, one hiccup can steer the entrepre-
neurial journey in an entirely different direction. For instance, a decision
maker gone on holiday causing a sale to be delayed and ultimately to fall
through as other events take over corporate attention.

A useful way to understand the entrepreneurial journey, therefore, is as a
chain of events — each informing the next — whose effect is multiplicative
rather than additive. The substantive difference between multiplicative and
additive effects relates to the influence that a single event can have on the
entire chain: in a multiplicative line-up, it can bring down the whole chain;
in an additive, it can cause but a minor tremor. In other words, to succeed
everything, needs to go right; to fail, only one thing needs to go wrong.

Consider the simple hypothetical example of a journey consisting of ten
milestones (events), each with a 50 per cent likelihood of being reached. In
this scenario, only 50 per cent of the entrepreneurs will go through the first
step, 25 per cent through the second, 12.5 per cent through the third, and so
on. Only 0.1 per cent will complete all 10 steps. Thus, from a population of
1,000 entrepreneurs, we are likely to see just one success, that is someone
completing all 10 milestones. And, needless to say, he or she will attract a
lot of attention, not least due to the admirable and improbable nature of their
success. For the sake of illustrative comparison, there were approximately
9 million startups in the United States in 2015, equivalent to 0.31 per cent
of the adult population or 750,000 starting a business every month (Kauff-
man Foundation, 2016), while only about 1,400 of them (0.02%) receive
venture capital, that is, deemed to be high potential (PricewaterhouseCoop-
ers, 2016), and still the majority of which will not deliver returns to their
investors.

Sometimes nothing needs to go seemingly wrong in order for success not
to materialize. This is because success is a matter of relative standing rather
than absolute achievement, in the same way as it is in a sports tournament.
In a close contest, few remember those coming second, no matter how close
the result is. Think of a swimmer or runner winning by a tiny fraction of
a second, a football team winning in a penalty shootout, a basketball team
winning through a last-second shot, or a tennis player losing a fifth set 10-8
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in a match that lasts close to 6 hours with several turnarounds. One single
movement opens a discontinuous gap as it sorts the winner from the loser.

Looking forward rather than backward

Drawing inferences from observing winners leads to survival bias. In other
words, we have no counterfactual against which to compare any character-
istics we identify in the winners and determine that they indeed can account
for their success. This is why it is difficult to draw lessons from a winner’s
account: any effort and any decision seem to contribute to the final outcome
for it is easy to imagine that things would have turned out differently with-
out them. The typical references to motivation, hard work, and persistence
may ring true but they are likely insufficient to explain success. They are
indeed necessary — without them there is no journey — but not sufficient.

What is more, motivation, hard work, and persistence represent quali-
tative states that will vary throughout the journey. Henry Bergson (1913)
describes these as psychic states whose causes are within us and thus cannot
be counted or even compared. At the most, we can talk about the intensity of
psychic states — such as the intensity of feeling or of effort — but by admit-
ting some degree of quantification, they become homogenous and thus lose
some of their quality. How can we compare the motivations or efforts of
two individuals, other than by reference to the tangible outcomes that they
produce? When two people claim to be very motivated, work very hard, or
be very confident, these labels make it difficult to tell the individuals apart.
Language is an imperfect barometer.

How does that play out when looking at someone at the outset of their
entrepreneurial journey, someone with a bold, but not yet realized vision?
Without the glow arising from knowing that the person is a winner, we are
likely to have different, perhaps mixed feelings. The boldness of the vision
is appealing; the strength of conviction draws respect. But we can also see
this playing out in many different ways. There are no future facts. Indeed,
every proposition about the future has fractional truth to it, in the sense that
it cannot be ruled out (Brumbaugh, 1966). Everybody is potentially both a
genius and a lunatic! What is more, at the outset of the journey, we cannot
judge how motivation, hard work, and persistence will play out throughout
the journey.

While the journey will take place over time, at the present moment, we
are standing outside the flow of time. There is thus a discontinuity between
the present and the future in that the future does not exist other than as a
vast range of possibilities. These possibilities multiply exponentially the
further ahead we try to look, while the flow of time and the events and con-
sequences it brings closes them down.
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What is the flow of time? It is defined by the perception of change. We
commonly equate it with physical time, represented by the standard units
of seconds, minutes, hours, days that effectively represent external changes
such as spatial positions or atomic vibrations. But this conception of time
is not meaningful in the context of an entrepreneurial journey because the
changes it represents are not relevant to the entrepreneurial purpose. The
passing of time in an entrepreneurial journey is thus defined by the changes
relevant to it, and this may bear little relationship to physical time.

In venture terms, the flow of time is defined by the milestones of the
journey. A day can go by without anything happening on the venture front.
In this case, venture time is slower than physical time. Or too many things
can happen in a single day, in which case venture time is faster than physi-
cal time. When stuck on a particular milestone, we can get some sense of
progress by breaking it down into smaller milestones, in the same way that
we break down years into months, months into days, days into hours, hours
into minutes, minutes into seconds. But unlike the physical time, milestones
such as days, months, and years — which appear with predictable regular-
ity, external to the journey and unrelated to our own efforts — the venture
milestones are internal to the journey, affected both by our efforts and by the
circumstances surrounding them. They are defined by whether the elements
of the social structure that constitutes the entrepreneurial opportunity click
together into place.

Each click can be seen as a binary outcome. It either happens or it does
not: a customer makes a purchase, an employee or a client signs a contract, a
product is ready for shipment, etc. The click is also a one-time event. This is
because its situational circumstances are unique and also change with each
attempt to bring it about. Thus, we are not really able to reset things and try
again with a different approach, but have to work with whatever new out-
comes and consequences arise in the meantime. Probabilistic thinking does
not help in this situation.

The ultimate point here is that it is the flow of venture time that sorts out
the genius from the lunatic. And yet, we seek to make this judgment outside
of this flow, facing the next milestone. And while this milestone is looming,
it is both there and not there; both options have an element of truth to them,
yet neither is a fact. The only way to resolve this is to keep trying to reach
the milestone (until doing s0) . . . or to give up.

In summary, as we turn to others to promote our idea, we face the chal-
lenge of conveying what we see and feel to them. Our sense of possibility
and hope are qualitative, intangible — stating that we see possibilities or feel
hopeful convey little. Our fervour reflects the strength of our beliefs, but not
their feasibility. Needless to say, we will see ourselves as but geniuses, yet
with no tangible anchors others could easily see us as lunatics. When the
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external observer cannot distinguish the genius from the lunatic at the start,
it seems that lunatic is the safer choice, particularly if judged by historical
odds. Genius from the inside, lunatic from the outside: both have crazy
ideas and aim to change the world. They both seem unreasonable against
time yet to flow, against its overwhelming web of future contingencies.
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3 SKkill vs. luck

Are entrepreneurs successful because they are special, or special because
they are successful?

When we face a successful entrepreneur, we are drawn to the sense that
he or she has some unique abilities, to which we attribute his or her suc-
cess and which we would like to find out. This is normal, a reflection of
what psychologists refer to as the fundamental attribution error (Ross,
1977). When we look at great people, we tend to attribute their greatness
to personal characteristics and downplay the situational influences to their
success. Aside from these characteristics that we may seek to cultivate, we
are also drawn to lessons or takeaways in terms of how to deal with cer-
tain challenges, perform certain tasks, or act in certain situations. Success
stories are fascinating because they provide these answers in vivid detail,
underpinned by the fact that decisions made along the way have paid off.
Indeed, students in entrepreneurship classes consistently ask for practicing
entrepreneurs to come to class and share their stories. They feel energized
by the proximity of success and the sharing of its secrets.

One of the themes that consistently appears in these stories is the phrase
‘I was lucky/fortunate’: lucky to have met X; lucky to have run into X who
told me about Y; lucky that when we talked to company X, they happened
to be looking for a product like ours; fortunate that our first customer deal
went smoothly; fortunate that the government had just initiated programme
X, etc. These are usually fillers in between vivid descriptions of dealing
with challenges or making difficult decisions. But perhaps they are essential
to keep the story flowing. After all, if any of them had turned out differently,
there might have been no story to tell at all. In terms of takeaways, however,
they have little to offer us other than hope that things will play out favour-
ably for us as well.

Drawing valid inferences from successful entrepreneurial endeavours is
difficult due to the lack of counterfactuals. Entrepreneurs operate in dif-
ferent market, industry, geographical, and time contexts, work with differ-
ent team members or advisors, engage with different customers. To isolate
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a particular characteristic or decision approach requires removing all this
potential noise, which in turn is undermined by the lack of sufficient num-
ber of observations.

But there is a more fundamental point here about the nature of the null
hypothesis in place — what we assume as the default explanation — from the
rejection of which we draw our inferences. In the classic scientific infer-
ence, the null hypothesis normally presumes lack of systematic effect — that
a particular outcome is down to random variations. This hypothesis serves
as a baseline explanation, against which knowledge makes its inroads by
an active quest to reject it. When the evidence is sufficient to reject this
null hypothesis, then we can infer that particular causes are at play. But
in the absence of such evidence, the null hypothesis remains the default
explanation.

One might presume that a similar null-hypothesis logic applies to entre-
preneurial success, meaning that in the absence of any evidence to the
contrary, it is down to a random, fortunate constellation of events. This
explanation would apply by default and we should actively seek to refute
it by gathering evidence in a rigorous manner. But this does not seem to be
the case. Instead, the opposite null hypothesis seems to apply, that is, that
success is down to special abilities. How can you refute this in the case of a
single, already realized entrepreneurial journey? As past possibilities fade
away, it is difficult to imagine that things could have turned out differently.
But even if we did imagine alternative paths, no reliable case can be made
about where they would have led.

It is clear that our choice of default explanation affects the way we would
react to a story of entrepreneurial success. Those who see success as a mat-
ter of special skills by default would see the vivid accounts as evidence for
their default position. They would downplay the ‘I was lucky’ parts of the
story as unreliable evidence that the story would have turned out differently.
Alternatively, those who see success as a matter of fortunate constellation
of events would see the ‘I was lucky’ parts of the story as undermining
any claims to the contrary. They would question whether the vivid accounts
imply anything special by arguing that the same approach could have
worked out differently in different circumstances.

Accepting the role of luck in entrepreneurial success can be seen as a
gateway to a more extreme position, namely that entrepreneurship itself is
a random process, tantamount to pulling the lever of a slot machine. And
since this is obviously not the case — there is clearly a place for focused,
skilful effort, without which the process would get nowhere — it follows
that luck should be downplayed. But there is a fault in this argument. It
rests on the implicit assumption that seemingly random outcomes should
necessarily arise from a random process. This assumption is not tenable:
random outcomes can be generated by processes that are deterministic yet
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unpredictable (May, 1976). This makes recursive action — the continuous
solving of arising problems — a powerful generative mechanism in entrepre-
neurship (Dimov, 2016). This has a number of important implications for
understanding entrepreneurial success.

The nature of luck

What is luck? It refers to things that happen outside of our control and
outside the realm of our reasoned action, and that have positive or negative
consequences for our (entrepreneurial) efforts. For instance, we may choose
to go for dinner at a particular restaurant, a decision that may have noth-
ing to do with our entrepreneurial venture. But at the restaurant we meet a
person who later becomes our business partner and, ultimately, plays a key
role in the success of the venture. The original encounter at the restaurant
was clearly a lucky one.

But in what way is it luck? First, perhaps we had no venture-related reason
to go to this restaurant. Going there thus lied outside of our reasoned action
for the venture: we happened to go there. Second, the other person happened
to be there, but could have done a number of other things that evening (gone
to the movies, stayed at home, gone to another restaurant, etc.). Her being
there was entirely outside of our control. And even our very encounter was to
a large degree outside of our control — we happened to be waiting at the bar at
the same time and happened to be ready to strike a conversation, which hap-
pened to lead to our venture but could have easily taken a number of different
turns. The most common word in this paragraph is ‘happened’.

But this is not the first restaurant we have ever been to, and this is not the
first person we have ever met and engaged in conversation. Yet, perhaps we
(mostly) do not remember those other cases, but remember this particular
one. Why? Because it has meant something for us down the line, it has
led to positive consequences. Could we have known at the time where this
encounter would lead and what it would mean? No. By the same token,
the encounter could have had negative consequences: we would become
partners, but he would be a difficult partner to work with, and we would
get stuck in vigorous disagreements over the direction of the venture, con-
tributing to its failure. In this case, we would probably consider ourselves
unlucky with the encounter.

What this suggests is that events are not lucky or unlucky when they
occur; they are neutral in the absence of any subsequent meaning. The luck
label arises only retrospectively, when we can trace particular consequences
to a particular event and when we appreciate that the event was not inevita-
ble for a number of reasons. We can feel lucky at the time the event occurs,
but just as the idea-versus-opportunity or genius-versus-lunatic judgments,
this feeling can only be validated by some ultimate outcome.
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One particular way in which luck plays out is in cases where we have
done everything possible in a given situation, but its ultimate outcome
depends on the deliberations of others. The classic example is our pitching
to an investor or to a first major client, only to wait for the deliberation by
an investment or executive committee. Despite the effort we have put into
the presentation or the quality of the product, it alone cannot determine the
outcome. The committees have their own interpersonal or political dynam-
ics and their decisions can be hijacked by other factors such as the appear-
ance of a rival alternative (another investment deal or service proposal),
the absence of a key, friendly committee member, or the occurrence of an
external event such as stock market crash or major bankruptcy.

