
The severe recession of 2008–09 has brought to the fore deep concerns regarding
the U.S. economy’s ability to continue to grow, let alone to keep pace with emerg-
ing nations such as India and China. The scale of job losses and the woes of sec-
tors that are emblematic of the recession—particularly finance and automakers—
have left many worrying about a bleak American economic future. Even those who
expect a return to growth worry about the United States’ capacity to supply two
essential ingredients: innovation and entrepreneurship. Such concerns have
spurred increasing investment in broadband Internet connections, additional
funding for research and development (R&D), and the largest-ever federal invest-
ment in public education—all steps meant to help build a new foundation for eco-
nomic growth.

Public-sector efforts of this type are nothing new in U.S. history. They date
back at least to the Morrill and Hatch acts in the late 1800s and continue through
the massive expansion of federal investment in R&D after World War II.1 Such
actions are generally credited with helping to ignite bursts of innovation and
maintain steady rates of economic growth. In its renewed efforts today, the United
States joins Singapore, the European Union, and others in forming deliberate
strategies to provide what are considered semipublic goods: the knowledge and the
people necessary for productive firms to innovate, create jobs, and boost econom-
ic growth.2 It’s far from clear, however, whether the phenomena of innovation and
entrepreneurship are adequately understood for these entities to be making such
large commitments.

Over the past several years, the work of the Kauffman Foundation has focused
on understanding these phenomena and thereby seeking to create more successful
entrepreneurs in the United States. During that time, the Foundation has conduct-
ed extensive research and developed mechanisms, such as the iBridge Network, to
increase the pace of entrepreneurship.3 Now, with lingering questions about the
U.S. economy’s capacity to grow, concerns over the one to two billion people who
remain in poverty around the world, and increasing interest in different types of
entrepreneurship and innovation, the Foundation has embarked on a newly ambi-
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tious path. This effort, Kauffman Labs for Enterprise Creation, takes deliberate
public strategies down to the very core of economic advance: high-growth firms.
How do they come into being?

The usual default answer, via venture capital, offers little of practical value,
since that industry has steadily moved to the later stages of financing for entrepre-
neurial enterprises. Angel investing has filled some of the resulting void, but in
both cases the organizations invested in have already reached a point to which
many nascent entrepreneurs don’t progress. Millions of people with innovative
ideas and what might be called proto-organizations either do not get to this
financing phase or, once there, fail. Amazingly, notwithstanding intensive study
and interest, the start-up process remains largely mysterious. The popular business
literature (entrepreneurship in seven steps!) offers no help, and academic work
confines itself to research of attenuated empirical substance and of little relevance
to prospective entrepreneurs. Entrepreneurship education programs in universi-
ties, moreover, usually default to teaching business plans or inviting in successful
entrepreneurs to tell their stories; few can claim to have imparted real knowledge
about the start-up experience.4

For individuals and governments interested in economic growth, such half-
baked knowledge of entrepreneurship and innovation presents a serious problem.
How can they dedicate massive resources to a phenomenon that is not fully under-
stood? The process of thinking through and forming Kauffman Labs has directly
engaged those involved with these very issues. This essay, a product of that effort,
seeks to parse the meaning of innovation and entrepreneurship, their relationship
to economic growth, and the implications for future research and growth strate-
gies.

INNOVATION AND ENTREPRENEURSHIP

The importance of innovation and entrepreneurship will not be foreign to anyone
who drives a car, shops at Wal-Mart, uses a computer, carries an iPod, talks on a
telephone, or boards an airplane. The rise in the American standard of living over
the past two centuries can be attributed nearly totally to innovation and entrepre-
neurship. But what do these actions mean, exactly? Do they denote more or less the
same thing, separated only for rhetorical purposes? If innovation and entrepre-
neurship are distinct, what is the relationship between them?

Everyone can likely name someone who falls into the standard archetypes: the
lone inventor in the garage; the person toiling away in the bowels of a giant corpo-
ration; the desperate person who gambles everything on one idea; the yin-yang
pair that, working in harmony, embarks on a start-up adventure. A random passer-
by asked to name an entrepreneur or innovator would probably name people like
Bill Gates, Sam Walton, and Henry Ford. These three fit what most people see as
the ideal type: they developed a breakthrough product and made a fortune from it.
They are, in the best sense, romantic icons of American democratic capitalism.

