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Preface

12

Entrepreneurship is a fast-growing and ever-changing discipline. People of all ages, backgrounds,
and nationalities are launching businesses of their own and, in the process, are reshaping the
world’s economy. The purpose of this book is to open your mind to the possibilities, the chal-
lenges, and the rewards of owning your own business and to provide the tools you will need to
be successful if you choose the path of the entrepreneur. It is not an easy road to follow, but the
rewards—both tangible and intangible—are well worth the risks. Not only may you be rewarded
financially for your business ideas, but like entrepreneurs the world over, you will be able to work
at something you love!

Now in its eighth edition, Essentials of Entrepreneurship and Small Business Management
has stood the test of time by bringing you the material you need to launch and manage a small
business successfully in a hotly competitive environment. In writing this edition, we have worked
hard to provide plenty of practical, “hands-on” tools and techniques to make new business ven-
tures successful. Many people launch businesses every year; only some of them succeed. This
book provides the tools to help teach students the right way to launch and manage a small busi-
ness with the staying power to succeed and grow.

What's New to This Edition?

This edition includes many new features that reflect this dynamic and exciting field of study.

e One of the first changes you will notice is the addition of Jeff Cornwall as coauthor.
Jeff, who holds the Jack C. Massey Chair of Entrepreneurship and is Professor of
Entrepreneurship at Belmont University, is an experienced and successful entrepreneur,
a dedicated teacher, a respected author, and an acknowledged expert in the field of en-
trepreneurship. The United States Association for Small Business and Entrepreneurship
has honored Jeff on numerous occasions, naming him a Longenecker/USASBE Fellow
in 2006 and presenting the center that he headed at Belmont University the USASBE
National Model Undergraduate Program of the Year Award in 2008. USASBE also recog-
nized Jeff in 2013 with the prestigious Outstanding Educator of the Year award. He also
served as USASBE’s president in 2010. Jeff’s blog, the Entrepreneurial Mind, is one of
the most popular small business blogs on the Internet, named by Forbes as a “best of the
Web” selection.

e Almost all of the real-world examples in this edition are new and are easy to spot because
they are accompanied by an icon. These examples allow you to see how entrepreneurs are
putting into practice the concepts you are learning about in the book and in class. These ex-
amples are designed to help you to remember the key concepts in the course. The business
founders in these examples also reflect the diversity that makes entrepreneurship a vital
part of the global economy.

e We have added a new chapter on “Ethics and Entrepreneurship: Doing the Right Thing”
that provides you with a framework for making ethical decisions in business and with the
opportunity to wrestle with some of the ethical dilemmas entrepreneurs face in business,
including the controversial issues surrounding employers’ responses to employees’ post-
ings on social media sites. Encouraging you to think about and discuss these issues now
prepares you for making the right business decisions later.

e This edition provides expanded and updated coverage of important topics such as using
the business model canvas to refine a business idea; using social media, including
Facebook, Twitter, and YouTube, as bootstrap marketing tools; attracting capital using



crowd funding; using “pop-up” stores to test potential permanent locations; and identifying
the factors that drive employee engagement.

e To emphasize the practical nature of this book, we have updated the content of the very
popular “Hands On: How To . . .” feature, which selects a concept from each chapter and
explains how you can put it to practice in your own company. These features include topics
such as how to “Be a Successful Innovator,” “Use a Mobile-First, Responsive Web Design
to Increase Online Sales,” “Manage Cash Flow in a Highly Seasonal Business,” and “Make
Your Small Business a Great Place to Work.”

e Another feature that is popular with both students and professors is “You Be the Consul-
tant.” Every chapter contains at least one of these inserts, which describe a decision an en-
trepreneur faces and asks you to play the role of consultant and advise the entrepreneur on
the best course of action. This feature includes the fascinating stories of how entrepreneurs
came up with their business ideas (including one on decoding the DNA of the entrepreneur
that introduces beekeepers Tim Dover and Susan Gardner, who turned their hobby into a
successful bee supply business), setting the right price for a company’s custom-made shirts
in a highly competitive market (direct sales company J. Hilburn, founded by Hil Davis),
helping entrepreneurs revamp their Web site (New Columbia Distillers, the first new
distillery to open in Washington, D.C., since Congress passed the Eighteenth Amendment
to the U.S. Constitution), and advising companies on their strategies for becoming micro-
multinational businesses (Zee Wines USA and Somnio, which makes unique running shoes
that accommodate runners’ foot shapes and running styles). Each one poses a problem or
an opportunity and includes questions that focus your attention on key issues and help you
to hone your analytical and critical thinking skills.

e This edition includes ten brief cases, eight of them new to this edition, covering a variety
of topics (see the Case Matrix that appears on the inside cover). All of the cases are about
small companies, and most are companies you can research online. These cases challenge
you to think critically about a variety of topics that are covered in the text—from develop-
ing a business strategy and building a brand to protecting intellectual property and financ-
ing a business.

e The content of every chapter reflects the most recent statistics, studies, surveys, and
research about entrepreneurship and small business management. You will learn how to
launch and manage a business the right way by studying the most current concepts in
entrepreneurship and small business management.

Entrepreneurship has become a major force in the global economy. Policymakers across the
world are discovering that economic growth and prosperity lie in the hands of entrepreneurs—
those dynamic, driven men and women who are committed to achieving success by creating and
marketing innovative, customer-focused new products and services. Not only are these entrepre-
neurs creating economic prosperity, but as social entrepreneurs, many of them are also striving
to make the world a better place in which to live. Those who possess this spirit of entrepreneurial
leadership continue to lead the economic revolution that has proved time and again its ability to
raise the standard of living for people everywhere. We hope that by using this book in your small
business management or entrepreneurship class, you will join this economic revolution to bring
about lasting, positive changes in your community and around the world. If you are interested in
launching a business of your own, Essentials of Entrepreneurship and Small Business Manage-
ment is the ideal book for you!