Hence we hold our breath for a deal or contract to be signed or for a pay-
ment to come through. Regardless of how confident we feel, those outcomes
can go either way as they are one-time occurrences. But without them, the
journey stalls, the story cannot continue. And the longer they drag out, the
higher the possibility that something unforeseen will derail them. How
many entrepreneurs have gotten stuck on a deal that took too long to sign
or a contract that has received various approvals through the hierarchy only
to be stopped when, all of a sudden, a change of CEO was in the making?

Outcome patterns and the processes behind them

What do books and entrepreneurial ventures have in common? There are a
few big hits and many, many moderate or poor performers. The vast major-
ity of books will sell at best a few hundred copies, and only a tiny minority
will sell in the millions. Seventy-six per cent of businesses in the United
Kingdom do not employ anyone, 95 per cent employ less than 10 people,
and only a tiny minority (0.1%) employ more than 250 people (Department
for Business, Innovation and Skills, 2015). This performance pattern repre-
sents a long-tail distribution, as illustrated in Figure 3.1. The long-tail rep-
resents what would be seen as improbable outliers in a normal, bell-shaped
distribution setting, but which are likely to occur and have a disproportion-
ate effect.

The tiny minority of businesses (0.1%) employing more than 250 people
account for 40 per cent of all employment in the United Kingdom and 53
per cent of all turnover. Long-tail distributions lie behind the well-known
Pareto principle or 80/20 rule, stating that approximately 80 per cent of the
effects come from 20 per cent of the causes. For instance, 20 per cent of the
customers of a business provide 80 per cent of its revenue or bring 80 per
cent of its problems. Such distributions are the norm in entrepreneurship,
applying to its range of performance outcomes such as revenue, employ-
ment, and growth (Crawford et al., 2015). They are also prevalent in other
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Figure 3.1 A long-tail distribution.

social settings such as music performance, movie performance, citations,
size of cities, etc. (Andriani and McKelvey, 2009).

This pattern arises from two characteristics of the entrepreneurial task.
First, it is a complex task, consisting of many sub-tasks and subject to
chronological contingency. Second, it is a socially complex task, inter-
twined with the actions and preferences of other actors, which are in turn
intertwined with the actions and preferences of other actors.

As a complex, chronologically contingent task, the entrepreneurial jour-
ney is a chain of events. Each event needs to occur favourably in order for
the process to continue forward. In this sense, as discussed in the previous
chapter, entrepreneurial outcomes represent multiplicative effects, that is,
everything needs to go right; if one thing goes wrong then the process fails
or changes direction. The more activities there are to be done, the more
likely it is that any one of them might go wrong. When we consider that
each of these intermediate events is subject to random influences — those
that occur beyond control and the realm of reasoned action — then it is easy
to see how the process is fragile in a forward-looking sense but appears
inevitable in retrospect, when everything has turned out ok. More broadly,
this resonates with the idea of normal or system accidents, whereby minor,
chance factors can lead to major incidents in complex systems (Perrow,
1984).

The social complexity of the entrepreneurial process reflects the fact that
success and failure ultimately depend on the commitment (or lack thereof)
of others. Aside from the sales efforts of the entrepreneur, stakeholder com-
mitments are socially interdependent: they depend on the opinions and deci-
sions of others. This gives rise to social processes of diffusion and collective
behaviour that have little to do with the entrepreneur but reflect the structure
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and processes of social networks in the transmission of information and
preferences. There are two processes worth highlighting.

One such process is preferential attachment, also known as positive feed-
back and Matthew effect. It refers to situations where new customers make
product adoption decisions on the basis of the adoption decisions of those
before them. The more people like something, the more likely it is for oth-
ers to like the same thing. Thus, more popular products become ever more
popular. This process is difficult to foresee, as a few random choices of
a particular product early on can sway future choices disproportionately
in its favour. Facebook’s early success is a prominent example here: what
seemingly started as a leisurely activity was found cool by a few friends
and eventually spread all over the Harvard campus and beyond, eventually
taking a life of its own.

This process creates detachment between quality and success. An experi-
ment by Salganik, Dodds and Watts (2006) involving the creation of an artifi-
cial music market clearly shows that when choice is influenced by observing
the preferences of others, standalone quality has a very weak relationship
with ultimate success. In the experiment, over 14,000 participants were given
a list of unknown songs by unknown bands and invited to listed to any of the
songs and, if they wish, download them. The participants were assigned to
one of two conditions: independent, in which they had no information about
the preferences of other participants, and social influence, in which they
were given information about the number of times a song had been down-
loaded by previous participants. Moreover, there were eight versions of the
social influence condition, each evolving independently. The results clearly
show that social influence increases both inequality and unpredictability, that
is, compared to the independent setting, in those settings (1) popular songs
were more popular (and unpopular songs less popular) and (2) for a given
quality, songs could experience a wide range of outcomes.

The second process relates to the diffusion of information and prefer-
ences and the differences in the mechanisms of contagion that drive the
two, namely simple vs. complex contagion. In simple contagion, informa-
tion is passed by one person to another by mere contact, whether personal
or through the media. While this works for information, it does not work for
preferences and choices. For many people, simply knowing about a product
is insufficient to drive a decision to consume it. Their choices are deter-
mined by the choices of those around them (e.g. friends, family, colleagues,
or professional peers); only when a sufficient proportion of those have made
the same choice does the focal person decide to adopt the product. In this
process of complex contagion, the structure of the social network matters
and clusters of interconnected people become barriers to wider adoption
(Easley and Kleinberg, 2010).
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The nature of complex contagion is what lies at the heart of Moore’s
(1991) classic book about the challenges of marketing high-technology
products to mainstream customers. By segmenting people on the basis of
their attitude towards new product adoption, Moore identifies a ‘chasm’ in
the qualitatively different ways in which ‘early adopters’ and ‘early major-
ity’ make their adoption decision: the former are swayed by simply learning
about new products (simple contagion), while the latter require evidence
from the experience of their peers (complex contagion). The niche approach
recommended by Moore — concentrating initial efforts on a small segment —
reflects the fact that complex contagion requires more concentrated effort to
win over a cluster. Indeed, many entrepreneurs speak of hoping to trigger an
avalanche of product adoption, which reflects the cascade effect associated
with breaking into a cluster.

In summary, the question of whether entrepreneurial success is a matter
of skill or luck continues to inspire debate. In one sense, it is a matter of
one’s adoption of skill or luck as the default explanation. The former arises
naturally from people’s fundamental attribution error. The latter represents
the natural scepticism of a scientifically minded observer.

Of course, the picture is more nuanced. It is not a matter of one or the
other, but a matter of both. Entrepreneurship cannot be 100 per cent skill —
think of all the outcomes beyond the entrepreneur’s control that need to go
right. And it cannot be 100 per cent luck — think of tasks that require some
minimum level of skill. It is thus useful to think of a continuum ranging
from 100 per cent skill to 100 per cent luck on which we can place the
entrepreneurial journey in respect to its realization.

Mauboussin (2012) provides an insightful approach to doing so by
decomposing the overall variance of outcomes into variance due to skill
and variance due to luck. Based on extensive data on sports performance,
he estimates the role of luck to be 12 per cent in basketball, 31-34 per cent
in baseball, 38 per cent in American football, and 53 per cent in hockey.
Applying the same logic to investing, he estimates the role of luck there at
80-85 per cent. Particularly relevant for appreciating the interplay between
skill and luck is what he terms the ‘paradox of skill’: as skill improves and
thus makes performance more consistent, luck increases its role in deter-
mining competitive outcomes.

In applying this logic to business activities, Mauboussin (2012) makes
a useful distinction between (1) routine or repetitive tasks such as opera-
tions, for which the predictability of performance makes them conducive
to the development of skill; and (2) non-routine tasks such as setting new
strategy or venturing in new areas that require experimental approaches,
for which the unpredictability of outcomes makes them susceptible to luck.
Thus, we would expect the skill-luck mix to vary with a company’s relative
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mix of these activities. In the entrepreneurial journey, the non-routine tasks
dominate its early stages as the venture seeks a solid foundation, a viable
business model. In its later stages, the routine tasks may become more prev-
alent as the venture gears up to scale and grow from an already established
foundation. Therefore, we would expect the role of luck to be high at the
beginning of the journey (perhaps as high as 80-85 per cent, as in the case
of investing), but decline over time as more routine skills take over.

Where does this leave us? With the sense that skill is necessary but not
sufficient. It is important to keep the process going towards the next mile-
stone, but how the process ultimately plays out is perhaps a matter of luck.
Entrepreneurship is thus tantamount to an art of surviving until we get lucky.
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4 Judgment and the
entrepreneurial journey

The three tensions outlined in the previous chapters affirm the asymmetry
between the future as anticipated from the present and the future as it hap-
pens or has happened. The former is an unbounded set of possibilities that
keep opening the more we think about what may happen ahead. The latter is
the closing down of these possibilities, their convergence into the actualities
that comprise the path of history.

Both possibilities and actualities invite judgment, albeit of different
nature. Possibilities invite immediate choice or justification, because only
one path can be followed as the next step. When we step forward, it mat-
ters that what we do seems reasonable, that our course of action can be
explained or justified. Unless we choose to act in an unreasonable manner,
which nevertheless requires a sense of what is reasonable as a benchmark.
This is a matter of normative assessment of a prospective action as right or
wrong. But at the same time, what actually happens can also vindicate prior
actions if the outcome it brings is beneficial. Thus, actualities invite quali-
tative evaluation of the action as good or bad in view of its consequences.

Information and action

Both justification and evaluation are structurally constrained in regard to
their placement relative to an action and its consequences. Because there are
no past possibilities, justification cannot be exercised after the action, when
all the alternative possibilities have disappeared. And because there are no
future facts, evaluation cannot be exercised before the action, when all its
consequences have not yet appeared.

In addition, both justification and evaluation have inherent limitations
related to the difference in the information available before and after the
action. Because what actually happens is based on events, actions, and
information that are not available at the time of any beforehand delibera-
tion, those cannot be part of that deliberation. Therefore, to the extent that
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deliberation aims to anticipate and compare future outcomes for the purpose
of justification, justification has a blindspot.

Similarly, because the consequences of what actually happens may be
related to events that have little to do with the action itself — a pure time
coincidence or externality — it is impossible to identify consequences that
are uniquely attributable to these events and thus would not have occurred
had a different set of events coincided with the action. Therefore, to the
extent that such events are inevitably part of the evaluation exercise, evalu-
ation has a blindspot. The two blindspots are illustrated in Figure 4.1.

Figure 4.1 also illustrates the interplay between the information sets availa-
ble before and after the action in relation to the events and their consequences.
As well as occurring for unrelated reasons, these events/consequences can be
triggered by the very action we undertake, by inviting responses, reactions,
and counteractions by those affected. Some of these may be genuinely unex-
pected, in a positive or negative sense. For instance, excitement about a new
product may be much stronger than anticipated and some of the prospective
customers may proactively decide to become active advocates of the product.
Or prospective customers may identify uses of the product that are potentially
harmful and thus require re-examination of its specification.

Others can be expected, in the sense of being able to anticipate the set
of possible outcomes (e.g. a yes or no answer), but not being able to know
which one of them will transpire. Until that outcome occurs, all its alterna-
tive realizations have to be considered possible and real. In this regard, prior
to the action, deliberation is marred by the impossibility of focusing on only
one of these possible outcomes, and thus the need to contain them all, each
with its own tree of further possibilities. In contrast, after the action, there
is clarity in terms of which outcome has transpired, thereby enabling us to
focus on the new possibilities it opens up. In effect, the action cuts off all
the branches of the tree of possibilities associated with the outcomes that
did not occur. This is illustrated in Figure 4.2.
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Figure 4.1 Blindspots in entrepreneurial judgment.
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Figure 4.3 Two places for exercising judgment.

Judgment and action

In a general sense, judgment pertains to the evaluation of information to
make a decision. It is a faculty to be exercised at the discretion of the deci-
sion maker and to serve a particular purpose. The entrepreneurial journey
consists of many action points, each following the previous and setting up
the next. Purpose evolves and, in each action situation, reveals itself as an
immediate problem to solve, an idea of what we want to achieve at the next
step.

In this regard, the set of idea, action and consequences represents a basic
unit of the entrepreneurial journey that is repeated over and over again. The
question then arises of where to place judgment within this unit. We can
place judgment in two different time spots and thus exercise it in two differ-
ent ways, as shown in Figure 4.3.
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Judgment before action

We can exercise judgment between idea and action, as a means to justify
or sanction a proposed action. It is based on the anticipation of the conse-
quences of the action and, as such, is inherently limited by the information
available prior to the action. Such judgment proclaims an action as right or
wrong. It is used to rule out certain projects or actions on the basis that they
do not have the right ideas, the right person, or the right skills.

This type of judgment represents a logic of pushing forward (De Bono,
1993). It operates a truth system, based on the question ‘what is the right
action?’ and involves a comparison of the information at hand with the ideal
generated by a truth system. This judgment operates with a threshold for
weight of evidence, that is, the evidence provided in support of the action
needs to be based on facts to a certain degree. This can be both an advantage
and a limitation. The advantage is that it minimizes failure by eliminating
speculative actions that can lead to dead ends. This reduces the costs of
sacrifices. The limitation is that it undercuts successes at the same time, by
precluding actions from getting lucky, lunatics from turning into geniuses,
wild ideas from turning into opportunities.