But are they innovators or entrepreneurs? 
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The most frequent theoretical touchstones for this question are Joseph
Schumpeter and Peter Drucker. Unlike many of his contemporaries, Schumpeter
saw clearly the critical role of entrepreneurs in driving economic change and
growth and identified innovation as their defining attribute: “The function of
entrepreneurs is to reform or revolutionize the pattern of production by exploit-
ing an invention or, more generally, an untried technological possibility for pro-
ducing a new commodity or producing an old one in a new way, by opening up a
new source of supply of materials or a new outlet for products, by reorganizing an
industry and so on.”5

Thankfully, Schumpeter was not as mathematical as his economic descen-
dants, although this also meant he was not always systematic in his analyses. In the
tradition of the German romantics, Schumpeter often equated entrepreneurs with
leaders—they took on the tasks of organizing, coordinating, and inspiring others.
This meant they may not have been, and frequently were not, the originators of
whatever innovation they effectuated. Schumpeter even stated explicitly, “This
[entrepreneurial] function does not essentially consist in either inventing anything
or otherwise creating the conditions which the enterprise exploits. It consists in
getting things done.”6

Exploring the same ideas some years after Schumpeter, Drucker wrote,
“Entrepreneurs innovate. Innovation is the specific instrument of entrepreneur-
ship. It is the act that endows resources with a new capacity to create wealth.
Innovation, indeed, creates a resource. There is no such thing as a ‘resource’ until
man finds a use for something in nature and thus endows it with economic value.”7

Fossil fuels, for example, did not fall from the sky in the nineteenth century—their
use as a source of energy was made possible by innovative people and companies.
Drucker noted that many of the growth companies in the United States in the
1970s and 1980s were not necessarily in the high-technology fields, but they were
nonetheless innovative in what he called entrepreneurial management.8

In their writings, Schumpeter and Drucker both refined and expanded the idea
of entrepreneurship. It consists of organizing, leading, managing, and of exploit-
ing a core technology. In many cases, in fact, organizing is the innovation. The
technology can be high-tech or decidedly low-tech; the shipping container—“the
box”—was one of the most consequential wealth-creating innovations of the
twentieth century but, as its moniker implies, it was, well, a box, a standardized,
rectangular container.9 Geometrically symmetrical containers existed—the con-
cept of their uniform use in shipping was the innovation. (Boxes seem to be a
renewable innovation: mass-produced cardboard boxes helped transform the pro-
duction and distribution of Americans goods in the late 1800s.10)

As entrepreneurship has grown in stature and frequency over the past three
decades, other scholars have focused their analytical lens upon it. Israel Kirzner of
the Austrian school of economics, for example, argued that entrepreneurs basical-
ly act as price arbitrageurs, noticing and then eliminating price discrepancies in the
market. In a world of disequilibrium, Kirzner maintained that alert entrepreneurs
discover opportunities, thus ironing out the disequilibria.11 Mark Casson, an
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English economist and leading theorist of entrepreneurship, has sought to synthe-
size the views of Schumpeter and Kirzner in the concept of judgment; that is, the
capacity to make decisions in the face of uncertainty or unknowability. To Casson,
entrepreneurs “are specialists who use judgment to deal with novel and complex
problems.”12

What seems to emerge from the entrepreneurship literature is something of a
spectrum: an invention or commodity becomes an innovation when applied com-
mercially. A person or company earns the entrepreneur label by taking it and,
through superior organization and management, making a profit. A box became
an innovation when used for transport; it was used by entrepreneurs to slim down
supply chains and reduce consumer costs. The successes of Gates, Walton, and
Ford clearly involved innovations: software, low-cost retailing, and automobiles,
respectively. None of these men, however, was responsible for the principal tech-
nology around which they built their companies. Gates did not invent the person-
al computer or software or even the idea of an operating system. Walton certainly
did not invent retailing, not even discount retailing. And Ford was far from the
inventor of the car—it wasn’t even invented in Detroit, which is now used as a syn-
onym for the auto industry!