This eighth edition of Essentials of Entrepreneurship and Small Business Management
introduces you to the process of creating a new venture and provides you with the knowledge you
need to launch a business that has the greatest chance for success. One of the hallmarks of every
edition of this book has been a very practical, “hands-on” approach to entrepreneurship. We
strive to equip you with the tools you will need for entrepreneurial success. By combining this
textbook with your professor’s expertise, you will be equipped to follow your dream of becoming
a successful entrepreneur.
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Other Text Features

e This edition once again emphasizes the importance of conducting a feasibility analysis
and creating a business plan for a successful new venture. Chapter 4 offers comprehensive
coverage of how to conduct a feasibility study for a business idea and then how to create a
sound business model for the ideas that pass the feasibility test.

e This edition features an updated, attractive, full-color design and a user-friendly layout
that includes an in-margin glossary and learning objectives. Each chapter begins with
learning objectives, which are repeated as in-margin markers within the chapter to guide
you as you study.

e Chapter 3, “Inside the Entrepreneurial Mind: From Ideas to Reality,” explains the creative
process entrepreneurs use to generate business ideas and to recognize entrepreneurial
opportunities. This chapter helps you learn to think like an entrepreneur.

e Chapter 9, “E-Commerce and the Entrepreneur,” serves as a practical guide to using the
Internet as a marketing and business tool and offers helpful advice for engaging success-
fully in mobile commerce.

e Chapter 13, “Sources of Financing: Equity and Debt,” gives you a useful overview of the
various financing sources that are available to entrepreneurs with plenty of practical advice
for landing the financing you need to start or grow your business. Given the changes that
have resulted from recent turmoil in the financial industry, this is a particularly important
chapter.

Instructor Resources

At the Instructor Resource Center, www.pearsonglobaleditions.com/scarborough, instructors can
easily register to gain access to a variety of instructor resources available with this text in down-
loadable format. If assistance is needed, our dedicated technical support team is ready to help
with the media supplements that accompany this text. Visit http://247.pearsoned.com for answers
to frequently asked questions and toll-free user support phone numbers.

The following supplements are available with this text:

e Instructor’s Resource Manual

e Test Bank

e TestGen® Computerized Test Bank
e PowerPoint Presentations

Essentials of Entrepreneurship and Small Business Management contains a multitude of
both student- and instructor-friendly features. We trust that this edition will help you, the next
generation of entrepreneurs, to reach your full potential and achieve your dreams of success as
independent business owners. It is your dedication, perseverance, and creativity that keep the
world’s economy moving forward.
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Learning Obiectives 4. Explain the forces that are driving the growth of
entrepreneurship.
On completion of this chapter, you will be able to: 5. Explain the cultural diversity of entrepreneurship.
1. Define the role of the entrepreneur in business in 6. Describe the impo’rtant role that small businesses
the United States and around the world. play in our nation’s economy.
2. Describe the entrepreneurial profile. 7. Put failure into the proper perspective.
3A. Describe the benefits of entrepreneurship. 8. Explain how an entrepreneur can avoid

becoming another failure statistic.

3B. Describe the drawbacks of entrepreneurship.
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Define the role of the
entrepreneur in business
in the United States and
around the world.

The World of the Entrepreneur

Welcome to the world of the entrepreneur! Around the world, growing numbers of people are
realizing their dreams of owning and operating their own businesses. Entrepreneurship con-
tinues to thrive in nearly every corner of the world. Globally, one in eight adults is actively
engaged in launching a business.' Research by the Kauffman Foundation shows that in the United
States alone, entrepreneurs launch 476,000 businesses each month.? This entrepreneurial spirit
is the most significant economic development in recent business history. In the United States
and around the globe, these heroes of the new economy are reshaping the business environment
and creating a world in which their companies play an important role in the vitality of the global
economy. With amazing vigor, their businesses have introduced innovative products and services,
pushed back technological frontiers, created new jobs, opened foreign markets, and, in the pro-
cess, provided their founders with the opportunity to do what they enjoy most. “Small businesses
have been at the core of our economy’s growth over the last few years,” says Winslow Sargeant,
chief counsel of the U.S. Small Business Administration’s Office of Advocacy.

Entrepreneurial activity is essential to a strong global economy. Many of the world’s largest
companies continue to engage in massive downsizing campaigns, dramatically cutting the num-
ber of employees on their payrolls. This flurry of “pink slips” has spawned a new population of
entrepreneurs: “castoffs” from large corporations (in which many of these individuals thought
they would be lifetime ladder climbers) with solid management experience and many productive
years left before retirement. According to the Small Business Administration, during a recent
one-year period, the largest companies in the United States (those with 500 or more employees)
shed 1.7 million net jobs; during the same period, small businesses with fewer than 20 employees
created 287,000 net jobs!*

One casualty of this downsizing has been the long-standing notion of job security in large
corporations. As a result, many people no longer see launching a business as a risky career path.
Having been victims of downsizing or having witnessed large companies execute layoffs with
detached precision, these people see entrepreneurship as the ideal way to create their own job
security and success. Rather than pursue corporate careers after graduation, many college stu-
dents are choosing to launch companies of their own. They prefer to control their own destinies
by building their own businesses.