If we think back to the original idea—opportunity continuum, which
ranges from 100 per cent blueprint to 100 per cent actualized, it is clear that
the closer we are to the blueprint end of the continuum the smaller the set of
facts on which we can rely (Figure 1.2). At the outset of the entrepreneurial
journey, when we have 100 per cent blueprint, the projected consequences
are based on intuition and hope. Any attempt to exercise sound judgment is
bound to raise a red flag for the action. This is the position in which many
entrepreneurs find themselves, whether as part of start-up efforts or initia-
tives within existing organizations. They are asked to produce evidence that
their actions will pay off. In the absence of tangible or reliable evidence, the
action cannot be sanctioned.

While it is possible to overcome this hurdle by circumstantial evidence such
as the track record of the entrepreneur or the track record of similar initiatives,
the point here is that it is the need to exercise the judgment itself that cre-
ates the tension. Eliminating the judgment altogether removes accountability
for the decision. At the same time, accountability is important in the light of
the sacrifice that the decision brings, in terms of time, resources, or opportu-
nity costs. The bigger the sacrifice, the stronger the need for accountability,
and thus the stronger the pressure to exercise such prospective judgment.

Judgment after action

We can also exercise judgment after an action, as a means to evaluate its
consequences. It makes full use of the information generated from the
action to consider the new action possibilities that open up. Such a judgment
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proclaims an action as good or bad. While it does not rule out certain pro-
jects or actions at the outset, it subjects them to natural attrition, eliminating
those that do not work out.

This type of judgment follows a logic of jumping ahead, that is, move-
ment for the sake of identifying the possibilities it opens up, without being
subject to justification (De Bono, 1993). It aims to formulate a promising
next step, based on the learning and outcomes produced by the action.
Again, this can be both an advantage and a limitation. The advantage is
that it maximizes success by increasing exposure to serendipity. It is nota-
ble that entrepreneurial breakthroughs often come from such jumps as new
possibilities open up in unanticipated ways. The limitation is that the costs
of sacrifices need to be borne out and can easily become unaffordable if we
let every action play out.

Therefore, judgment eliminates or narrows down action possibilities.
This is done prospectively when judgment is exercised before an action,
or retrospectively when it is exercised after an action. The two different
options utilize different information sets. Transitioning between the two,
we bear the uncertainty associated with bifurcated possibilities and experi-
ence the emergence of unanticipated events and their consequences. While
the former judgment minimizes failure at the expense of success, the latter
maximizes success at the expense of failure. Therefore, the urge to exercise
the former needs to be restrained, while the indulgence of the latter needs
to be contained.

Individual vs. collective perspectives

The locus of the exercised judgment introduces yet another tension, namely
between the individual entrepreneur and the broader entrepreneurial com-
munity. From the point of view of the individual entrepreneur, what mat-
ters is whether they are successful or not. The success of others is not
immediately relevant. This suggests that the desire to succeed can generate
persistence and optimism way above what may be warranted in the given
circumstances. But it may also trigger a focus on avoiding failure in a way
that prevents more speculative moves.

The issue here arises when we stake our entrepreneurial journey on expe-
riencing success and thus may start looking for the evidence of success
before undertaking action. The typical example of this is when we look
exclusively to make money and start evaluating ideas on this basis. Early
on, the money-making potential of most ideas is not evident and hence they
are discarded. A classic example of this is Intel’s declining to fabricate the
processor that would power the future iPhone on the grounds of insufficient
forecast volume, which in retrospect underestimated the eventual demand
by a factor of 100. The words of Intel’s CEO at the time, Paul Otellini are
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telling: “This was before the iPhone was introduced and no one knew what
the iPhone would do” (Madrigal, 2013: paragraph 9). The point here is not
to blame the faulty forecasts (almost all forecasts for new products end up
being faulty), but to recognize that the very reliance on forecasts to justify
a decision makes it impossible to proceed with an idea at its early stages.

From a community point of view, however, what matters is that at least
one entrepreneur is successful. It does not matter who. From this perspec-
tive, one would encourage a wide range of ideas and actions with the sense
that this maximizes the likelihood of any one of them reaching success. In
this sense, as a collective endeavour — each entrepreneur pursuing their own
idea while also building upon and contributing to the ideas and efforts of
others — entrepreneurship becomes much more powerful than the efforts of
any single individual. Its range of exploration and experimentation is vastly
larger. The challenge here is to contain the costs associated with enabling
this large degree of experimentation.

Consider the example of a cohort of 100 potential entrepreneurs. If they
all act to pursue their ideas, we can sit comfortably on the expectation that
at least a few of the efforts will be successful. This squares with the long-tail
distributions discussed in the previous chapter. It will create a good track
record for the cohort overall. For the individual entrepreneurs, however,
the sense that only one of them makes it can be a source of anxiety. They
might wonder, ‘will it be me? I want it to be me!” On the binary criterion of
success/failure, most will be disappointed, while only a few will be happy
with the outcome.

On the same criterion, the collective as a whole is happy. Can the disap-
pointment of most be outweighed by the success of one? Yes, if the focus
is on the non-commercial aspects of the entrepreneurial journey such as
the pleasure of pursuing one’s passion and the learning that the journey
provides; or if the entrepreneurial spirit is collective in nature. This charac-
terizes vibrant entrepreneurial ecosystems, permeated by a culture of inclu-
siveness, mentorship, mobility, and increasing returns (Feld, 2012).

Similar logic drives the economics of venture capital investing, where
one success can compensate for many failures. But because it cannot be
known at the outset which of the initial investments will be successful, it
is necessary to invest in and nurture a larger portfolio. While investment
theory regards portfolios as tools for diversification of risk — that is, for
minimizing the risks for given levels of return — they can also operate as
means for maximizing success.

Between order and disorder

In summary, judgment plays an important part in the entrepreneurial jour-
ney, revealing itself in seeking justification for an action or in evaluating its
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consequences. The first type of judgment deals with the question of whether
it is worthwhile to pursue or persist with an idea. This is a question of why
and it serves as a gatekeeper for action, an artificial sanctioning of it. In this
judgment, the pursuit of the idea is put against alternative uses of our time
and resources. To be answered in the affirmative, there need to be clear and
compelling benefits. These benefits can be related to the process itself (e.g.
experience, learning, the enjoyment of doing something you are passionate
about) or to the outcomes it produces (e.g. financial wealth).

The second type is an evaluative judgment of the action as good or bad,
based on the possibilities for further action and the development it opens
up. This is a question of where next, and it offers a natural attrition for the
action, meaning that at some point, it may reach a dead end. The benefits
of the action can include valuable new information about preferences and
consequences, new commitments or new resources.

Both judgments can serve as impediments to the entrepreneurial jour-
ney. If a specific benefit needs to be demonstrated beforehand, very few
ideas will pass the sanctioning screen. Those screened out will certainly
include the more radical, more speculative ones, yet with high potential
nevertheless. Similarly, against specific expectations, the information pro-
duced by an action may not be deemed useful. Thus, when these judgments
are exercised too tightly, the result is low sanction and high attrition. But
equally, these judgments cannot be eliminated. In the absence of any steer,
any effort becomes worthwhile. Similarly, against loose expectations, any
action would be deemed good as the information it produces is bound to
have some use. The result is high sanction and low attrition.

Therefore, the two judgments need to work in unison, capitalizing on
the knowledge available both before and after the action and striking a bal-
ance between sanction and attrition. This resonates with the idea of ‘edge
of chaos’ as a fertile zone in between order and disorder (Kauffman, 2008).
The interplay between sanction and attrition is illustrated in Table 4.1.

The challenge for the journey is to keep it in this fertile zone, balancing
its inherent tensions. The next section will explore the questions that under-
pin this challenge and derive from them a set of action principles that can
help us take it on.

Table 4.1 Interplay between sanction and attrition

Tight expectations Loose expectations
Justification Low sanction High sanction
(Why?)
Edge of chaos
Evaluation High attrition Low attrition

(Where next?)




34 Tensions of the entrepreneurial journey

References

De Bono, E. (1993). Teach your child how to think. London: Penguin.

Feld, B. (2012). Startup communities. Hoboken, NJ: John Wiley & Sons.

Madrigal, A.C. (2013). ‘Paul Otellini’s Intel: Can the company that built the future
survive it?’ The Atlantic, 16 May 2013. Available at: www.theatlantic.com/
technology/archive/2013/05/paul-otellinis-intel-can-the-company-that-built-the-
future-survive-it/275825/. Accessed on 3 January 2017.


http://www.theatlantic.com
http://www.theatlantic.com
http://www.theatlantic.com

Part 11

The journey from the
inside

The previous section discussed three tensions that characterize the entre-
preneurial journey, driven by the asymmetry between the imagined and
realized future. This asymmetry creates blindspots for the two types of
judgment — justification and evaluation — that arise in the journey in respect
to the actions that comprise it. Both judgments can stifle the journey, yet
neither can be dispensed with. Hence the challenge for this section — how to
avoid succumbing to the temptations of each type of judgment and to keep
the journey in the fertile zone between order and disorder.

How harshly the judgments are exercised is a matter of our mindset,
whether as individuals or organizational decision makers. To what extent do
we need to have a clear reason in order to do something? And to what extent
should this reason be an identifiable future state? This reflects a fundamen-
tal predisposition towards the future that pushes our reasoning beyond the
edge of time. We seek to run ahead of time, to check the future out before
we approach it, to make it tangible in the present. This is a quest for cer-
tainty, without which becoming an entrepreneur feels like a plunge into the
unknown. But unlike running ahead in the forest to check that the path is
clear, the only running we do is within our head, and the only path we check
is the one produced by the limitations of our imagination and reasoning.

As I will explore in Chapter 5, this attitude rests on implicit assumptions
about the nature of the future and the way to approach it. The chapter will
ask you to replace the notion of the future as arising out of necessity with the
notion of the future as arising out of contingency. This is a vital switch. Just
like the fundamental setting of an electronic device — a frequency switch or
a language setting — it makes the previously inaccessible accessible.

Against a contingent future, I outline two basic action logics — (1) getting
to the next milestone and (2) changing direction — each subject to internal
and external pressures or considerations, giving rise to four sets of action
principles. I explore these in the following chapters. In Chapter 6, I discuss
the nature of the milestones in the entrepreneurial journey, and in Chap-
ters 7 and 8, the internal and external pressures that bear upon the journey.
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5 Future

The need to consider ultimate outcomes arises when the entrepreneurial
journey is seen simply as a vehicle for delivering other benefits such as
financial wealth or recognition. To attain those, it does not really matter
what we do, as long as it leads to their attainment. Hence the question of
why we seek to become entrepreneurs. Is it for the sake of what it involves
or for the sake of what it brings? Even when organizations create specific
jobs to focus on entrepreneurship or innovation, thereby eliminating the
need to justify the behaviour of the people holding them, the focus on entre-
preneurship in the first place is often driven by the need to deliver new
revenues or sustain the bottom line over time.

Therefore, when entrepreneurship is appreciated for what it would bring
rather than for it involves, the associated aspirations can be a siren song. We
can be drawn to look for things in the future. But what we see there simply
reflects our implicit assumptions about the nature of the future and is thus
subject to the inherent limitations of our knowledge and reasoning. This
chapter tackles these assumptions head on by exploring the questions of the
nature of the future and our approach to it.

From necessity to contingency

One predominant conception of the future portrays it as something outside
of us, unfolding with law-like necessity. Even though this necessary pro-
cess may itself be uncertain, the point is that we consider ourselves passive
recipients of what the process brings. Thus, the reasonable response is to
position ourselves against the future for the sake of attaining a beneficial
state (Wiltbank et al., 2006). This can be done by focusing either on predict-
ing what the future will be, or on adapting to whatever future arises. Efforts
can be directed at developing better prediction models or systems, or at
implementing better intelligence and fast response systems.

The relevant point here is that when faced with demands for such
activities — such as when someone asks to see market predictions or
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financial projections backed by reasonable evidence — we need to acknowl-
edge that their logic is based on an assumption of an external, real future.
This assumption is appropriate for recurrent, already established activities.
Indeed, thinking of realized business opportunities as operating social struc-
tures that weave together production and consumption, one can easily see
the overall economy as a super-structure, an inter-linked collection of such
individual structures.

Each structure, once established, becomes a battleground of opposing
forces. One seeks to maintain and even grow the structure — this is the man-
agement of the company or venture. Another seeks to disassemble or under-
mine it — the market forces working to steal customers or employees; or the
technology forces that make the production methods obsolete or ineffective.
The former requires energy and effort; the latter occurs naturally, consist-
ent with the tenets of increased entropy (disorder) as a natural tendency of
systems. In this sense, each structure is dissipative in nature (Prigogine,
1997), that is, it requires a flow of external energy to be maintained, such as
retention and reinvestment of earnings, new investment, the renewed efforts
of employees and managers. In the absence of this energy, the structure
will gradually disappear. But it will retain itself for at least a while, just as
an abandoned building will stand for some time before crumbling down
completely.

Therefore, and particularly in view of the ongoing efforts to maintain it,
each structure offers a good position — a fort of sorts — against the future. It
enables relatively reliable prediction based on extrapolation from past activ-
ity and on its intended perpetuation and expansion. It also enables effective,
incremental, piecemeal adaptation as new elements are added in response
to changes in the environment. Think of the analogy of a building that gets
gradually adapted to changing climate, demographics, or use. There is con-
tinuity and stability in the short term and more substantive changes in the
longer term.