Each of these men took something that already existed and endowed it with a
wholly new idea of what it could be. Gates, who envisioned personal computers,
operating systems, and applications joined together, was one of the first to devel-
op a true business model around something intangible. Walton combined retailing
with sophisticated inventory and supply-chain management to reshape the global
economy. And Ford developed an entirely new conception of the car as a means of
transportation for the masses; at that time in Europe, the birthplace of the car, no
one saw it as more than a luxury item for the wealthy. To realize his vision, Ford
needed to develop a new production method—and voilà, mass production via
assembly lines.13

These examples represent various types of innovation: new products, new
services, new ways of doing business, new ways of structuring an organization, new
types of distribution. Any of these qualifies as an innovation, even if they occur at
different points along a spectrum of activities. But there is still non-equivalence
between innovation and entrepreneurship. If part of what defines entrepreneur-
ship is innovation, then it can be said, as Drucker did, that all entrepreneurs inno-
vate. But the obverse is not true—not all innovators are entrepreneurs. This can be
portrayed using concentric circles, with a circle of entrepreneurship enclosed with-
in a larger circle of innovation.

That seems straightforward enough. It does not, however, appear to be the typ-
ical treatment of innovation and entrepreneurship in popular and scholarly dis-
course. Today, the most common idiom used in considering innovation and entre-
preneurship is “opportunity recognition and discovery.”14 According to this idea,
any attempt to create more entrepreneurs, as Kauffman Labs is doing, must either
teach people how to recognize opportunities, shepherd them through a pro-
crustean business plan process if they’ve already discovered one, or point them to
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opportunities already discovered. The key assumption is that opportunities already
exist and are simply waiting for someone to see them and turn them into money.
Is this what entrepreneurs do? Sure, there was clearly an opportunity for Ford to
turn the car into an item of mass consumption and an opportunity for Walton to
expand discount retailing. Were they the only ones to recognize these opportuni-
ties? It has already been noted that they certainly weren’t the first to manufacture
cars or operate discount stores. Of all the people building cars in the United States
and Europe, was Henry Ford the only person to recognize the existing opportuni-
ty for mass appeal and production? 

Knowing what these men accomplished, it’s easy to say in hindsight that yes,
there clearly were opportunities waiting to be recognized. Just look at all the cars
on American roads! And look at how successful Wal-Mart has been and how many
other stores have emulated its model. These opportunities existed in the abstract,
in the same way that
Plato’s ideal form of
the chair exists in
another realm. The
idiom of opportunity
recognition and dis-
covery thus presents
two major and, unfor-
tunately, contradictory
problems.

First, how can
there be any hope of
teaching people opportunity recognition if in fact only one person in the entire
world could recognize the opportunity presented by the automobile? That idea
would surely cause all entrepreneurship education programs to shut their doors.
To overcome this absurdity, approaches to entrepreneurship that are centered on
the individual resort to a Zen koan approach, hoping to push people out of their
normal routines so they approach problems in a new way. Accordingly, the oppor-
tunity-recognition perspective directs attention at an individual’s neurobiological
computational capacity—known by the layperson as the thought process.

So there are books instructing people to be iconoclastic or to train themselves
to think like Leonardo da Vinci.15 There is no shortage of brain-enhancing tricks
and techniques a person can use to shape their brain into that of an entrepreneur.
These tricks and techniques are cousins of the psychological theories that wax and
wane in popularity, if not validity; a recent offering purported to diagnose entre-
preneurs (alive or dead, a remarkable feat) with hypomania.16 And what is to be
made of evidence that dyslexia has a higher prevalence among entrepreneurs—
that it in fact is said to help explain their success?17 Anyone who thinks they can
become an entrepreneur by remolding their brain or temperament according to
what researchers say is entrepreneurial . . . well, good luck.
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The starting presumption here matters. If the objective is to train people to
recognize opportunities, the default approach is often to teach them to “think like
an entrepreneur”—or at least what an entrepreneur is thought to think like.
Perhaps this is why so many programs bring in successful entrepreneurs to talk to
students about their experiences.