m ENTREPRENEURIAL PROFILE: Christopher Kelley: Badd Newz BBQ For years,

Christopher Kelley had dreamed of becoming a mobile restaurateur by launching a food
truck that specialized in barbecue but was hesitant to give up the security of his job at the com-
pany where he had worked in maintenance for 14 years. Like many entrepreneurs, Kelley refused
to give up on his dream, bought a food truck, outfitted it, and started Bad Newz BBQ as a part-
time business, catering local school events, church gatherings, and fundraisers in Huntsville,
Alabama. Two months later, Kelley’s employer announced a massive layoff, and Kelley's job was
eliminated. The layoff prompted Kelley to transform Bad Newz BBQ into a full-time business, and
he began marketing his food truck via social and traditional media, even landing a regular spot at
a nearby army post. Kelly, who is 43 years old and has lost three jobs over the last 20 years to
layoffs, decided it was time to take control of his own destiny by starting a business. He advises
other entrepreneurs to believe in their abilities even when others do not and to devote all of their
energy into building a successful business.” B

The downsizing trend among large companies has created a more significant philosophical
change. It has ushered in an age in which “small is beautiful.” Twenty-five years ago, competitive
conditions favored large companies with their hierarchies and layers of management; today, with
the pace of change constantly accelerating, fleet-footed, agile, small companies have the compet-
itive advantage. These nimble competitors can dart into and out of niche markets as they emerge
and recede, they can move faster to exploit market opportunities, and they can use modern tech-
nology to create, within a matter of weeks or months, products and services that once took years
and all the resources a giant corporation could muster. The balance has tipped in favor of small,
entrepreneurial companies. Howard Stevenson, Harvard’s chaired professor of entrepreneurship,
says, “Why is it so easy [for small companies] to compete against giant corporations? Because
while they [the giants] are studying the consequences, [entrepreneurs] are changing the world.”®
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Entrepreneurial Activity across the Globe
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del Desarrollo, Universiti Tun Abdul Razak, and London Business School, 2014, pp. 30-31.

One of the most comprehensive studies of global entrepreneurship conducted by the Global
Entrepreneurship Monitor (GEM) shows significant variation in the rate of new business forma-
tion among the nations of the world when measured by total entrepreneurial activity or TEA (see
Figure 1.1). The most recent edition of the study reports that 12.7 percent of the adult population in
the United States—one in eight people—is working to start a business. The GEM study also reports
that globally men are nearly twice as likely to start a business as women; that entrepreneurs are most
likely to launch their companies between the ages of 35 and 44; and that the majority of people in the
world see entrepreneurship as a good career choice.’” The health of the global economy and the level
of entrepreneurial activity are intertwined. “The world economy needs entrepreneurs,” says GEM
researcher Kent Jones, “and increasingly, entrepreneurs depend on an open and expanding world
economy for new opportunities and growth—through trade, foreign investment, and finance.”®

The United States and many other nations are benefiting from this surge in global entre-
preneurial activity. Eastern European countries, China, Vietnam, and many other nations whose
economies were state controlled and centrally planned are now fertile ground for growing small
businesses. Table 1.1 shows some of the results from a recent study that ranks 118 nations
according to the quality of the entrepreneurial environment they exhibit. Although troubled by
corruption, a poor ‘“ease of doing business” ranking, and a low quality entrepreneurial environ-
ment, Kenya is home to entrepreneurs of all ages who are hard at work solving problems that
range from healthcare and electricity shortages to providing clean water and fashionable clothing
to the nation’s 41 million residents.
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Courtesy of Stawi Foods and

Fruits

TABLE 1.1 Entrepreneurship-Friendly Nations

Which nations provide the best environment for cultivating entrepreneurship? A recent study ranked

121 countries on the quality of the entrepreneurial environment using the Global Entrepreneurship

and Development Index (GEDI), which includes a variety of factors that range from the availability of
capital and workforce quality to attitudes toward entrepreneurs and technology available. The maximum
GEDI score is 100.

GEDI Score, Top Ten Countries GEDI Score, Bottom Ten Countries
1. United States 82.5 109. Madagascar 19.6
2. Canada 81.7 110. Ivory Coast 19.4
3. Australia 77.9 111. Uganda 19.3
4. Sweden 73.7 112. Mali 18.8
5. Denmark 72.5 113. Pakistan 18.7
6. Switzerland 70.9 114. Mauritania 18.5
7. Taiwan 69.5 115. Sierra Leone 17.6
8. Finland 69.3 116. Burundi 15.5
9. Netherlands 69.0 117. Chad 15.0

10. United Kingdom 68.6 118. Bangladesh 13.8

Source: “GEDIndex 2014,” The Global Entrepreneurship and Development Institute, 2013, http://www.thegedi.org/.

m ENTREPRENEURIAL PROFILE: Eric Muthomi: Stawi Foods and Fruits Eric Muthomi

grew up in Meru, Kenya, and studied law at the Catholic University of East Africa. While
Muthomi was earning his law degree, his goal was to start his own business. After graduating
in 2010, Muthomi, just 26 years old, launched Stawi Foods and Fruits, a company that makes a
unique banana flour that is used for baking, making baby food, and preparing ugali, a staple
dish in Kenya. Muthomi, who also studied entrepreneurship and banana processing, says that
coming up with his business idea was simple because his hometown of Meru is a center for
banana growers and processors. Stawi Foods and Fruits benefited from the publicity and rec-
ognition that came after Muthomi won Jitihada, Kenya’s national business plan competition,
beating out 3,439 other business ideas. Getting into business in Kenya was not easy, however;
Muthomi says getting necessary permits and licenses for a food business from various govern-
ment entities is time-consuming and “tiresome.” Despite facing challenges, Stawi Foods and
Fruits, which employs five people, reached its breakeven point in less than one year, and
Muthomi is reinvesting profits into the company to fuel its growth. The determined entrepre-
neur already has his sights set on exporting his company’s banana flour to other African na-
tions and eventually other continents. When asked what advice he could offer to other aspiring
entrepreneurs, Muthomi recommends that they should not wait for conditions to be perfect
before they launch their businesses; instead, they should start with whatever resources they
have and grow from there.® &

Wherever they may choose to launch their companies, these business builders con-
tinue to embark on one of the most exhilarating—and frightening—adventures ever known:
launching a business. It’s never easy, but it can be incredibly rewarding, both financially and
emotionally. It can be both thrilling and dangerous, like living life without a safety net. Still,
true entrepreneurs see owning a business as the real measure of success. Indeed, entrepre-
neurship often provides the only avenue for success to those who otherwise might have been
denied the opportunity.