In other words, positioning works for existing structures. But a new ven-
ture is oriented towards the creation of a new structure. Even when this
involves use of elements of existing structures — such as factory or retail
infrastructure or current customer relationships — through their acquisition,
retention, or replication, there are always new elements to be added to com-
plete and activate the structure. This does not yet offer a solid foundation for
positioning. Any prediction or adaptation is in effect an out-of-range extrap-
olation. But more importantly, the very attempt to erect a new structure
represents a disturbance to the existing economic super-structure because
the elements it aims to pull together are engaged in other, already active
structures. Prospective customers or employees have current commitments
for their time and money. These commitments have to be disrupted and
subsumed in the new structure. As such, the new structure becomes part
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of the incoming future and invites adaptive responses as well as proactive
moves by others.

In this setting, it is prudent to consider an alternative conception of the
future, in which it is emergent and contingent, where our actions matter
through the reactions and consequences they trigger. Our actions are moti-
vated by a certain purpose, but it is difficult to think ahead more than a few
steps because of the exponential expansion of the number of contingent
actions that require consideration. Consider the simple example of being in
the middle of an infinite chess board. There are 8 possible squares where we
can land after one move, 25 possible squares after two moves, and 49 pos-
sible squares after three moves. If we then add another person on the board
and consider our relative positions after each step, there are 64 possibilities
after one move, 625 possibilities after two moves, and 2401 possibilities
after three moves. After adding a third person, the possibilities become 512;
15,625; and 117,649 respectively. In real settings, there are more than three
players to consider. We simply cannot think of all the possibilities more than
a few moves ahead.

At any point in time, the future is an uncountable range of possibilities,
only one of which could materialize. The question of which one will tran-
spire is open ended, subject to competing visions and actions. If we stand
still, something will still happen. But it is also reasonable to presume that if
we do something, something different will happen. In this sense, we have a
stake in the future, even if what actually happens is not within our control.

A contingent future means that it can turn out differently in (slightly)
different circumstances. Thinking about the future, we are interested in
three things that comprise it: (1) the events that will happen, (2) their con-
sequences in terms of further events their trigger as well as their meanings,
and (3) the preferences that people will exhibit, which will drive their eco-
nomic decisions. Even if certain events can be foreseen, their consequences
are difficult to anticipate due to the social complexity of our world. This
is the difference between prediction and prophecy, what happens versus
what it means (Watts, 2011). Similarly, it is difficult to ascertain future pref-
erences: choices can drive preferences as much as preferences can drive
choice (March, 1978). In the words of Henry Ford, “If I had asked people
what they wanted, they would have said faster horses”.

The distinction between perceiving the future as driven by necessity vs.
contingency is important because of how we deal with the uncertainty that
surrounds it. Against a future shaped by necessity, we place the uncertainty
inside ourselves, that is, we are uncertain about the future. Removing the
uncertainty from ourselves becomes a quest for more information and anal-
ysis, with the hope that the future will reveal itself or become more clear. In
contrast, against a future shaped by contingency, we place the uncertainty
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outside ourselves, meaning the future itself is uncertain. Removing the
uncertainty becomes a matter of eliminating competing possibilities. We
have a stake in this matter through what we want and are willing to see
through. But this matter is ultimately sorted at a macroscopic level — what
happens is derived from what all actors do. We are but one of many inter-
connected actors.

Action principles for contingency

The power of contingency lies in the fact that things can take a turn for the
better or for the worse at each step of the way. Each new step thus brings
both hope and danger, just like reaching a milestone or looking around a
corner. When we cannot look more than a few steps ahead, the journey
becomes a matter of reaching milestone after milestone, each opening a new
vista with new directions and further milestones. In view of this, there are
two main principles that can guide us: (1) the ability to reach the next mile-
stone and (2) the ability to change direction. In turn, each of these is subject
to both internal and external pressures and considerations. This gives rise to
four sets of principles as shown in Table 5.1.

Reaching the next milestone

The ability to reach the next milestone is typically associated with persis-
tence, the stamina to keep going. Indeed, most entrepreneurial success sto-
ries talk about persistence and most aspiring entrepreneurs exhibit a sense
of hope that success is just around the corner. But there is more to persis-
tence than meets the eye. As with any action, it brings an interplay of moti-
vation and ability, a desire to keep going as well an ability to do so. These
can be subject to both internal and external pressures.

The internal pressures or considerations have to do with wanting to get
to the next milestone. This desire can reflect the pull of the ultimate goal: of
what we hope to achieve in the end. It can also reflect the intrinsic enjoyment

Table 5.1 Action principles for contingent future

Considerations/pressures

Internal External
Getting to the next Intrinsic logic Affordability
milestone Living with uncertainty
Changing direction Structural openness Decision control

Planning vs. plan Dynamic commitments
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or ‘psychic income’ received from the activity itself, or the opportunity
costs of our time and effort (Gimeno et al., 1997). We thus revisit the ques-
tions posed earlier in the book, of whether our engagement in entrepre-
neurship is driven by the outputs it can produce or its very process. In the
former case, satisfaction is uncertain, while in the latter it is guaranteed.
After several milestones, the extrinsic pull may diminish, weighed down by
an ever-opening stretch of new milestones or the rising opportunity costs of
alternative pursuits. At the same time, the intrinsic push is likely to remain
strong as long as one is able to live with the uncertainty of the process. From
this point of view, a first action principle can be formulated as intrinsic logic
and living with uncertainty. This action principle is developed further in
Chapter 7.

The external pressures or considerations have to do with whether we
have the energy or resources to get to the next milestone. As discussed
earlier, entrepreneurship requires sacrifices. They can easily accumulate
in the absence of tangible results. With the expectation that there may be
many milestones to come, it is important to maintain the ability to get to
yet another one. Giving up can be a source of deep regret, arising from the
sense that one more step or push might have been all it would have taken to
reach some successful result. To use the analogy of long-distance running,
one of the essential skills there is pace, as a fine balance between effort and
physiological capacity. The relevant resources in the entrepreneurship space
are time and money: getting to the next milestone requires a commitment
of time; and it often requires the expense of money, that is to buy equip-
ment, hire people, rent premises, etc. Neither of these are infinite and, once
exhausted, we are unable to continue.

Our time is a critical resource in the sense that we can devote it to produc-
tive activities that enable us to financially support ourselves and our family.
In the absence of alternative means of support, such as savings or family
support, there is a limited amount of time that we can endure without earn-
ing an income. Similarly, within an employment setting, there is limited
amount of time we can devote to other, non-job-related activities, before
our job performance is considered unsatisfactory. The same logic applies to
financial resources. There is a limit to how far we can deplete our stock or
even stretch it into the negative, such as when we borrow money. The limit
is driven by our own personal financial needs, lifestyle aspirations, and abil-
ity to repay the borrowings.

What matters then, for both time and money, is that the limits in ques-
tion represent thresholds of affordability. Crossing the threshold puts us in
danger of suffering the negative consequences of financial hardship, job
loss, or bankruptcy. The principle of affordable loss pertains to the need to
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determine and face the worst-case scenario in any endeavour and ensure
that it is something affordable (Sarasvathy, 2001). Thus, the second action
principle can be formulated as affordability. It will be developed further in
Chapter 8.

Changing direction

The ability to change direction requires flexibility to reconsider our approach
and our options as well as ability to reflect on our journey so far and con-
sider going back to take a different turn. As with the ability to continue, it is
subject to both internal and external pressures that need to be kept in check.
Not showing flexibility can arise from inability either to see new possibili-
ties or to pursue these possibilities. The former reflects internal constrains
while the latter external.

The internal constraints pertain to our perceived roadmap or plan for the
journey. To the extent that it is rigid, demanding disciplined execution, it
would see any change of direction as unnecessary deviation. In this regard,
the need for flexibility reflects the importance of being able to escape any
structure imposed on the entrepreneurial process, of seeing any such struc-
ture as ultimately tentative. Creating a structure is an essential component
of execution and efficiency: it enables coordination, communication, and
decision making. But its effectiveness ultimately hinges upon having a well-
defined goal or destination for the venture: the very thing that the entrepre-
neurial journey is after.

Much has been written about business plans and their use in the entrepre-
neurial process. The business plan, as a document, once written, can easily
become an anchor point, a source of focus and discipline, a sort of atten-
tional structure that defines goals and responsibilities. There is no denying
its value once it is clear what the venture aims to achieve, once its opportu-
nity is clear enough. But in the early stages of the entrepreneurial process, it
is the process of planning rather than the plan itself that plays a positive role
(Dimov, 2010). In the context of the exploration and experimentation inher-
ent to these early stages, the rigid structure of a plan can create blindspots in
that new information can be easily ignored as irrelevant. The plan itself acts
as a filter and a source of meaning.

In contrast, an ongoing process of planning can be seen as a continuous
reassessment of the new possibilities that previous actions open up. It aims
to structure what is known so far, as a way of identifying promising next
steps, new assumptions, and ways of verifying them. But that structure is
never final, only tentative, ready to be recast at the next step. The structure
thus helps make sense of the journey so far and anticipate the journey ahead.
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It creates a continuity among the steps taken, enabling us to retrace these
steps and explore previous structures in the light of new information. With-
out any structure, there is chaos. Thus, the third principle can be formulated
as structural openness and planning vs. plan. It will be developed further in
Chapter 7.

The external constraints pertain to whether we are in a position to decide
or institute a move in a new direction; that is, it is a question of decision
rights. From a property rights point of view, there are two types of rights
associated with the venture: income rights relate to claims on the ultimate
residual profits from the venture; decision rights relate to how the venture
is developed and managed (Hart and Moore, 1990). While these rights are
initially concentrated in the venture founders, they can be gradually given
away as other stakeholders are involved, such as investors and employees.
To the extent that there are other decision makers involved, the question of
which direction to follow is subject to discussion or debate, the outcome of
which is not entirely down to our own preferences.

While the sacrifices associated with the venture are initially our own time
and resources, the need to obtain additional resources — whether financial,
manpower, or expertise — demands sacrifices from others. To elicit these
sacrifices, we have to create attachments or commitments in the form of
promises, plans, or investments that involve other people. This creates a
new reality in the present that is vested in things turning out in a certain
way and that becomes separate from us as it is communicated to and seen
by others. As others become vested in that reality, they can demand control
over whether and how it comes about.

The negotiation with investors and other stakeholders over the conditions
in which they would commit their resources can be complex and involve an
interplay between income and decision rights. Similar to the business plan,
these conditions can be seen as a sort of structure of rights and obligations
that is aimed at ensuring that the desired end comes about. But when the end
is not yet well defined, and is expected to evolve in the early stages of the
journey, the structure should not be rigid but flexible, giving us the ability
to consider a new direction or a new approach. Thus, the fourth principle
can be formulated as decision control and dynamic commitments. It will be
developed further in Chapter 8.

In summary, viewing the future as contingent calls for action principles
that keep future options open. Four sets of principles are summarized in
Figure 5.1. They pertain to the ability to reach the next milestone and the
ability to change direction, to be maintained under continuous internal and
external pressures. Chapter 6 discusses the nature of the milestones in the
entrepreneurial journey. Chapters 7 and 8 focus on managing the internal
and external pressures.
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6 Milestones and problems

Dealing with a contingent future shifts the emphasis to more immediate
milestones. While our ultimate purpose is reflected in a vision of a desired
future, rather than passively prophesy about it, we have to try to bring it
about bit by bit, conscious that around us there are competing visions for
alternative futures. In identifying more immediate milestones, we have to
maintain a sense of relationship between each milestone and the ultimate
purpose and among the different milestones, into one coherent whole. This
chapter offers a framework for understanding the milestones and their
inter-relatedness.

Business model as a keystone to the journey

Chapter 1 discussed the nature of the realized opportunity as a social struc-
ture (Figure 1.1) encompassing a product or service, users or customers,
and a production infrastructure and stakeholders. At first, these elements
are imagined, as contained and articulated in the original business idea.
The entrepreneurial journey seeks their validation, which most of the time
results in their modification around what turns out to be possible or feasible.
There comes a point in the journey when there is sufficient confidence in the
feasibility and realization of the structure. Beyond that point, the journey
becomes a question of execution, of building the structure. This is not a
trivial problem, but one that requires focus and discipline, in contrast to the
open-ended validation process.

The so-determined structure represents the business model for the ven-
ture. Just as an architectural model represents a keystone to a building design
effort, ensuring that a prospective building would serve its intended purpose,
so a model of the business represents a keystone in the entrepreneurial jour-
ney. Once validating the elements of the future structure, it provides a focus
for the remainder of the journey. In this regard, the entrepreneurial journey
has two qualitatively different phases — search and execution (Blank and
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Dorf, 2012) — with the construction/validation of a viable business model
representing the transition point between the two. Getting to that point is a
process of iteration and experimentation, of finding out what works, tran-
sitioning between different business models until settling down on one that
works (Mullins and Komisar, 2009).

It is useful here to draw the distinction between business model and busi-
ness plan, given the wide and often confusing use of both terms. The archi-
tecture analogy helps draw that distinction most clearly. The business model
is the equivalent of the architectural model: a physical (or virtual) represen-
tation of a structure aimed to visualize or communicate its design and to
determine the fulfilment of its purpose and its technical or cost viability. In
turn, the business plan is the equivalent of the construction or project plan:
it is put in place once the building design is approved for execution. The
business model thus represents a viable blueprint, while the business plan is
concerned with its execution.