The second problem with treating opportunity recognition as the keystone of
entrepreneurship is that it suggests a structuralist interpretation of the world,
something that should never go beyond the walls of English and history depart-
ments. In other words, if it is thought that opportunities are floating out there
waiting to be recognized, then the implicit belief is that it doesn’t matter who
comes along and recognizes them, that someone will because they are there and
their discovery is inevitable in the grand march of Time and Progress. The individ-
ual seems to be diminished in this interpretation, which would certainly be out of
place in any exploration of entrepreneurship.

This version has been semi-formalized in the academic literature as the “inno-
vative milieu,” which supposes that creativity only flourishes when the conditions
are just right: not too hot, not too cold, not too rigid, not too loose.18 This theory,
such as it is, can be disproved in a number of ways. My favorite proof is the
Renaissance, perhaps the most intensely creative period in human history. One
might expect that the cities of the Renaissance were placidly peaceful places of
decorous manners, pleasant conduct, and free-floating opportunities. The truth, of
course, is that Italy’s Renaissance cities were cauldrons of conflict, with competing
families, political instability, and violence.19 (After all, Machiavelli drew on real-life
source material.) This isn’t a conundrum: such instability was precisely the font of
artistic and commercial creativity.

The attempt to reconcile these two interpretations of opportunity recogni-
tion—the individual-opportunity nexus—is unsatisfying. Considering the idea
that “only individuals with appropriate qualities will perceive” the preexisting
opportunities, I can’t help but recall the early Christian sect of Gnosticism and its
existential belief that only those with special knowledge (gnosis) could really get in
touch with the divine.20

In the realm of likelihood and human possibility, the idea of opportunity cre-
ation might be a more appealing construct—the defining characteristic of an
entrepreneur being that he uses an innovation to create a heretofore unknown
opportunity. This, in fact, is the idea toward which we first gravitated in working
through Kauffman Labs—people would approach us with innovations, however
inchoate, and we would help them create an opportunity from it. Yet opportunity
creation tends to have an air of inevitability around it, at least as developed by
some of the literature.21 This construction may also invest the individual, however
persistent and creative, with a tad too much Nietzschean power. An entrepreneur-
ial firm arises out of the interaction between individuals and their environment,
and while it might be possible to identify certain “but for” hinge points, it is fre-
quently difficult to parse out precise reconstructions of the process and degrees of
contributing factors. Who, for example, created the opportunity for commercial
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aviation? Donald Douglas, Juan Trippe, the military, the U.S. Post Office, the gen-
eral public? It’s not possible to say for sure, nor can one resort to the Hegelian view
that the opportunity was, somehow, “just there.”

As we moved along with Kauffman Labs, we kept encountering obstacles both
pragmatic and conceptual: stubborn empirical realities from which some academ-
ic research is blissfully liberated. One is the basic question of when, prospectively
or retrospectively, to confer upon someone the title of entrepreneur. Does success
matter to the definition? A second recurring issue is the somewhat irritating fact
that many high-growth entrepreneurs in advanced technology sectors are in their
forties—not the buccaneering youth of popular mythology.22 College students and
people in their twenties undoubtedly have lots of ideas, but by the time a person is
forty or fifty, they have had the time and experience to learn how to turn those
ideas into something meaningful. Maybe this also helps explain why the average
age of firms on the Inc. 500 lists tends to be six to eight years; it takes time to turn
the innovation into something viable that has value.23 A third challenge is the his-
torical pattern of numerous people pursuing the same opportunity. Henry Ford
was late to enter the automobile game; Cyrus McCormick was not the only one
peddling a mechanical reaper; Andrew Carnegie had plenty of competitors.

Theorists of the opportunity recognition-discovery framework elide this prob-
lem somewhat by pointing out that entrepreneurship “is concerned with the dis-
covery and exploitation of profitable opportunities.”24 The first of the requisite ele-
ments—discovery—has already been addressed, and the importance of exploita-
tion can perhaps be acknowledged (the essay will touch on this again later). But the
notion that entrepreneurs exploit “profitable” opportunities raises the same ques-
tion as above: does success matter to the definition? Moreover, can a profitable
opportunity be known in advance? Reaching back in the annals of economic
research to the great Frank Knight reveals the commonsense idea that profit exists
because of uncertainty and of entrepreneurs’ exploitation of that uncertainty.25 Ex
ante profitable opportunities thus become circular: an entrepreneur creates profit
by doing something profitable. This seems to require an elaborate set of structur-
al preconditions that, while not invalid, resemble Rudyard Kipling’s Just-So
Stories. Standing at the back end of the entrepreneurial process, the focus is neces-
sarily on the particular path taken by Bill Gates and his success is ineluctably
explained in terms of “information asymmetry” and “opportunity sets.” This is all
relevant and makes sense, but it confuses the actual process of entrepreneurship in
real-world settings and adds little to efforts to generate more entrepreneurs.