Who are these entrepreneurs, and what drives them to work so hard with no guarantee of
success? What forces lead them to risk so much and to make so many sacrifices in an attempt
to achieve an ideal? Why are they willing to give up the security of a steady paycheck working
for someone else to become the last person to be paid in their own companies? This chapter will
examine the entrepreneur, the driving force behind the U.S. economy.
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What Is an Entrepreneur?

An entrepreneur is one who creates a new business in the face of risk and uncertainty for the pur-
pose of achieving profit and growth by identifying significant opportunities and assembling the
necessary resources to capitalize on them. Although many people come up with great business
ideas, most never act on their ideas. Entrepreneurs do. In his 1911 book The Theory of Economic
Development, economist Joseph Schumpeter wrote that entrepreneurs are more than just business
creators; they are change agents in society. The process of creative destruction, in which entrepre-
neurs create new ideas and new businesses that make existing ones obsolete, is a sign of a vibrant
economy. Although this constant churn of businesses—some rising, others sinking, new ones
succeeding, and many failing—concerns some people, in reality it is an indication of a healthy,
growing economic system that is creating new and better ways of serving people’s needs and
improving their quality of life and standard of living. Schumpeter compared the list of leading
entrepreneurs to a popular hotel’s guest list: always filled with people but rarely the same ones.'

High levels of entrepreneurial activity translate into high levels of business formation and
destruction and make an economy more flexible and capable of adapting to structural changes
in the competitive landscape. One reason the U.S. economy has been so successful over time is
the constant churn that results from the rapid pace at which entrepreneurs create new businesses,
destroy old ones, and upend entire industries with their creativity and ingenuity. Entrepreneurs are
important change agents in the global economy, uprooting staid industries with fresh new busi-
ness models that spot market opportunities and deliver the products and services customers want.

m ENTREPRENEURIAL PROFILE: Jennifer Hyman and Jenny Fleiss: Rent the Runway

While in college, Jenn Hyman came up with the idea for a designer clothing rental busi-
ness, Rent the Runway, that would disrupt the fashion industry after she witnessed one of her
sister’s “closet full of clothes, but nothing to wear” moments during Thanksgiving break. When
she returned to school, she shared her idea with a suitemate, Jenny Fleiss, and the two collegiate
entrepreneurs launched the company that rents high-end, designer clothing, accessories, and
jewelry to customers at a fraction of the regular retail price. To test their business model (think
“Netflix meets high fashion”), they used their savings to purchase 100 dresses and set up a pop-up
shop on campus that proved to be a hit. The shop’s success convinced the entrepreneurial pair that
their business idea was valid and led them to conduct focus groups with more than 1,000 women,
which gave them valuable insight into refining their business model and pricing strategy. Since
starting Rent the Runway in 2009, Hyman and Fleiss have raised nearly $55 million in four rounds
of financing from a “who’s who" list of venture capital firms and assembled an inventory of tens
of thousands of dresses from more than 170 designers, such as Nicole Miller, Vera Wang, Versace,
and Dolce and Gabbana. Customers go online, select the dress they want, enter their size
(a backup size comes free), and specify the rental date; returns are as easy as dropping the dress
into a prepaid return envelope. “We deliver Cinderella moments,” says Hyman. Rent the Runway,
which became cash-flow positive in less than one year, now has more than 3 million members, and
financial experts estimate its value at $240 million."" |

LO2
Describe the entrepreneurial
profile.

entrepreneur

one who creates a new
business in the face of risk
and uncertainty for the
purpose of achieving profit
and growth by identifying
significant opportunities
and assembling the neces-
sary resources to capitalize
on them.

ENTREPRENEUR? PUDE/
I'VE GOT BUPPIES WHO
CALL THEMSELVES
ENTREPRENEURS.
TRUST ME...
e

FITCHr TVE FINALLY
PECIPED ON MY
LIFE'S CALLING.

[ THINK TLL BE AN
ENTREPRENEUR.

52012 Steve Kelley & Jeff Parker, Dist, by King Features Syndicate, Inc.
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FOR UNEMPLOYED.
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FIGURE 1.2

Percentage

of Start-Up
Companies in
the United States

Source: Business Dynamics
Statistics Data Tables:
Firm Characteristics, U.S.
Department of Commerce,
U.S. Census Bureau, 2013,
http://www.census.gov/ces/
dataproducts/bds/data_firm
html.
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Unfortunately, in the United States, the percentage of private companies that are start-up
businesses (those companies that are less than one year old), the primary source of the economy’s
healthy churn, has been declining since the late 1970s (see Figure 1.2). Although many entre-
preneurs fail, some more than once, those who succeed earn the satisfaction of creating value
for their customers and wealth for themselves—all while working at something they love to do.
Some of them create companies that change the world.

Researchers have invested a great deal of time and effort over the last few decades trying
to paint a clear picture of “the entrepreneurial personality.” Although these studies have identi-
fied several characteristics entrepreneurs tend to exhibit, none of them has isolated a set of traits
required for success. We now turn to a brief summary of the entrepreneurial profile.'?