The keystone nature of the business model is well captured by the words
of the architect Frank Lloyd Wright: “It is easier to use an eraser on the
drafting table than a wrecking ball on the building site”. Creating a blue-
print is a difficult process that seeks to integrate what is desired with what
is technically possible and financially viable. Once the blueprint is ready,
the process of its execution or realization is equally difficult as it requires
planning, coordination, quality control, monitoring of progress and costs,
and responding to unanticipated setbacks. These are two sets of qualitatively
different activities.

The business model in effect determines whether it is worth for others to
take the venture seriously. It represents an inter-subjective agreement about
the merits of the venture — no longer simply the product of our imagination,
but validated by the beliefs and commitments of others. In the absence of
it, significant doubts remain and are difficult to dissipate. It is notable that
in the parlance of venture capital, the first venture funding round (Series A)
hinges upon the start-up’s having a clear business model. The stages prior
to that — referred to as pre-seed or seed — signal that a start-up is still in the
process of defining or validating its business model.

Business model as tripartite, wicked problem

As a representation of the prospective venture, what does a business model
consist of? Although the seeming foundation of a business is the core value
it delivers through its product or service to its set of customers, this needs to
be considered in conjunction with the desired quality of the product and the
overall financial viability of the endeavour. Thus, the business model has
three main elements: a customer interface, a production infrastructure, and
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a financial model. These are reflected in the popular business model canvas,
which further breaks these elements into nine building blocks for the busi-
ness (Osterwalder and Pigneur, 2009).

These three elements define three major problems that each business
model has to solve: (1) market desirability, that is there needs to be actual
demand for the product or service in the market; (2) technical or operational
feasibility, that is the product or service needs to be made of a requisite qual-
ity and price; and (3) financial viability, that is there needs to be a positive
balance between revenues and costs and its accumulation should recover
the investments made to set up the venture (Dimov, 2016). The solution
to these problems, meaning identifying a point that satisfies all three, is a
tripartite design problem, as illustrated in Figure 6.1.

The tripartite nature of the problem means that, while it may be easy to
solve any of the individual parts of the problem, it is vastly more difficult to
solve all three because of the way these individual problems are intercon-
nected. Making improvement on one can worsen the status of another. Thus,
we can determine what prospective customers want, only to discover that
this is impossible or too expensive to deliver. We can then reduce costs by
removing features, only to discover that customers are not willing to pay for
this as much as we hoped.

Market
desirability

Technical /
operational
feasibility

Financial
viability

Figure 6.1 Entrepreneurial design problem.
Source: Adapted from Dimov (2016).
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This is a typical example of an ill-structured or wicked problem, also
known as design problem. Unlike structured problems that are clearly
defined and have a single, optimal solution for which some sort of generic
problem-solving algorithm can be derived, wicked problems are ill-defined
and thus have no clear or optimal solution. They arise in socially complex
settings, with multiple points of view and interdependent behaviours. This
means that different observers can see different problems to be solved in a
given situation, and the piecemeal attempt to solve any of these problems
can exacerbate or create other problems.

More broadly, wicked problems have several key features, as discussed
by Rittel and Webber (1973) in their classic paper. First, they have no defin-
itive formulation and are thus susceptible to multiple framings based on
the viewpoint and priorities of the various observers. Thus, we can easily
imagine that some people will choose to tackle marketing problems, others
operational or technological, and yet others financial or human resource
problems.

Second, and perhaps most crucial, the formulation of the problem often
does not arise until a solution is proposed. When given a prototype solu-
tion, users can identify problems associated with its use and suggest vari-
ous ways in which it could be improved. None of these could have been
articulated without first trying out the prototype. This reflects the essential
role that a prototype plays in a design process — to suggest new possibilities
based on the reactions it elicits.

The broader point here is that, while the terms ‘product’ and ‘customer’
are well established and seemingly clear, it is not clear which one comes
first given their relational nature. We can think of people as customers only
in respect to a particular product (otherwise, they would be just people).
And we can think of something as a product only in respect to some poten-
tial users (otherwise it would be just a gadget). We can break away from this
vicious circle by taking an arbitrary starting point: either a group of people,
looking to identify something of potential interest to them; or something
with potential functional uses or benefits, looking to identify potential users
for it. By looking to bring the two parts together, we set off on an expanding
spiral of possibilities.

Third, wicked problems have no stopping rule: there is no clear sense of
when the problem is solved. The set of potential solutions is not enumer-
able, which makes it impossible to derive an optimum solution. As a con-
sequence, solutions are judged not as right or wrong, but as good or bad,
depending on the results achieved. This mirrors the evaluation judgment
discussed earlier, focusing on whether a solution works and the possibilities
it opens.

Finally, every problem is novel and unique, reflecting the distinct situa-
tion and time period in which it occurs. In this sense, attempted solutions
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work as one-shot operations in the sense that, once enacted, they change the
situation in an irreversible way. That is, it is impossible to reset the process
and try a different direction from the same set of initial conditions. If an
attempted solution gives rise to new problems, these then become part of
the problem situation going forward.

The reality of wicked problems bites from the outset of the entrepreneur-
ial journey in the sense of not knowing what knowledge and information are
relevant for the journey ahead (Sarasvathy et al., 2008). Indeed, we could
see every piece of information as potentially relevant as we can project it
onto the problem. Thus, our essential role in the entrepreneurial process is
to make sense of its undefined situations, to structure or frame them into
something that we can dealt with, to turn them from indeterminate to deter-
minate. This activity rests on a set of beliefs, tacit assumptions, or working
principles that are tentative.

In the light of the broad action principles defined in the previous chap-
ter, there are two implications for how the process can be managed going
forward. Maintaining the tentative nature of our situational sense making
poses internal (to ourselves) challenges associated with accepting the inher-
ent uncertainty of the process and with changing our frames of reference.
It also poses external challenges associated with keeping at bay the cer-
tainty and frames that are imposed by others in the context of our resource
exchange relationship with them. These internal and external challenges are
addressed in the next two chapters.
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7 Managing internal
pressures

The previous two chapters portray a process in which it is possible to lose
our grounding or sense of progress. Viewing the future as contingent calls
for an open-ended, step-by-step approach. Our ultimate purpose is trans-
lated into more immediate milestones that we tackle as our next step, reas-
sessing our direction and approach after each attempt. But these milestones
are part of an elusive target — a proven business model — the elements of
which form a wicked configuration. What matters at any single point in time
is whether we can keep going and whether we can manoeuvre out of dead
ends. Needless to say, frustration can build up quickly, with no firm pointers
onto which to grab. This chapter focuses on managing this internal pressure.

To keep the process going is a matter of motivation. When this motiva-
tion is extrinsic, anchored in a specific ultimate outcome we aim to achieve,
it may diminish as the journey protracts and its destination proves ever
elusive. In contrast, finding an internal compass that puts emphasis on the
experience itself (rather than outcomes) can keep the motivation steady.
But it cannot eliminate the uncertainty in which the journey is enshrined
in terms of its ultimate realization. This raises the issue of living with such
uncertainty.

Changing direction is a matter of how we determine what is appropri-
ate to do in the light of the latest milestone or outcomes. To the extent that
we have a rigid roadmap, a new approach or direction can be ruled out as
inappropriate. The roadmap arises from an implicit framing of the situation
in terms of what problem we aim to solve and how to solve it. The frame
represents an attentional structure that sorts information into relevant and
irrelevant. As we strive to maintaining structural openness, the issue arises
of recognizing our own self-imposed constraints.

Living with uncertainty

The entrepreneurial journey is inherently uncertain, giving rise to the three
tensions discussed in the first part of the book. This uncertainty cannot be
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eliminated, in the sense of knowing where we will end up. We have to live
with it, pursuing milestone after milestone. At any point, we are at the fore-
front of the line of time, having charted the history of our efforts so far but
facing a web of dotted lines ahead. In this sense, the imaginary milestone
ahead lies across time not yet passed. The uncertainty surrounding it arises
only when we think about it, trying to look for certainty that we will reach it.

There is no uncertainty in immediate experience, in what Henry Bergson
calls ‘pure duration’, as an inter-penetrating multiplicity of present and past
moments (1913). In this regard, by focusing on the intrinsic enjoyment or
passion associated with the entrepreneurial experience itself, we stay within
pure duration. This means that we can work towards the next milestone
without seeking affirmation that this will result in particular outcomes. We
simply follow the flow of passion, finding justification for what we do in the
activity itself rather than in what it may bring.

Uncertainty arises only when we start thinking about what may happen
outside of our present moment, ahead of it. This thinking process takes us
out of the immediacy of our experience, extending our timeline forward and
looking to define our future experience before we actually experience it. But
what prompts such thinking? Why can’t we just relax and live in the pre-
sent moment, taking new experiences as they come? Where does the worry
about whether we can reach the next milestone come from?

The thinking and worry is related to the possibility that our own vision
of what lies ahead may turn out to be wrong. When we become vested in
the vision, whether through commitment to ourselves or commitment to
others, we seek to preserve it and thereby crave certainty, the assurance that
it will transpire. The impossibility of such assurance becomes a source of
uncertainty. Living with this uncertainty means that we do things without a
reliable marker that they are the right things to do. It implies accepting the
possibility of being wrong.

Uncertainty can generate fear of taking responsibility for an action,
because this makes us vulnerable. This feeling contrasts sharply with the
assuredness that emanates from success stories, recounting difficult deci-
sions in the light of their eventual pay-off. The contrast between the retro-
spective certainty and prospective uncertainty in turn may create a feeling
of imperfection, of being not being up to the task. This channels itself in
seeking advice, of reaching out to experts as a way of shifting the respon-
sibility of what to do to someone else. Needless to say, this activity can
generate a lot of noise in that we are bound to hear different opinions and
different recommendations.

The work of Brené Brown, who has explored the subject of vulnerability
in great depth, suggests that living with uncertainty and its inherent vulner-
ability call for cultivating shame resilience (2013). One aspect of this is
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the need to resist external noise by developing internal shelter based on
intuition and faith. Intuition refers to “our ability to hold space for uncer-
tainty and our willingness to trust the many ways we’ve developed knowl-
edge and insight, including instinct, experience, faith, and reason” (Brown,
2010: 89). Faith refers to “a place of mystery, where we find the courage
to believe in what we cannot see and the strength to let go of our fear of
uncertainty” (90).

Indeed, many entrepreneurs speak of intuition and faith when they
describe their journeys and the basis on which they move ahead. Curiously,
reflecting on his decision not to take on the iPhone chip, Intel’s CEO Paul
Otellini said “while we like to speak with data around here, so many times
in my career I’ve ended up making decisions with my gut, and I should
have followed my gut. . . . My gut told me to say yes” (Madrigal, 2013:
paragraph 10).

Intuition and faith suggest an inward orientation. But taken to the extreme,
this orientation can lead to isolation that eventually starts letting in doubt
and fear. These create the sense that it is only we that are lost; that it is much
easier for others; that everyone else seems to be enlightened and confident
in terms of where they are going. Because shame thrives on secrecy and
isolation, this is where network relationships can help put things out in the
open and thereby dispel the shame clouds that gather inside us.

Some of these relationships involve reaching out to trusted confidants,
who can offer support and empathy for our experience. Sharing our deepest
fear and doubts offers an important release to the internal pressures build-
ing up. In our dealings with the stakeholders we aim to attract — customers,
investors, employees, suppliers, partners — we have to project constant opti-
mism and confidence. Otherwise, those relationships will not come through.
This is such a fine balance: the very commitments we can gain through our
confidence can create momentum for the venture that in turn can build our
confidence up further and end up justifying it in the first place. But without
those relationships or commitments, the opposite, negative feedback loop
can take place: momentum is stalled, confidence is undermined, thereby
suggesting we had been wrong to feel confident in the first place. The
phrase ‘fake it till you make it’ is probably too harsh here, but it points to
the tension we have to maintain inside, being both confident and doubtful.
Seeking support and empathy represents a vital safety valve.

The other use of network relationships relates to connecting with expe-
rienced mentors, that is people who have been through this journey before.
Their primary role is to recognize that our experience is not unique, that
others have gone through the same thing, that it is normal to see at times no
light at the end of the tunnel. This helps normalize our experience, making
us feel part of the larger community of entrepreneurs. It can also help boost
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the very confidence we need to secure stakeholder commitments and create
momentum for our efforts. Indeed, mentoring is a primary support function
in the early stages of the entrepreneurial journey, prevalent in incubators or
accelerators, and a key role played by seed-stage investors.

Recognizing self-imposed constraints

In thinking about what to do next, we have a sense of purpose, of what the
desired future realization looks like, of what social structure we are aim-
ing to build. The gap between this desired future and our current situation
represents a problem to be solved, and it is against this overarching problem
that we define the specific problem or milestone to tackle next. The ability
to change approach or direction calls for openness in respect to the next
path to take. Lack of openness reveals itself in two ways. First, there may be
options or possibilities of which we are not even aware because our atten-
tion is directed elsewhere. Second, there may be options or possibilities
that occur or are suggested to us, but we reject them out of hand for being
unreasonable, irrelevant, or unworkable.

It is crucial to recognize that, in looking at our problem situation, we
implicitly impose a structure on it. As discussed in Chapter 6, our entrepre-
neurial action is enabled by making the indeterminate situations we face —in
which all information may seem relevant — into determinate ones, so that we
can deal with them. Such structuring creates a filter of relevance as well as
imposes boundaries for the focus of our attention. It is within such a struc-
ture that we consider some paths reasonable, while rejecting others out of
hand. But such structuring is self-imposed and ultimately tentative. Thus,
while it enables us to deal with the situation immediately, it also represents
a self-imposed constraint on how we deal with it.