After wading through the popular and academic literature, then, it is not yet
clear what concepts of entrepreneurship and innovation would be helpful to delib-
erate attempts to generate more entrepreneurs. Anyone studying the example of a
successful entrepreneur is inevitably biased by their success and unable to reliably
draw lessons for others. But if the outcome is ignored and the focus put on the per-
son, the tendency is to invest him or her with superhuman talents. Let’s step back
for a moment and turn the map around, as the Marines say, to consider these con-
cepts from a different perspective.
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Social Entrepreneurship

Anyone remotely interested in entrepreneurship cannot fail to have noticed the
rise in the past decade of “social entrepreneurship.”26 The seminal paper on the
term lays down five definitive traits of a social entrepreneur:
• Adopts a mission to create and sustain social, not private, value.
• Recognizes and pursues new opportunities.
• Engages in continuous innovation and adaptation.
• Acts boldly, not limited by current resources.
• Remains accountable “to the constituencies served and for the outcomes cre-

ated.”27

Since four of these five traits could apply to “regular” entrepreneurs, the distin-
guishing characteristic is a mission to create “social value” (not just private
value). Examples frequently include Habitat for Humanity, Teach For America,
America’s Second Harvest, and Grameen Bank. The “social” difference, then,
appears to fall along the traditional for-profit/nonprofit line, but laying claim to
an entirely new discipline based on this feels unsatisfactory.

Alternatively, social entrepreneurs are said to have distinct personal motiva-
tions,28 yet even altruism is an evolved human trait, not unique to nonprofits,
and it’s not unusual to find business entrepreneurs motivated by non-pecuniary
convictions.29 Profit can be a source of less than savory behavior, but few spurs
to human creativity are as potent as profit.30 In any case, categorization difficul-
ties quickly arise. According to the most widely accepted definition of social
entrepreneurship, the nonprofit Aravind Eye Care System in India (a clear case
of entrepreneurship whatever the modifier) might not be included because it
charges a fee to roughly half of its customers and uses it to subsidize non-paying
customers.31

Clearly, some organizations are entrepreneurial yet not so easily placed
alongside Henry Ford.32 Do technical differences justify a morally freighted
social versus non-social distinction?33 The social entrepreneurship literature,
moreover, often evinces a subtle hostility toward entrepreneurs who found busi-
nesses. This would seem to deny the clear social benefits to be had from the work
of firms such as Senior Whole Health (Medicare management for the impover-
ished elderly, the number-one firm on the 2008 Inc. 500 list), Bridgepoint
Education (for-profit higher education), Signature Genomic Laboratories (diag-
noses pediatric chromosome abnormalities), and others. Even Henry Ford was
among many “creative democratizers” who brought a previously luxury item
into the grasp of the masses, clearly something that had a revolutionary social
impact on people’s everyday lives.34 If our interest pertains to outcomes and
results, any social/non-social distinction matters little, if at all.35

Yet getting into a debate about who does and does not provide social bene-
fits, and in what manner, profits nobody. The popularity of social entrepreneur-
ship partly stems from the positive connotations around the term “entrepre-
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neur” in American society, the rising interest in participatory democracy over
the last 40 years, and, most significantly, the decreasing confidence in govern-
ment’s ability to solve problems.36 Social entrepreneurship, then, might be seen
as one route to government retrenchment, a role highlighted by its biggest advo-
cates.37 The confluence of a deep recession and impending deficit implosions
around Social Security and Medicare would seem to be an ideal situation for
social entrepreneurs to find ways to reinvent the American government’s orien-
tation toward its citizens’ social and economic activity.