1. Desire for responsibility. Entrepreneurs feel a deep sense of personal responsibility for the
outcome of ventures they start. They prefer to be in control of their resources, and they use
those resources to achieve self-determined goals. Deborah Sullivan, a lifelong serial entre-
preneur realized at the age of 16 that she did not want to spend her life working for others.
“You’re stuck by all of these different rules [when you work for someone else],” she says.
“I wanted to create something for myself.” Sullivan has been an entrepreneur since she
was 22 years old, when she launched a hair salon and spa in Atlanta, Georgia. In 2012, at
the age of 60, Sullivan started Consign Werks, a consignment shop in Greenville, South
Carolina, which she says has been the most gratifying of her entrepreneurial ventures
perhaps because she knew almost nothing about the business until she spent months
researching and learning everything she could about consignment shops."?

2. Preference for moderate risk. Entrepreneurs are not wild risk takers but are instead calculated
risk takers. Lee Lin, who left his job at a large investment bank to start RentHop, an online
service that helps renters find the ideal apartment in New York City, says that entrepreneurs
who risk everything typically do not stay in business very long. Lin says that to minimize risk,
he manages his company’s finances carefully and focuses on profitable growth opportunities.'*
A study of the founders of the businesses listed as /nc. magazine’s fastest-growing companies
found no correlation between risk tolerance and entrepreneurship. The common belief that en-
trepreneurs prefer taking big risks is a myth. Unlike “high-rolling, riverboat gamblers,” entre-
preneurs rarely gamble. Their goals may appear to be high—even impossible—in others’ eyes,
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but entrepreneurs see the situation from a different perspective and believe that their goals are
realistic and attainable.

m ENTREPRENEURIAL PROFILE: Patrick Mish: M-Edge Accessories

Patrick Mish took his father’s advice to take the safe route by earning an
engineering degree and getting a stable job. After earning a PhD in aero-
acoustics from Virginia Polytechnic Institute and State University, Mish went to
work for Northrop Grumman, where he was a member of the team that was
responsible for creating the next generation of super-stealthy destroyers, but
he wasn’t happy. Mish spent his days in a cubicle dealing with corporate
bureaucracy but dreamed of owning a business of his own. He and his wife,
Devon, had purchased one of the first e-readers on the market and discovered
that there were very few accessories to enhance its use. That's when the idea to
start a business that sells e-reader accessories came to him. Mish began contact-
ing manufacturers with his designs and found one that could produce quality
products and was willing to make them in the small quantities Mish ordered at
first. Although he was not yet ready to take the plunge into full-time entrepre-
neurship, Mish began selling a small selection of accessories online after work.
Realizing that he needed sales experience, Mish left his engineering job and
became a sales representative for a small information technology firm before
leaving to operate M-Edge full time. Mish says that by then, starting a business
was not a huge risk because he had taken the necessary steps to prepare him-
self to be a successful entrepreneur. Today, M-Edge generates more than $37 million in an-
nual sales of e-book accessories and has appeared on Inc. magazine’s list of fastest-growing
companies.”” W

Courtesy of M-Edge Accessories

Like Patrick Mish, entrepreneurs usually spot opportunities in areas that reflect their
passions, knowledge, backgrounds, or experiences, which increases their probability of
success. Successful entrepreneurs are not as much risk takers as they are risk eliminators,
systematically removing as many obstacles to the successful launch of their ventures as
possible. One of the most successful ways of eliminating risks is to build a viable business
plan for a venture.

3. Self-reliance. Entrepreneurs must fill multiple roles to make their companies successful,
especially in the early days of a start-up. Because their resources usually are limited, they
end up performing many jobs themselves, even those they know little about. Yet, entrepre-
neurs demonstrate a high level of self-reliance and do not shy away from the responsibility
for making their businesses succeed. Perhaps that is why many entrepreneurs persist in
building businesses even when others ridicule their ideas as follies.

4. Confidence in their ability to succeed. Entreprencurs typically have an abundance of
confidence in their ability to succeed and are confident that they chose the correct career
path. Entrepreneurs’ high levels of optimism may explain why some of the most successful
entrepreneurs have failed in business—often more than once—before finally succeeding.

m ENTREPRENEURIAL PROFILE: David Steinberg: XL Marketing In 2004, David

Steinberg’s company, InPhonic, a business that sold mobile phones and services, made
it to the top of /nc. magazine’s list of the fastest-growing small companies in the United
States. By 2007, however, the company’s fast growth outstripped its cash flow, and InPhonic
filed for Chapter 11 bankruptcy before Steinberg sold it to an investment firm. While he was
closing the InPhonic chapter of his entrepreneurial experience, Steinberg was launching
another company, XL Marketing, which provides lead-generation and customer-acquisition
services for other businesses. With his second venture, Steinberg learned from the mistakes
he made with InPhonic, securing adequate financing, managing carefully XL Marketing’s
financial resources, and controlling the company’s growth rate. Like Steinberg, smart entre-
preneurs recognize that their failures can be the source of some of the lessons that lead them
to their greatest successes.'® W

5. Determination. Some people call this characteristic “grit,” the ability to focus intently
on achieving a singular, long-term goal. Studies show that grit is a reliable predictor of
achievement and success, whether the goal involves launching a successful business,
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winning the Scripps National Spelling Bee, or excelling in professional sports.'” (One
recent study concludes that top performance in the National Football League’s Combine,
in which players who are entering the league’s draft perform short physical and mental
tasks, has no consistent statistical relationship to subsequent performance in the league.)
Successful entrepreneurs demonstrate high levels of determination, especially in the face
of challenging circumstances. “Failure was not an option for me,” says Alexander Gomez,
founder of New Wave Surgical, a highly successful company that designs, patents, and
markets laparoendoscopic medical devices used in surgery. “I had everything on the line.
It was all or nothing for me.”'® Research by Robert Fairlie of the University of California,
Santa Cruz, shows that the Great Recession, which began in late 2007, spawned a surge in
entrepreneurship in the same types of businesses typically launched in prosperous times. '
Perhaps that explains why 57 percent of the Fortune 500 companies were launched in
either a recession, a “bear” market, or both.?