The entrepreneurial journey constitutes a design challenge: we aim to
assemble/construct a business model that works, representing a solution to
the tripartite problem of market desirability, technical or operational feasi-
bility, and financial viability. Because this problem is wicked, it has neither
a definite formulation nor a pre-determined solution. The formulation and
solution co-evolve: a given formulation can suggest a solution, which in
turn raises new problems that can lead to different formulations and differ-
ent solutions; and so on.

The problem formulation or frame is therefore a foundation, from which
we seek to derive our solutions. It represents an interlocking of our desired
outcome with a set of working principles through which it is to be achieved,
that defines the scope and criteria for solution search (Dorst, 2011). Because
neither the working principles nor the solution means are given at the start —
we face a desired outcome but effectively a blank sheet on how to approach
it — we have to identify both, in an open-ended enquiry that Dorst terms
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‘design abduction’ (2011). Solving this challenge requires adopting a set of
working principles through which the outcome may be produced and then
searching for the appropriate means within that frame. This is illustrated in
Figure 7.1.

The key insight here is that any frame is tentative in nature. It is imposed
by the observer/entrepreneur rather than being an inherent part of the situa-
tion itself. Thus, the frame is often implied in the vision of the entrepreneur
but, even then, it is but a set of working principles. When a frame is taken
for granted, it is never questioned and, accordingly, the search for solu-
tions operates entirely within it. In contrast, when the tacit assumptions that

Frame 2 \

Figure 7.1 Frames and solutions.
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comprise it are identified, questioned and reformulated, and the scope for
solutions expands significantly in previously unforeseen directions. These
two approaches are known respectively as single- and double-loop learning
(Argyris and Schon, 1974).

In the problem-solving process, we seek to move forward and to evaluate
each action undertaken. There is thus a repertoire of three types of move.
The first is developmental, whereby an action is intended to bring closer a
solution and the outcome is evaluated. The second is exploratory: an action
is intended to generate new possibilities for further action. The third is
reframing: a new frame is imposed on the situation. Moves 1 and 2 happen
within an existing frame, while move 3 brings about a new frame.

Because these moves can be combined in a single action, the information
that an action brings can be evaluated at three different levels: (1) the situ-
ation itself, (2) the suitability of the action, (3) the suitability of the frame
(Argyris et al., 1985). Therefore, the evaluation of each action should be
accompanied by a deeper reflection that can access all these different levels
of inference. For example, if an action unsuccessful, there are several pos-
sibilities for what to make of this and what to do next. First, we can repeat
the action, with the understanding that the first outcome was a fluke, down
to some unfortunate circumstances. Second, we can direct the action at a
different recipient or repeat it in a different situation. Third, we can choose
a different action from within the same set of working principles, directed
towards the same recipient. Or, we can modify our understanding of the
problem, adding constraints or other contextual factors; or completely re-
formulate the problem.

Over time, reflection creates a thread to our path of exploration and ena-
bles us to build knowledge of different actions, outcomes, and contexts.
This becomes a valuable repertoire that can help us deal with — that is frame
and re-frame — new situations (Schon, 1983). The need for reflection speaks
to the importance of deferring judgment, of not jumping to immediate con-
clusions, of building a nuanced understanding of contexts, actions, and
framings. Part of that nuanced understanding is the re-definition of our pur-
pose in terms of a broader, central theme that allows new paths — ones that
previously may have seen unrelated — to be connected to it. For example, we
can think of an Italian restaurant, just restaurant, a dining place, or a place
for entertainment. It is the return to this central theme of the journey that
enables us to come out of seemingly dead ends and transfer our efforts to a
different exploration space.

In summary, being in the entrepreneurial journey creates a number of
internal pressures that need to be managed. Living with the uncertainty of
the journey calls for coming to terms with our vulnerability by relying on
the internal compass of our intuition and faith, and by reaching out to others
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for support and normalization of our experience. At the same time, we need
to maintain a reflective stance that enables us to see the problem we face as
a self-imposed frame, to defer judgment, and to build and apply a nuanced
understanding that can inform a different view of the situation and open
up new paths. While it is easy to get lost in this process, with seemingly
nowhere to go after a number of dead ends, the central idea of the journey
acts as a base camp to which we can return and from which we can set off
in new directions.
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8 Managing external
pressures

The entrepreneurial journey requires resources to keep it going and to build
the ultimate social structure of a realized opportunity. This structure, as dis-
cussed in Chapter 5, is dissipative in nature: it requires a constant flow of
external energy to be sustained. That energy can be simply the human effort
required to conduct even the simplest tasks, for example talk to potential
customers, negotiate or seek commitments, search for premises, organize
people and offices, etc. It can also come from physical resources such as
buildings, land, or technology which provide direct benefits to the entrepre-
neurial effort.

More broadly, the necessary productive resources can be divided into
human (manpower or effort); physical (buildings, land, technology);
knowledge (know-how); and relational (contacts, referrals). The latter two
categories reflect the fact that, often, simple effort is not enough. When that
effort is smart or informed — backed by expert knowledge of the context
or specific tasks — a lot more can be achieved in the same amount of time.
Therefore, it matters who puts in the effort. Similarly, to open doors, obtain
commitment, or seal a deal, one often needs a social network referral, a sig-
nal of quality, legitimacy, or affiliation. Notably, financial resources are not
included here as they, aside from initial working capital, can be considered
simply the means to acquire the productive resources listed above. In this
sense, financial needs arise as a consequence of the need to acquire specific
productive resources.

When all necessary resources are provided by the entrepreneur, the ques-
tion of fuelling the project does not loom large. This is the case at least at the
beginning of the entrepreneurial journey. But as the entrepreneur’s means
are exhausted, he or she needs to reach out to others, to demand sacrifices
or commitments of them. This raises multiple considerations at play as the
project becomes subject to the judgment of others. It is thus appropriate to
consider the project through the eyes of others and the pressures this creates.
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Affordability and play

The principle of affordability outlined in Chapter 5 suggests that the limits
of the entrepreneur’s time and money represent a threshold of affordability,
beyond which the entrepreneur needs to reach out to others. But what does
crossing the threshold of affordability really mean? It brings us to the notion
of risk taking, often seen as the defining characteristic of entrepreneurs. As
risk pertains to the prospect of suffering loss, to take risk means making
ourselves vulnerable to that prospect.

But this does not mean that we would actually suffer the loss if we act.
Our action is a one-time event that can turn out both well and badly. Once
it turns out well, the possibility that it could have turned out badly disap-
pears. But, can this fortunate turn of events vindicate the previously exces-
sive vulnerability to which we had exposed ourselves? Despite the sense of
relief that it brings, it certainly cannot serve as a model approach to others,
as something to be done again. In gambling, there may be big winners, but
we have a good sense not to bet more than we can afford to lose.

Thresholds of affordability vary across individuals: what seems unafford-
able (and thus too risky) for one, may be acceptable for another. Thus, the
nature of risk taking can be judged only in reference to the person’s specific
threshold of affordability. There is also the question of whether a person can
foresee all the possible negative consequences of his or her action. Some
consequences may be accepted knowingly, while others can either loom
unbeknownst to us or arise outside of our control. To the extent that know-
ingly crossing the threshold of affordability can be deemed reckless, the
question arises of whether we can draw a distinction between reckless and
prudent in the absence of knowing the ultimate consequences to our actions.

The Oxford English dictionary defines reckless as “heedless of danger
or the consequences of one’s actions”, and prudent as “acting with care
and thought for the future”. Young children sometimes act in what adults
may see as reckless manner, not yet having developed the capacity to think
ahead and anticipate danger or the consequences of their actions. While
some parents can hover over the child’s every step, steering away from
danger, others can create a safe environment and let the children be them-
selves. What minor accidents may happen within this safe environment may
be considered affordable. Thus, enabling play opens the door to accidents.
Avoiding accidents completely means stifling play. Affordability is thus the
upper limit of the cost of play.

Children are certainly not reckless. They are curious, playful, exploring,
experimenting. It is the natural way to explore and learn about the world.
If they see something lying on the road, they would prod it with a stick to
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see if it would react and how. This exemplifies Kurt Lewin’s saying that
“one of the best ways to understand the world is to try to change it”. As
prudency takes over, we lose touch with our child selves as explorers of the
world. Our reasoning goes beyond the sense of danger or loss to focus on a
cost-benefit analysis, viewing each sacrifice not in the sense of its absolute
affordability, but in relation to the benefit it may bring. In the entrepre-
neurial setting, the cost is clear, but the benefit less so.

Resource balance sheet

As we look for resources beyond our means, it is useful to draw a distinction
between the productive resources necessary for developing the venture and
the means used to acquire them. This is similar to the way an accounting
balance sheet distinguishes assets and liabilities/equity. The former represent
the productive assets of a business, and the latter how they are financed (i.e.
through debt or equity). Similarly, the means used to acquire resources can
be divided into financial and non-financial (in-kind). Using financial means
that go beyond the entrepreneur’s own capital poses the challenge of identify-
ing and securing sources of funding, whether debt, equity, or grants. Alterna-
tively, the entrepreneur or other partners or stakeholders can provide in-kind
contribution of resources, whether effort, physical, knowledge, or referrals.

In-kind contributions of effort can be in the form of volunteered (pro
bono) time or in exchange for ownership (sweat equity). Knowledge and
relational resources can be accessed when external advisors are used on
a pro bono basis for direct input into the decision-making process or for
facilitating contacts with customers or suppliers. Similarly, in-kind contri-
butions can also be made in the form of physical resources such as when
land, facilities, or technologies are offered for use at no cost. The resource
balance sheet is summarized in Table 8.1.

This balance sheet is helpful for two reasons. First, it makes clear that
not all dealings and exchanges in the entreprencurial journey should have a
financial basis. Second, because financial capital is concentrated in certain
institutions (e.g. banks, pension funds, investment funds), reliance on finan-
cial capital implies that these entities have to be brought into the picture,

Table 8.1 Resource balance sheet

Resources Means of acquisition
Manpower ) )
Physical Financial
Knowledge In-kind

Relational (pro bono partners, sweat equity)
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with their own interests, decision processes, and governance and account-
ability. Thus, for instance, if we need an expert software developer and need
the money to pay the person to join our venture, we have to identify and
convince the source of money in addition to convincing the developer. In
both cases, we need to provide an explanation or justification, but when
money is involved, this has to be done with greater rigor, subject to account-
ability inherent to finance offices or financial institutions.

When we devote our own time and resources, this sacrifice is seamlessly
justified by our own sense of hope, purpose, and conviction. But when we
demand such sacrifices from others, this sense is difficult to convey to them,
for them to experience it in the same way as we do. We need to communi-
cate it and become limited by the means of language. But more crucially,
what is up to this point an internal justification must be located externally,
in the future realization or impact of the project.

For instance, if we are full-time employees of an organization, we are
accountable for our working time in behalf of the organization. Thus, any
behaviour that steps outside the boundaries of the job description is, by
definition, inappropriate or inefficient. It thus requires justification when we
seek authorization for the behaviour from others. From their point of view,
they are sacrificing the resource of our time commitment for other purposes
and may demand an explicit cost-benefit analysis that calls for the benefit to
be articulated and made apparent. Whatever we communicate comes across
as a promise, a commitment on our end.

Because money is a versatile resource — it can be put to a wide array of
uses — the sacrifice of money is more difficult to justify than the sacrifice
of time and effort. Some of the alternative uses of money are readily appar-
ent, whether alternative projects or simply keeping it in a savings account,
thereby making its opportunity cost quite explicit. Crucially, aside from the
external force of inflation, money is not perishable: if not spent today, it can
be preserved for tomorrow. In contrast, effort is time bound — the effort we
can extend today is lost once today passes. In view of this, the weight of
evidence required for obtaining financial resources is significantly higher.
Referring back to Figure 1.2 — which shows that over time solid evidence
gradually replaces hope and intuition as the source of conviction in the
entrepreneurial journey — the question of timing becomes essential in the
resource acquisition process.

Timing
The question of timing relates to balancing the financial needs of the busi-

ness with its expected value. The expected value of the business is a reflec-
tion of the mix between blueprint and realization — the more outstanding



60 The journey from the inside

tasks there are, the lower the likelihood that they all will be achieved. This
reflects the multiplicative nature of the entrepreneurial tasks. Consider the
hypothetical example of 20 tasks necessary to complete the venture pro-
ject, with 10 on each side of the business model milestone, that is, there
are 10 tasks to reach from idea to business model and 10 tasks from busi-
ness model to successful venture. For the first 10 tasks, even if each has a
high likelihood of being achieved, say 80 per cent, the overall likelihood of
completing all 10 is 10.7 per cent. In other words, roughly one 1 of 10 ideas
will reach the business model validation milestone. Once that milestone is
reached, if we set the completion likelihood of each of the subsequent ten
tasks to 85 per cent, the overall likelihood of completing all 10 is 19.7 per
cent, or roughly 1 out of 5. The likelihood of completing all 20 tasks is 2
per cent or 1 out of 50.

This means that, with the completion of the first 10 tasks, the likelihood
of success increases approximately 10 times: from 2 per cent to 20 per cent.
Against a fixed value of the project (say 100) when all 20 tasks are com-
pleted, the increase in the success likelihood means that the expected value
of the project increases tenfold with the completion of the first 10 tasks,
from 2 to 20. This value increase is related to the elimination of uncertainty —
the fact that the 10 tasks in question are no longer outstanding, but com-
pleted for sure.