Many of the foregoing distinctions may not matter much in the context of
the changing nature of the economy. On one level, there is “a blurring of the tra-
ditional categories of public, private, for-profit, and nonprofit,”38 visible in the
efforts of foundations to expand the boundaries of philanthropy and charity in
areas such as program-related investments.

On another level, changes in the structure of the U.S. and global economies
may obviate any distinction between “social” and other entrepreneurs. The older
economic vocabulary of manufacturing included “goods” and “products”; man-
agement meant breaking down production into discrete tasks. Producers acted
upon consumers, penetrating the market, stimulating demand, etc. There were
obvious technological innovations (the province of inventors), obvious organi-
zational innovations (the realm of managers), and an entrepreneur was some-
one who owned and capitalized a business.39

The extraordinary evolution of the service sector—the proliferation of ever-
newer services, the growing innovativeness in what was once considered the low
end of the economy—has upended these formerly clear-cut categories. What do
Charles Schwab and Google and Target “produce”? Beyond language, the man-
ner in which service firms form and interact has increasingly blurred not only
company boundaries but also the line dividing innovation and entrepreneur-
ship. In some cases, notions of entrepreneurship, innovation, the organization,
and their benefits appear to have melded together into one indivisible concept.40

In many service sectors there is no distinction between a technological and an
organizational innovation.41

These changes may make the “social” modifier meaningless. What should we
make of new types of banking or of websites such as Bankrate.com?42 More rad-
ically, the rapidly expanding evolution of social networking technologies raises
profound conceptual questions. Websites such as guru.com and Elance.com, as
well as the cutting-edge work of places such as the Berkman Center for Internet
& Society at Harvard University, are only the beginning of a wave that calls into
question the meaning of “social” and “economic.” The value of a service is sub-
jective by nature, often defined as “the process of using competences to benefit
another.”43 Does this mean modifiers like “social” are unnecessary? Who knows?
But it certainly makes (artificial) lines of demarcation less clear and, perhaps,
less relevant.
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FORWARD TO GROWTH

The very term “economic growth” is a slightly unfortunate one, conveying as it
does a steady and uniform increase in wealth and welfare, akin to “yeast,” as Arnold
Harberger has playfully chided economists.44 Schumpeter titled his first major
work The Theory of Economic Development, not growth, because what he (and oth-
ers) described was a much more desultory and messy process—development—
than the smooth route of “growth” imagined by some.45

The genealogy of automobiles encapsulates this and can be seen as a line of
descent traced back from Henry Ford to Samuel Colt. Innovations in the manufac-
ture of guns in the mid-1800s helped give rise to an entire industry devoted sim-
ply to machine tools; when the sewing machine was invented and made viable,
some armament makers and machine tool firms transferred their knowledge to
sewing machines, accelerating the process of innovation. A metallurgy innovation
made possible an improved machine, which made possible faster production,
which in turn called forth yet another metallurgical advance, etc. When the bicy-
cle came along, its makers drew directly on the expertise and skills of armories and
sewing machine companies and, in many cases, these manufacturers simply
switched to bicycles. Next, when people around the world and in the United States
attempted to make automobiles viable, some of the first companies to venture into
it were bicycle manufacturers.46 In the most basic sense, one thing led to another.47

Economic development, then, can be thought of in terms of biological evolu-
tion.48 To many people, Darwinian evolution resembles a hierarchical ladder:
amoebas evolved into sponges, which begat jellyfish, which begat flatworms, which
evolved into fish, and so on up to monkeys, which evolved into humans. But this
is the wrong way to think about evolution, according to Steven Pinker: “Evolution
did not make a ladder; it made a bush. We did not evolve from chimpanzees. We
and chimpanzees evolved from a common ancestor, now extinct. . . . The organ-
isms we see around us are distant cousins, not great-grandparents; they are a few
scattered twig-tips of an enormous tree whose branches and trunk are no longer
with us.”49 This is precisely what economic development looks and feels like—the
automobile is related to the bicycle, to the sewing machine, to the Colt .45.50 The
bushy tree analogy also answers the question of how to get to new forms of indus-
try from old ones: “Although natural selection involves incremental steps that
enhance functioning, the enhancements do not have to be an existing module.
They can slowly build a module out of some previously nondescript stretch of
anatomy, or out of the nooks and crannies between existing modules.”51 This
echoes a recurrent economic theme: established companies in established indus-
tries are often ignorant. RCA saw little potential in FM radio; IBM missed person-
al computing; Microsoft overlooked the Internet, etc. Entrepreneurs build out the
nooks and crannies into completely new industries and systems that provide a
platform for the next generation.52