m ENTREPRENEURIAL PROFILE: Romesh Wadhwani: Aspect Development Five

years after starting a canteen with several other students on the campus of
Mumbai’s Indian Institute of Technology in 1964 with an investment of 100 rupees
(about $10), Romesh Wadhwani arrived in the United States with just $3.48 in his pocket. He
earned a master’s degree and a PhD in bioengineering from Carnegie Mellon University in
Pittsburgh, Pennsylvania, and renewed his passion for entrepreneurship by launching a com-
pany that provided computer-based security and energy management services during the
short recession of 1991. Wadhwani convinced an angel investor to invest $30,000 and pitched
his idea to 125 venture capital firms before he found one that was willing to finance a
business started by an entrepreneur with no experience. Just nine years later, Wadhwani sold
Aspect Development to i2 technologies for $9.3 billion. Wadhwani says it never occurred to
him to give up, and ultimately his tenacity paid off.?' B

. Desire for immediate feedback. Entrepreneurs enjoy the challenge of running a business,

and they like to know how they are doing and are constantly looking for feedback. The
feedback they receive from their businesses drives them to set higher standards of perfor-
mance for their companies and themselves.*

. High level of energy. Entrepreneurs are more energetic than the average person. That

energy may be a critical factor given the incredible effort required to launch a start-up
company. Long hours and hard work are the rule rather than the exception, and the pace can
be grueling. According to a recent survey by Bank of America, 72 percent of small business
owners work more than 40 hours per week.” Another recent survey by Sage Software reports
that 37 percent of business owners work more hours per week than they did just five years
ago.24 Will Schroter, an entrepreneur who has launched numerous companies, including

Go Big Network, an online community for entrepreneurs, says that he works at 1:30 in the
morning because he is the founder of a start-up and start-up founders often don’t have time
to sleep because their work is never-ending. He laughs, adding that he can catchup on his
sleep in several years when his company has grown and matured and has levels of managers
to handle the immense workload that he currently manages himself.>

. Future orientation. Entrepreneurs have a well-defined sense of searching for opportuni-

ties. They look ahead and are less concerned with what they did yesterday than with what
they might do tomorrow. Not satisfied to sit back and revel in their success, real entrepre-
neurs stay focused on the future. A year after William Roetzheim’s software company,
Marotz, landed on Inc. magazine’s list of the 500 fastest-growing companies in the United
States, he sold it and launched another company, Cost Xpert Group, which sells a cost-
estimating tool he had developed at Marotz. When Cost Xpert Group reached about

$5 million in annual sales, he sold it. “I always plan to sell when I get to $5 million,” says
Roetzheim. “T like starting companies. I don’t want to run something big.” Roetzheim
recently started another company, Level 4 Ventures, which provides project management
software. His plan for the future? Expand Level 4 Ventures to $5 million in sales, sell it,
and start another company.*
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Entrepreneurs see potential where most people see only problems or nothing at all, a
characteristic that often makes them the objects of ridicule (at least until their ideas become
huge successes). Whereas traditional managers are concerned with managing available
resources, entrepreneurs are more interested in spotting and capitalizing on opportunities.
In the United States, 59 percent of those engaged in entrepreneurial activity are opportunity
entrepreneurs, people who start businesses because they spot an opportunity in the mar-
ketplace, compared to necessity entrepreneurs, those who start businesses because they
cannot find work any other way.*’

m ENTREPRENEURIAL PROFILE: AJ Forsythe and Anthony Martin: iCracked After

California Polytechnic State University student AJ Forsythe cracked the screen on his
iPhone for the sixth time in just 18 months, the long-time tinkerer decided to fix his phone
himself using parts he purchased on eBay. A few hours later, with his phone as good as new,
Forsythe realized he had discovered a significant business opportunity and decided to
launch iCracked, an iPhone, iPad, and iPod repair service, from his dorm room to serve other
Cal Poly students. The business grew quickly, and Forsythe teamed up with fellow students
Leslee Lambert and Anthony Martin to turn iCracked into a full-time business. The entrepre-
neurs reworked their business model, choosing to train self-employed technicians, who
would buy parts from iCracked to repair their customers’ devices. The young entrepreneurs
took a chance and used credit cards to finance iCracked, often rolling up credit card bal-
ances of $30,000 to $40,000 per month. Today, iCracked generates $1.4 million in annual
sales and has thousands of satisfied customers and nearly 350 technicians across the United
States and in 11 other countries. To give back to the community, the entrepreneurs recently
opened a retail store in a renovated hotel in Long Beach, California, that employs adult
foster youth and provides them with a safe place to live. Forsythe says he and his cofounders
have had so much fun launching iCracked that they cannot wait to see what their business
brings next.?® W

Serial entrepreneurs, those who repeatedly start businesses and grow them to a
sustainable size before striking out again, push this characteristic to the maximum. The
majority of serial entrepreneurs are leapfroggers, people who start a company, manage its
growth until they get bored, and then sell it to start another. A few are jugglers (or parallel
entrepreneurs), people who start and manage several companies at once. Serial entrepre-
neurs instinctively know that the process of creating a company takes time and choose to
pursue several ideas at the same time.”® The Entrepreneur State of Mind study reports that
54 percent of business owners are serial entrepreneurs.”” “The personality of the serial en-
trepreneur is almost like a curse,” admits one entrepreneurial addict. “You see opportunities
every day.”*' At age 81, serial entrepreneur David Gilmour says he has been trying to retire
for four decades, but opportunities just kept coming his way. “None of my start-ups were
based on searching for something to do,” claims Gilmour, who has founded 11 companies
(some of which failed) that range from a stereo maker and a luxury resort to bottled water
and a gold mine. “I get the vision and the passion for the next project,” he says. “It must
see the light of day.”*