This hypothetical example can be illustrated in two ways, as shown in
Figure 8.1. The first is in the form of survival slide, showing the survival
rate for each successive set of 10 tasks, starting with an initial set of 100
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Idea Business model Venture

Survival = e eoExpected value

Figure 8.1 Survival slide and expected value climb.
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ideas (efforts). The biggest drop is between the onset and the completion of
the first 10 tasks, where 90 per cent of the efforts disappear, getting stuck on
one of these 10 tasks. Beyond that, the survival drop is still high in relative
terms (1 out of 5), but its actual effect is less material because of the lower
baseline, that is, going from 100 to 10 feels more drastic than going from
10 to 2.

The second way to illustrate this is in terms of the climb in expected
value, working forward towards a realization value of 100. The expected
value is the lowest at the outset (2), when all 20 tasks are outstanding. The
value increases as tasks get completed and their uncertainty eliminated.
Again, although the increase is higher in relative terms after the first 10
tasks (10x vs. 5x), it feels more material in absolute terms in the second
stage because of the higher baseline: going from 2 to 20 feels less material
than going from 20 to 100. This squares with the discussion in Chapter 6
of the business model as a keystone in the entrepreneurial journey. It also
helps understand the practice of venture capital investors of looking for a
certain number of completed milestones, that is, venture capital is never the
first port of call.

We can easily imagine that where we sit on the precipice of the survival
slide has implications for the justification pressure we feel towards others
for the sacrifices we demand of them. The pressure is the highest at the very
outset, when we have just an idea in hand and face a steep abyss in front.
Therefore, we should consider whether and how to bring in resources in a
way that is mindful of the survival slide, linking the external viability of the
project to the milestones completed.

The first port of call are our own resources, seeking to attain early mile-
stones without the need to look externally. What is important here is that
what we sacrifice is deemed affordable, that being caught out in the survival
slide will not jeopardize our standing and financial security. Going beyond
our own boundaries of affordability, the next port of call would be to secure
in-kind contributions. Of course, this requires a creative look at the potential
sources, of how the project can be presented in terms of mutual benefit, and
of the other parties’ own boundaries of affordability. In particular, when this
entails bringing in partners who would put in sweat equity, the prospect of
going for an extended period of time without financial rewards should be
given due consideration. We can also look to secure upfront commitments
from potential customers or partners — bringing them on as co-creators —
which can not only reduce our financial strain, but also create productive
contingencies and momentum (Sarasvathy, 2001).

Finally, the last port of call is the acquisition of resources through finan-
cial means, in arms-length transactions. This implies being engaged in a for-
mal fundraising process, with the acknowledgement that this is a significant
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effort and its opportunity cost is re-focusing the effort on achieving some
essential milestones. Entrepreneurs often comment that fundraising requires
dedication and often puts business development on hold. The point of prin-
ciple here is that financial needs are not a given, and it should not be taken
for granted that the entrepreneur needs to raise money to proceed. The deci-
sion processes of potential investors — driven by justification pressures and
associated due diligence — can put an overbearing emphasis on evidence.
In the early stages of the process, this can be simply unsurmountable. But
rather than thinking about the lack of money as the main challenge at this
point, it would be more fruitful to think about how to avoid needing money
in tackling some of the immediate milestones ahead.

Property rights

As pointed out in Chapter 5, the entrepreneurial venture comes with a set of
property rights attached to it. These can be divided broadly into income and
decision rights. Income rights relate to the claims to the eventual income
streams from the venture. Equity as a token of ownership represents a
residual clam on these streams, after all other claims have been satisfied —
its profits. In turn, decision rights relate to determining how the venture
is developed and managed. These rights are concentrated initially in the
venture founders.

However, as we involve other stakeholders — seeking to acquire resources
from them — the question arises of what we need to give up in this exchange.
By committing resources to us, these stakeholders make sacrifices. Equally,
they can expect us to make sacrifices of our own. What is available for us
to sacrifice are our property rights. In this regard, the resource exchange
can have implications in terms of the demands imposed on us and thus the
flexibility with which we can approach the subsequent steps in the entrepre-
neurial journey. It also has implications for whether our interests are aligned
with those of the other party.

There are different layers to the sacrifices we can make, in terms of both
our income and decision rights. For income rights, our sacrifices can be
in the form of no, fixed, or residual claims. There are no income claims
associated with certain grants or gifts. Fixed claims pertain to set financial
amounts that are committed from the venture’s income streams. These can
arise from employment contracts — that is, when in exchange for commit-
ting certain amount of their time to the venture, one is entitled to a salary
payment. They can also arise from borrowing agreements, when there is
pre-specified repayment amount and schedule of payments. Fixed claims
have the advantage of enabling the entrepreneur to enjoy the full upside of
the business — the residual profits once all commitments have been satisfied,
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but create distinct financial obligations that require that income or other
funding streams be put in place.

Residual income claims arise when the resource contributors expect to
receive a share of our eventual profits. This applies both to situations of
sweat equity, when partners or key employees exert their effort in expecta-
tion of future rather than immediate financial benefits, and to formal equity
investments by business angels or venture capitalists. The sharing of income
rights is a primary mechanism of aligning the interests of all parties towards
the ultimate success of the venture. Their advantage is that they create no
immediate financial obligations, but this comes at the expense of sharing
the ultimate upside.

In regard to decision rights, there are similar and equivalent layers that
represent no, fixed, and residual claims. The lightest form is when we sim-
ply have to exercise goodwill, in the sense of conducting our efforts in good
faith and due commitment. This applies to situations in which we receive in-
kind contributions of resources that may not require formal reciprocal com-
mitments. Such pro bono contributions are made out of goodwill and desire
to promote the cause or purpose we pursue. Because they are extended in
the name of our purpose, we need to honour its good-faith pursuit.

There can be fixed claims on our decision rights that apply to specific
realms of decisions or behaviours. These take the form of specific obliga-
tions — what we have to do, or negative covenants — what we should not
do. Examples of these claims are the reporting or insurance requirements
as well as prohibited behaviours or transactions associated with loan agree-
ments. They also include the labour-law obligations arising from taking on
employees.

Finally, residual decision rights pertain to cases where our prerogative to
act as we see fit is curtailed by the need to have major decisions — in pre-
defined areas — subject to the explicit approval of particular stakeholders
such as investors, lenders, or partners. These typically pertain to cases of
changing the direction or activities of the business, taking on new inves-
tors, or selling the business. In such cases, control over the development of
the business is effectively reduced. Thus, giving up residual decision rights
represents the most significant curtailing of our flexibility. Because such
flexibility may be paramount in the early stages of the journey, we should
avoid putting ourselves in situations where control of the business is up for
grabs, without consideration of the value of the input from the other party
or of how aligned our long-term interests are with theirs. In many cases,
experienced investors can offer valuable input into the development of the
business, particularly at key junctions.

Table 8.2 below summarizes the above arguments in the form of a prop-
erty rights balance sheet.
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Table 8.2 Property rights balance sheet

Resource acquisition means Property rights
(fixed vs. residual)

Income
Financial (cash flow)
In-kind Decision

(control)

In summary, the need for bringing in external resources and the timing
of these infusions can create pressures on both income and decision rights.
The earlier into the journey these rights are subject to sharing, the weaker
our negotiating position — that is, the more difficult it is to back our con-
viction with evidence — and thus the more we have to give up. As Wasser-
man argues, the nature of income and decision rights creates an interplay of
rich-versus-king attitudes (2012). The former focuses on preserving income
rights, while the latter on preserving decision rights, each at the expense of
the other. These attitudes should not be self-serving and should instead seek
a productive balance among the roles, relationships, and rewards associated
with the venture.
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Part I11

The journey from the
outside

The previous section discussed principles and considerations associated
with navigating the entrepreneurial journey in the face of a contingent
future. The focus was on the driving seat of the journey — what we see and
experience as entrepreneurs, the situations and problems we may face, and
the approaches we may take to resolving them and moving ahead. The over-
arching focus is on maintaining an ability to continue to the next milestone
and flexibility to change direction.

As much as the driving seat is important, we need to recognize that the
ultimate results to our efforts are not just down to us. We operate in a com-
plex social system, our behaviours are interdependent with those of others
and the behaviours and interests of those we aim to attract and retain within
the social structure of our venture are similarly affected by the behaviours
of others. In short, the situation is ultimately outside of our control, despite
our best efforts.

This section aims to recognize and acknowledge this social complexity
and situate our actions in a broader context. Our actions become part of
a broader entrepreneurial ecosystem, the vitality of which depends on the
efforts of all involved, but in which financial rewards are inevitably skewed,
as discussed in Chapter 3. We thus need to strike a balance between our own
success and the success of the broader ecosystem, to which our efforts —
whether successful or unsuccessful — inevitably contribute.

The focus therefore is on the nature of the broader spirit of entrepreneur-
ship. Chapter 9 draws a parallel between entrepreneurship and sport and
the interplay between participation and outcomes. Chapter 10 highlights
the process of natural attrition inherent in an entrepreneurial ecosystem and
draws implications for how to approach entrepreneurial development.
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The entrepreneurial journey is one of tensions — idea vs. opportunity, genius
vs. lunatic, skill vs. luck — as outlined in the first section of this book. They
render it impossible to foresee the path that the pursuit of each idea will
take. Although it is easy to trace entrepreneurial successes back to the ideas
or circumstances that initiated them, the retrospective clarity of these wind-
ing paths offers little assurances for what lies ahead for new ideas.

The journey has to be approached in steps, focusing on the nearest mile-
stone ahead. This requires ability to continue and flexibility to change
directions in the light of new information or development. These are under
the continuous threat of exercising judgments that would deem our efforts
unreasonable. The second section of the book outlined some guiding action
principles to manage the internal and external pressures that arise through-
out the journey.

Ultimately, however, these principles are about the day-to-day facilita-
tion of the journey, about going one step further. They are not about deliv-
ering certainty in regard to the final destination or outcome. These remain
as opaque as ever, particularly in the early stages of the process. This rein-
forces one of the central themes of the book, that ideas cannot be discarded
or selected at the start. Their potential is not a matter of judgment — with
its inherent limitations of knowledge and inaccessibility of yet-to-unfold,
socially complex future — but a matter of finding traction, of their develop-
ment and execution.

Herein lies yet another fundamental tension of the entrepreneurial pro-
cesses, namely between the individual and collective perspectives of it. In a
collective sense, we know that out of many ideas — all pursued in good faith —
some will become successfully realized, and perhaps one or two will bring
the radical innovations that change the way we live. History shows that this
happens with some predictable regularity. But knowing that something big
will happen is not enough to suggest which one of a multitude of fledgling
ideas will succeed. And this brings in the individual perspective: each of
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these ideas is pursued by an individual who hopes and believes that they
will be the successful ones. While the collective prediction (someone will
be successful) is very reliable, the individual hope can be easily deflated by
pointing to its seemingly impossible odds. By the same token, we know that
there will be a lottery winner, but a particular participant’s hope that he or
she will be the winner seems too wishful.

Entrepreneurial success as a collective outcome

The individual vs. collective tension further reveals itself in the fact that
there is no collective without the individuals: it is the individuals that
make the collective. Thus, although we may like the stability of the col-
lective outcome, this outcome only arises if we have sufficient individuals
to make the collective. But if each of them had to exercise reason when
deciding whether to participate — based on their rational calculation of the
odds of winning — they could easily conclude not to bother. And with no
one engaging in entrepreneurship, entrepreneurial successes are sure not
to come. With no one participating in the lottery, there is no reward pool
to distribute.

What is individually rational can be collectively irrational, and vice
versa. In a classic example, economists talk of the paradox of thrift: saving
money is good for us individually, but if everyone saves too much, then we
all may be worse off because of the shrinking of consumption, its negative
effect on economic activity, and ultimately, a reduction of our very incomes.
Curiously, the same logic applies to entrepreneurial failure, but the other
way around: failing is bad for us individually, but if everyone tries (and
many fail), we may be better off overall as there will surely be some impact-
ful successes among us.

To succeed, everything needs to go right; to fail only one thing needs to
go wrong. This is the essence of the multiplicative nature of the entrepre-
neurial process. Together with other social processes such as preferential
attachment (as discussed in Chapter 3), it gives rise to long-tail outcomes:
a few big successes and many failure or mediocre outcomes. But wide par-
ticipation is not just about increasing the baseline to which to apply these
low odds of success. Participation creates competition and collective learn-
ing. Competition drives quest for improvement, for making our product or
service better. Collective learning is about learning from the mistakes of
others, of observing what does not work or inferring how we can make it
work the next time. Collectively, we can explore a much wider opportunity
area, test a larger number of business propositions, and thus are more likely
to bring about big successes. Those who ultimately succeed benefit from
these collective efforts.
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This logic suggests that entrepreneurial success is ultimately a collective
outcome in that it reflects the vibrancy of the system that produces it. This
vibrancy comes from wide participation and breaking down barriers to par-
ticipation and knowledge sharing. These in turn reflect individual attitudes,
broader culture, and institutional support, as illustrated by Feld’s example
of the Boulder community (2012). Similarly, the classic work of Saxenian
(1994) on the differential development of Silicon Valley and Route 128
regions of the United States highlights the same points: while Silicon Val-
ley developed a decentralized, cooperative system, Route 128 remained
dominated by individual corporations, fuelled by culture and practices of
secrecy, loyalty, and internal development.