In hindsight, it’s more or less possible to connect the developmental dots—
guns to sewing machines to bicycles to cars—in a rough and roundabout way. But

Dane Stangler

Downloaded from http://direct.mit.edu/itgg/article-pdf/4/2/119/704358/itgg.2009.4.2.119.pdf by guest on 08 September 2023



Creative Discovery

nearly everything about economic development, as it happens in real time, is
uncertain—the definition of an innovation is a change, the consequences of which
cannot be known in advance.53 The uncertainty of an innovation is only resolved
through actual doing or building. In this way, the economic future is a vast space
of darkness—development consists of the continuous carving out of new branch-
es of light within this space.54 Entrepreneurs are a particularly fertile source for the
growth of new economic branches.

It is not right to pretend, however, that entrepreneurs are like scientists who
discover objective reality. Scientific discovery unquestionably demands a great deal
of discipline and creativity, yet Kepler did not create the laws of planetary motion,
Fleming did not create penicillin (nor was he the first to observe mold), Schönbein
did not create ozone. To my knowledge, there was no independent objective reali-
ty of personal computing before Jobs and Gates, no fixed law of automobile pro-
duction that was happened upon by Ford. Some of these, of course, are based on
scientific laws, but who’s to say the path Bill Gates took was the only conceivable
one for operating systems? Efforts to encourage entrepreneurship don’t enjoy the
luxury of knowing whether a given person will succeed. The fundamental question
has little bearing on whether a nascent entrepreneur is “hypomanic” or whether or
not an opportunity exists to be discovered.55

In much of the literature, the entrepreneur is discussed in terms of his or her
consequences. So, the entrepreneur disrupts equilibrium (Schumpeter), returns a
distorted economy to equilibrium (Kirzner), exploits profitable opportunities
(Shane), bears uncertainty (Knight), makes judgments (Casson). To be sure, each
of these could be an accurate characterization of entrepreneurial consequences in
varying situations. And for economists and policymakers, the consequences are
what matter. But for actual attempts to generate more entrepreneurial firms, such
observations of consequences are of little value because they don’t tell us much
about what an entrepreneur does to create consequences—namely, what it feels
like to be an entrepreneur. (It’s unlikely, too, that entrepreneurs conceive of them-
selves in such terms.)

Tales of entrepreneurial exploits contain healthy doses of words like “vision”
and “certainty” (along with “ruthlessness” and “shrewdness”). But from the time-
bound perspective of individuals and teams building an organization, much is
uncertain, unforeseeable, and perhaps unknowable. In a real but figurative way, the
entrepreneur moves forward blindly; the eventual path they follow, moreover, is
frequently not the one they anticipated.56 Entrepreneurs are found at the frontiers
of knowledge and innovation and growth not because these frontiers are there
simply waiting to be discovered, but because the frontiers give “scope for original-
ity in men and institutions.”57 It is precisely the indeterminate future the frontier
signifies that permits (and encourages) people to create new branches of ideas and
institutions. How does this lack of foreknowledge translate into the entrepreneur-
ial experience?
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COMBINING AND BUILDING

In a Pentagon news briefing in early 2002, then secretary of defense Donald
Rumsfeld uttered lines that immediately subjected him to widespread ridicule:
“There are known knowns; there are things we know we know. We also know there
are known unknowns; that is to say, we know there are some things we do not
know. But there are also unknown unknowns, the ones we don’t know we don’t
know.”58

Established firms excel in handling “known knowns,” things they can control,
like refining existing technology or creating new versions of old products. They
can even handle “known unknowns” fairly well, although the lesson of studies such
as Clayton Christensen’s The Innovator’s Dilemma is that entrant firms are gener-
ally better with “known unknowns”—the technology in question is a known quan-
tity, but its potential is quite unknown and therefore not worth an established
firm’s attention.59 But it is the “unknown unknowns” (new technologies, new mar-
kets, new applications; little knowledge, little predictability, little awareness) at
which entrepreneurs excel—this partly captures the uncertainties they face in real
time and the success they might enjoy. In itself, this might seem unremarkable—
after all, a common theme in the literature is that entrepreneurs handle radical, not
incremental, innovations.