It’s almost as if serial entrepreneurs are addicted to launching businesses. “Starting a
company is a very imaginative, innovative, energy-driven, fun process,” says Dick Kouri,
who has started 12 companies in his career and now teaches entrepreneurship at the
University of North Carolina. “Serial entrepreneurs can’t wait to do it again.**

Skill at organizing. Building a company “from scratch” is much like piecing together a
giant jigsaw puzzle. Entrepreneurs know how to put the right people together to accom-
plish a task. Effectively combining people and jobs enables entrepreneurs to transform
their visions into reality. “Great entrepreneurship is in the execution,” says Eric Paley, an
entrepreneur-turned-venture-capitalist.*

Value of achievement over money. One of the most common misconceptions about en-
trepreneurs is that they are driven wholly by the desire to make money. To the contrary,
achievement seems to be entrepreneurs’ primary motivating force; money is simply a
way of “keeping score” of accomplishments—a symbol of achievement. What drives
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marketplace.
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entrepreneurs goes much deeper than just the desire for wealth. Economist Joseph
Schumpeter claimed that entrepreneurs have “the will to conquer, the impulse to fight, to
prove oneself superior to others, to succeed for the sake, not of the fruits of success, but
of success itself.” Entrepreneurs experience “the joy of creating, of getting things done, or
simply of exercising one’s energy and ingenuity.”>

Other characteristics that entrepreneurs tend to exhibit include the following:

High degree of commitment. Entrepreneurship is hard work, and launching a company
successfully requires total commitment from an entrepreneur. Business founders often
immerse themselves completely in their companies. Most entrepreneurs must overcome
seemingly insurmountable barriers to launch a company and keep it growing. That requires
commitment and fortitude. Oleg Firer, who at age 12 emigrated to the United States from
Russia with his family, cofounded Unified Payments when he was 29. The debit and credit
card processing company handles $10 billion in transactions for more than 100,000 merchants
annually. Many people dream of launching their own companies; entrepreneurs such as
Firer muster the commitment to actually do it. Firer says that the primary reasons for his
success are his refusal to accept “no” as an answer and his “all-in” attitude toward his
business.*

Tolerance for ambiguity. Entrepreneurs tend to have a high tolerance for ambiguous,
ever-changing situations, the environment in which they most often operate. This ability

to handle uncertainty is critical because these business builders constantly make decisions
using new, sometimes conflicting information gleaned from a variety of unfamiliar sources.
Based on his research, entrepreneurial expert Amar Bhidé€ says that entrepreneurs exhibit a
willingness to jump into ventures even when they cannot visualize what the ultimate out-
come may be.”’

Creativity. One of the hallmarks of entrepreneurs is creativity. They constantly come up
with new product or service ideas, unique ways to market their businesses, and innovative
business models. Their minds are constantly at work developing unique business models,
services, and products. Davide Vigano, Mario Esposito, and Maurizio Macagno, founders
of Heapsylon, focused their creativity on developing practical wearable technology de-
signed to improve people’s lives. One of the products their company has created is Sensoria
fitness socks, which are made from a proprietary fabric equipped with sensors and include
an electronic anklet that reads signals from the sensors. The anklet transmits information to
the runner’s smart phone via an app that shows his or her speed, number of steps, distance
traveled, and calories burned. The sophisticated device also tracks the runner’s cadence,
foot-landing technique, and weight distribution on the foot. If Sensoria detects a problem,
such as heel striking or overpronating, it offers the runner real-time verbal coaching cues
to remedy it, allowing the runner to avoid injuries.* You will learn more about the creative
process and how to stimulate entrepreneurial creativity in Chapter 2.

Flexibility. One hallmark of true entrepreneurs is their ability to adapt to the changing
needs and preferences of their customers and the changing demands of the business envi-
ronment. In this rapidly changing global economy, rigidity often leads to failure. Success-
ful entrepreneurs learn to be masters of improvisation, reshaping and transforming their
businesses as conditions demand. Research by Saras Sarasvathy, a professor at the Univer-
sity of Virginia’s Darden School of Business, shows that entrepreneurs excel at effectual
reasoning, which “does not begin with a specific goal.” Instead, says Sarasvathy, “it begins
with a given set of means and allows goals to emerge contingently over time from the var-
ied imagination and diverse aspirations of the founders and the people they interact with.
Effectual thinkers are like explorers setting out on voyages into uncharted waters.” Entre-
preneurs set goals, but their goals are flexible. Sarasvathy compares entrepreneurs to “iron
chefs,” who prepare sumptuous meals when handed a hodgepodge of ingredients and given
the task of using their creativity to come up with an appetizing menu. Corporate CEOs, on
the other hand, develop a plan to prepare a specific dish and then create a process for mak-
ing that dish in the most efficient, expeditious fashion.*’
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Resourceful. Entrepreneurs excel at getting the most out of the resources that are available,
however limited they may be. They are skilled at bootstrapping, a strategy that involves
conserving money and cutting costs during start-up so that entrepreneurs can pour every
available dollar into their businesses.