The nature of entrepreneurial success as a collective outcome recognizes
that every participant in the entrepreneurial ecosystem makes a positive
contribution, even if their individual efforts are not successful. They might
have made mistakes from which others have learned; or pushed others to
work harder; or provided valuable experience to help hone others’ expertise.

And yet, there is no recognition of this positive contribution. We rightly
celebrate success. Entrepreneurial success has a distinct human face — the
founders of the next gazelle or unicorn — with all the attention on them.
While their ambition and skills are certainty impressive and demand huge
respect, they are not necessarily unique and it is not all about them. In our
attributions of success, we fail to appreciate the productive role of the entre-
preneurial ecosystem and all its unsuccessful or less successful participants.

This is reflected in the terminology and language we use. When talk-
ing about entrepreneurship, we often reserve the title ‘entrepreneur’ only
to those who become successful. Being an entrepreneur implies having
successfully started a business or other venture with economic or social
impact. And the title stays forever: we say X is an entrepreneur, never X was
an entrepreneur. When we rely on ultimate outcomes or achievements, our
conception of entrepreneurship subsumes all the fortuitous developments
in the process. But rather than think of them as a mechanism that sorts par-
ticipants into successful and non-successful, it is used to create an aura of
exceptional abilities around the winners (the halo effect).

Entrepreneurial participation as its own reward

Entrepreneurship is a competitive endeavour and all standing in it is relative.
We have a good sense of what success means, but struggle to label the non-
successes. The term failure is often used, but it does not do service to the fact
that individual efforts are bounded by the broader ecosystem. Thus, while
it is technically true that one has failed in the sense of not having achieved
his or her own entrepreneurial goals, it is also true that by collective design
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not everyone can succeed. In other words, the ecosystem is self-organized to
produce a few winners, in the same way that a sports tournament has a fixed
number of medallists, regardless of the number of participants. No matter
how hard they all work, there will be only one winner.

We therefore need to acknowledge entrepreneurial efforts in a positive
sense, without attaching negative labels to its outcomes. This interplay
works very well in sport. Big competitions — the Olympics, world cham-
pionships, etc. — work best when a lot of good athletes compete in them.
There will certainly be winners, but for each individual competitor, the
odds are smaller than certainty. Yet, it is being in the competition that is
the essence of being an athlete. The label applies to anyone who competes,
regardless of whether they actually win. Most amazingly, no one fails in
sport; they simply do not win. Some will succeed, many will wait for the
next tournament(s) and in the meantime draw lessons and look to improve.
Everybody is equally appreciated.

Sport works on the principle of broad participation. It is an activity that
brings individual enjoyment and is something to which we are exposed
at an early age. The spirit of good sportsmanship and competition builds
character and instils values. The collective benefit of sport is that, through
broad participation in it, we can identify and develop talent and celebrate its
achievements on the higher stage.

A similar logic of broad participation can apply to entrepreneurship, and
exposure to it can also occur early on. The focus need not be on venture
creation, but on value creation, on solving social, economic, or environ-
mental problems, whether in the community or on a broader scale. The label
‘entrepreneur’ would then arise from the purpose one pursues rather than
be based on the outcomes one achieves. In this regard, entrepreneurship
classes would be like sports classes, involving direct experience and coach-
ing/mentoring, with a focus on improving and competing for the collective
benefit, while celebrating individual achievements. The more entrepreneurs
and competitions there are, the more winners there will be.

Just like the spirit of sportsmanship, the spirit of entrepreneurship can
endure through life. Those carrying the spirit can, aside from venturing on
their own, be vital catalysts within communities, established companies, or
governments for the creation of culture of innovation, a constant pursuit of
improvement.
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10 Entrepreneurial impact as
emergent development

With the wide participation in entrepreneurship comes yet another tension,
namely related to the resource support that can be offered. Resources are
ultimately scarce and not unlimited. The money to be offered is limited, and
the number of mentors or advisors and the time they can dedicate are also
limited. If every idea had to be backed by money or paired up with a mentor,
then entrepreneurship would become a very costly endeavour. This forces
us to be selective. And yet, we now know that picking winners at the start is
very difficult, if not impossible. To resist the temptation of choice, we have
to let the winners emerge.

We can think of entrepreneurship as a marathon with many intermediate
hurdles. The fact that all hurdles need to be overcome leads to the skewed
distribution of entrepreneurial outcomes and the lower odds of completing
all hurdles (as discussed in Chapter 8). If the argument in the previous chap-
ter is that everyone should be let into the marathon, then how can we rec-
oncile this with the need to use our scarce resources as a society to achieve
maximum entrepreneurial impact?

The entrepreneurial marathon takes place over time, and time — with all the
contingencies it brings — brings naturally an attrition and sorting among the par-
ticipants. While everybody is levelled at the start, not everybody overcomes the
first hurdle, even fewer overcome the second, and so on. By the time we reach
the substantive hurdle of a viable business model, only a small subset of the
participants remain. They have the momentum and represent the biggest prom-
ise for achieving entrepreneurial impact. Accordingly, we can offer them the
support to get through the next hurdle. Of course, not all will make it through
that hurdle. But those who do could in turn be supported through the next stage.

In this way, we harness the natural attrition of entrepreneurial efforts,
offering support at each step of the way. As their number dwindles, the
support per individual effort increases. It becomes more concentrated
and focused on the specific hurdles ahead. This mechanism already exists
in sport, as support is funnelled from community participation to elite
programmes. At a community level, the support is to encourage wide
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participation through which talent could be spotted. This is then organized
at more intensive teams or competition leagues that enable the talent to be
developed further. Eventually, a smaller set of elite athletes emerges that
enables concentrated focus on achieving peak, world-beating performance.

We can think of three broader stages of ideation, incubation, and accel-
eration across which to enable natural attrition of entrepreneurial efforts and
provide increasingly concentrated support. Ideation focuses on the genera-
tion and initial refinement of entrepreneurial ideas. Incubation focuses on the
design of a viable business model, with all the validation of its component
and, if necessary, of market potential. The ultimate validation of that model
is the successful launch of the venture on some small scale. Acceleration
focuses on building up on the small-scale success and scaling up the venture
for a wider impact. It is at the acceleration stage that private capital is most
available. By that point, most of the initial uncertainties around an idea have
been eliminated, and the task ahead is one of disciplined execution.

This mini ecosystem can be activated by setting the hurdles for transition
from one stage to the other. These hurdles can be adjusted over time, based
on learning from experience. For the sake of an illustrative example, we can
have 100 entrepreneurial ideas, of which 20 make it through to incubation
and 5 ultimately make it through to acceleration. If we then have a certain
pool of resources — say £3 million to support this ecosystem — we need to
decide how to allocate them across the three stages.

In the absence of distinguishing the three stages and thereby enabling a
process of natural attrition, this support programme could easily turn inef-
fective. For instance, it could be designed as supporting 100 entrepreneurial
ideas with £30k each. Because £30k is not enough to launch a successful
venture, the result of this approach would be that the few ventures that do
gain significant traction would need additional resources to get to the accel-
eration stage. But we have no additional resources to offer them, having
already allocated our entire budget. In this way, they get stuck as they are not
yet investment ready, that is, external investor would not yet be interested.

Furthermore, £30k is too much to spend on ruling out some of the initial
ideas; this can be done with a much smaller initial effort or expense. In addi-
tion, because of the accountability associated with the £30k support, there
might be an inclination to introduce a rigid selection process, with extensive
documentation of the idea and even detailed financial projections. This will not
only prevent many potential participants from applying, but also inadvertently
place incremental, status-quo ideas at an advantage, because their projections
are likely to seem more credible. The more radical ideas need resources to
simply get to the stage of being credible for this selection process. The result is
that entrepreneurship is restricted to a very small exploration space.

By introducing staged support, the ability of the system to explore more
widely is greatly increased. Table 10.1 shows two scenarios for allocating
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Table 10.1 Supporting entrepreneurial efforts

£3m to be allocated to projects

Staged
All in one go Equal Weighted
(£1m per stage) (10%—40%—50%,)
Idea (100) £30k £10k £3k
Incubation (20) £0 £50k £60k
Acceleration (5) £0 £200k £300k
Per accelerated £30k £260k £363k

the £3m support across the three stages, both compared with the equal,
undifferentiated allocation discussed above. The first is based on equal allo-
cation and the second on weighted allocation, with higher weighting for the
incubation and acceleration stages.

In the first scenario, the £1m to support ideation comes down to £10k
per effort; the £1m devoted to incubation then comes down to £50k per
incubated venture; and the £1m to support acceleration comes down to
£200k per accelerated venture. Thus, the five ultimate successes received
£260k in support across the three stages. With the weighted allocation of
the second scenario — 10 per cent for ideation, 40 per cent for incubation,
and 50 per cent for acceleration — the support for the ultimately successful
ventures increases. Each ideation effort receives £3k, each incubated ven-
ture receives £60k, and each accelerated venture receives £300k. The total
support for each accelerated venture is £363k.

These numbers can be adjusted as necessary to fit particular purposes.
But they illustrate how the design of the support system can be used to
concentrate resource support on the efforts with the biggest potential, when
that potential (1) cannot be ascertained at the start and (2) depends on a
wide participation at the start. This is the ultimate strategy for crossing the
‘valley of death’, by placing charging stations at specific points throughout
the valley, each providing a sufficient charge to reach the next station, while
also anticipating that fewer and fewer efforts will make it across the way.

There is often talk in policy circles about market failure for entrepre-
neurial finance. It is based on the observation that there are ideas looking
for capital and capital looking for ideas, but the two do not easily meet and
merge. What this view fails to consider is that the ideas and capital are sepa-
rated by a chasm, the “valley of death’, and that this chasm lies not in space
but in time. Time acts as a sifter.



Conclusion

Entrepreneurship is ultimately about facing up to the future, about leaving
our own creative mark. It takes place in a world that is perpetually evolving,
in an economy that exists in perpetual novelty generated through its con-
tinuous co-evolution with technology (Arthur, 2009). It is a journey into the
unknown — created by its interlinkage with many constantly moving parts —
fuelled by purpose and hope. While many would say that being an entrepre-
neur is all about bravery and action, this book seeks to carve out space for
thought and reflection, echoing the words of Henry Bergson, “think like a
man of action, act like a man of thought”. This is the essence of an entre-
preneurial mindset.

It is not easy to think about entrepreneurship. After all, a theory is a sort
of intellectual taming, of containing an object or situation in our mind, of
extracting it from the flow of experience, of trying to stop time to take a
closer look. Think of trying to take a close-up picture of people running
towards us: we run ahead, turn back, shoot; then run ahead again, turn back,
and shoot. We have to keep running. And our picture turns old the very
moment it is taken.

Thinking needs to happen within entrepreneurship. In needs to zoom in
and out, keeping track of the world within and at the same time maintaining
the perspective of the world outside, a small cog in a wider interconnected
system. It also needs to look ahead rather than backwards. But there is noth-
ing ahead — the future has not yet happened — other than our own projection.
It needs to be reconciled with the reality of the future as it arises. It is about
active perception intertwined with reflection.

Such thinking requires a wide arsenal of perspectives. Accordingly, the
book provides a synthesis of insights from a wide range of academic dis-
ciplines, each offering a distinct viewpoint for the entrepreneurial journey.
The ideas from complexity science, physics, network theory, economics,
and social policy help shape our systemic view of the journey. The ideas
from design science, action science, business, and management help shape
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our view of the tasks and problems at hand. The ideas from social and cog-
nitive psychology help develop our awareness of our own thought and emo-
tional processes, as well as those of the stakeholders we seek to engage.

The first part of the book reinforces the need for active perception and
reflection — not taking anything for granted — by discussing three constant ten-
sions of the entrepreneurial journey, namely idea vs. opportunity, genius vs.
lunatic, and skill vs. luck. It then highlights the limitations of judgment based
on the knowledge blindspots that underpin them and outlines two productive
roles for judgment that need to work in unison to regulate the tensions.

The second part of the book introduces the idea of a contingent future —
one that can turn out differently through different actions and in different
circumstances — and outlines two general action principles to help face it:
getting to the next milestone and changing direction. It then traces the mile-
stones to the journey to the elements of a business model, intertwined in
a tripartite design problem of market desirability, technical or operational
feasibility, and financial viability. In the pursuit of this wicked problem, we
have to deal with internal pressures related to enduring the uncertainty of the
process and recognizing our own self-imposed constraints, as well as with
external pressures related to maintaining affordability and decision control.

The third part of the book situates entrepreneurial efforts in a broader
entrepreneurial ecosystem in search of appreciation for entrepreneurship
beyond the simple and misleading dichotomy of success and failure. Apply-
ing the analogy of sport enables us to catalyze the interplay between par-
ticipation and outcomes, while harnessing the natural attrition associated
with the process offers implications for how to support entrepreneurial
development.

The book naturally raises more questions than answers. Questions are a
powerful tool: they help dislodge and loosen existing preconceptions and
prepare the ground for a new, entrepreneurial mindset as well as give rise
to new opportunities. The mindset would not arise from simply reading the
book but, gradually, through the reflective practice it enables. Although
some of the points made in the book may ring too abstract at this point, they
will start making concrete sense as you set off on your entrepreneurial jour-
ney and begin experiencing its tensions and pressures. Bon voyage!

I hope you have enjoyed reading the book as much as I have enjoyed
writing it.
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