m ENTREPRENEURIAL PROFILE: Ryan Barr: WhippingPost.com After holding a

series of uninspiring jobs, Ryan Barr, a musician, started an online company,
WhippingPost.com, that markets high-quality leather products, such as guitar cases, guitar
straps, tote bags, and “picker’s wallets.” Like many cash-starved entrepreneurs, Barr used
bootstrapping to launch and grow his company. He would save enough money, buy some
leather, and make a prototype. Once he had saved enough money, Barr visited a leather
manufacturer in Leon, Mexico, to whom he outsourced production of the company’s prod-
ucts. Priced at $825, Barr’s initial product, guitar cases, appealed to a limited audience, so he
came up with the idea of a picker’s wallet, one that has a slot designed specifically to hold a
guitar pick so that guitar players no longer have to resort to their standard practice of storing
picks between their credit cards. Barr sent press releases about his picker’s wallet to numerous
fashion, design, and music blogs, which generated several posts and good publicity. Priced
between $31 and $37, the picker's wallet is now the company’s best-selling item and has
helped WhippingPost.com surpass $200,000 in annual sales.** ®

Willingness to work hard. Entrepreneurs work hard to build their companies, and there
are no shortcuts around the workload. In his book Outliers: The Story of Success, Malcolm
Gladwell observes that the secret to success in business (or sports, music, art, or any other
field) is to invest at least 10,000 hours practicing and honing one’s skills. “What’s really in-
teresting about this 10,000-hour rule is that it applies virtually everywhere,” says Gladwell.
For instance, Mark Cuban, billionaire owner of the Dallas Mavericks of the National
Basketball Association and founder of Broadcast.com, the leading provider of multimedia
and streaming on the Internet (which he sold to Yahoo! for $5.7 billion), says he worked
for seven years without taking a day off to launch his first business, MicroSolutions, a
computer systems integrator. Cuban spent his days making sales calls, and at night and on
weekends he studied and practiced to learn everything he could about computers.*' Entre-
preneurs often capitalize on opportunities through sheer amounts of hard work through
which they test, invalidate, test again, and finally validate their ideas. A great idea may
come to an entrepreneur in a single moment, but building a successful business from that
idea takes time and lots of hard work.*

Tenacity. Obstacles, obstructions, and defeat typically do not dissuade entrepreneurs from
doggedly pursuing their visions. They simply keep trying. Hurricane Sandy nearly wiped
out Jackie Summers’s company, Jack from Brooklyn, which produces a unique artisanal
alcoholic beverage called sorel in an old warehouse in Brooklyn’s historic Red Hook dis-
trict. Despite the loss of product, equipment, and sales, Summers persevered and rebuilt
his business. Summers’s spirit of tenacity, willingness to concentrate on a single unsur-
mountable task each day, and accomplishment of each task enabled him to recover from
the devastating loss.*’ Noting the obstacles that entrepreneurs must overcome, economist
Joseph Schumpeter argued that success is “a feat not of intellect but of will.” Rick Smolan
quit his job as a magazine photojournalist to launch A Day in the Life Inc., a company that
publishes eye-popping coffee table books that feature photographs by professional photog-
raphers who swarm a particular country and capture its essence in 24-hour marathon photo
sessions. “I met with 35 publishers,” says Smolan. “Every single one of them told me what
an incredibly stupid idea A Day in the Life was.” Smolan persisted, and his company went
on to produce 11 books that sold more than 5 million copies before he sold it to start an-
other business.*

What conclusion can we draw from the volumes of research conducted on the entrepre-
neurial personality? Entrepreneurs are not of one mold; no one set of characteristics can predict
who will become entrepreneurs and whether they will succeed. Indeed, diversity seems to be a
central characteristic of entrepreneurs. One astute observer of the entrepreneurial personality
explains, “Business owners are a culture unto themselves—strong, individualistic people who
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Vision 76%
Passion 73%
Drive 64%
Integrity 53%

Innovation 49%

Quality

Risk-taking 46%
Resilience 42%
Proactive approach 41%
Relentless customer focus 38%

Ability to work with teams 37%
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FIGURE 1.3
Most Important Qualities of an Entrepreneur

Source: Nature or Nurture: Decoding the DNA of the Entrepreneur, Ernst & Young, 2011, p. 17, http://www.ey.com/GL/en/Services/
Strategic-Growth-Markets/Nature-or-nurture--Decoding-the-DNA-of-the-entrepreneur---Entrepreneurs-share-core-traits.

scorn convention—and nowadays, they’re driving the global economy.”* Indeed, entrepreneurs
tend to be nonconformists, a characteristic that seems to be central to their views of the world
and to their success.

As you can see from the examples in this chapter, anyone, regardless of age, race, gender,
color, national origin, or any other characteristic, can become an entrepreneur (although not
everyone should). There are no limitations on this form of economic expression. Entrepreneur-
ship is not a mystery; it is a practical discipline. Entrepreneurship is not a genetic trait; it is a skill
that most people can learn. It has become a very common vocation. The editors of Inc. magazine
claim, “Entrepreneurship is more mundane than it’s sometimes portrayed. . . . You don’t need to be
a person of mythical proportions to be very, very successful in building a company.* Figure 1.3
summarizes the qualities that company founders say are most important to entrepreneurs.

LO3A The Benefits of Entrepreneurship
Describe the benefits of

entreprenensship. Surveys show that owners of small businesses believe they work harder, earn more money, and

are more satisfied than if they worked for someone else. Before launching any business venture,
every potential entrepreneur should consider the benefits of small business ownership.

Opportunity to Create Your Own Destiny

Owning a business provides entrepreneurs the independence and the opportunity to achieve what
is important to them. Entrepreneurs want to “call the shots” in their lives, and they use their busi-
nesses to make that desire a reality. “Owning your own business means you have some say in
deciding what your destiny is going to be,” says Kathy Mills, founder of Strategic Communica-
tions, a highly successful information technology company in Louisville, Kentucky.*’