In some ways, this is an unnecessarily binary distinction—radical versus incre-
mental—and it not only confuses the issue of knowledge (“radical” can usually
only be judged after the fact) but also glosses over the central nexus of innovation
and entrepreneurship, the combining and recombining of ideas.60 Entrepreneurs,
as a colleague puts it, take a 2 + 3 equation and generate results of 6 or 108. Such
combinatorial dynamics, the source of newly grown economic branches, can read-
ily be seen within the idea of “unknown unknowns” yet have the singular quality
that the result is almost universally taken as “obvious” in hindsight.

It is often pointed out that many entrepreneurs did not invent the technology
they worked with or were not even close to the first ones to enter an industry.
Cyrus McCormick developed one of the most successful mechanical reapers, a
landmark innovation in the nineteenth century, but what made him an entrepre-
neur was the company he built, the McCormick Harvesting Machinery Company.
This company was built not upon the single innovation of the reaper (plenty of
other firms were competing with him on this), but around the systems of market-
ing and financing that McCormick developed. Recognizing the difficulty farmers
had in paying the entire cost up front, he pioneered financing that allowed the
farmer to put the reaper to use immediately and to pay the cost over time.61

In a similar way, Adolph Zukor and Marcus Loew were major forces in basical-
ly creating the film industry in the first quarter of the twentieth century. Thomas
Edison invented the first viable motion picture machine and even commercialized
it as the “kinetoscope,” helping to produce some of the first films (e.g., The Great
Train Robbery).62 And yet, Edison actually worked to stymie the film industry. He
helped form the Motion Picture Patents Company (the Trust), the imperious
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actions of which pushed many incipient film producers and distributors out of
New York City to southern California. The entrepreneurs of the film industry—
those who broke out and created new economic branches through their organiza-
tions—were men like Zukor and Loew and Louis Mayer, who sought new ways of
producing, distributing, and exhibiting films, building in the process, respectively,
Paramount Pictures, Loew’s,
and MGM.63 They, far more
than Edison and the Trust,
gave the innovation of film a
completely new horizon of
commercial and artistic pos-
sibility.64

An even starker example
can be found with John
Wanamaker, one of the great
department store entrepre-
neurs who, in the late 1800s
and early 1900s, helped build
the mass market of American
consumption. Wanamaker was not the first into men’s clothing (his original line of
merchandise) or department stores or advertising or financing, but he built a
hugely successful company by using these elements to bring, for the first time,
goods that had once been considered luxuries into reach for millions of
Americans.65 Despite few claims to originality, Wanamaker is clearly considered an
entrepreneur.

Before 1850, there really was no U.S. clothing industry such as exists today.
Clothes were either homemade (sewn by hand) or specially fitted by a tailor, the
latter method reserved mostly for the rich. The sewing machine radically changed
this. However, it wasn’t just the invention itself but the innovations of Isaac Singer
and, just as important, the entrepreneurial efforts of Edward Clark that altered the
production of clothing—that in essence created the clothing industry. New pro-
duction methods also required new methods of distribution, sales, and advertising,
and these new economic branches made possible new branches, which is where
Wanamaker stepped in and created a new way of shopping—in fact, a new way of
living.66

Andrew Carnegie represents even more precisely what is considered the con-
summate entrepreneur: from humble beginnings, he built the U.S. steel industry.
He was also a pioneer in American philanthropy, establishing numerous institu-
tions (e.g., the Carnegie Institution of Washington, the Carnegie Foundation for
the Advancement of Teaching) before setting up one of the first general-purpose
foundations in the country, the Carnegie Corporation. His most famous bequest
was to fund the building of libraries in thousands of cities and towns across the
United States; yet here, Carnegie was an innovator, not an entrepreneur.
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A blanket grant for libraries was clearly innovative: no one had done anything
like it, and Carnegie was not responding to a specific demand. His intention was
for everyone to have access to these libraries, but he especially had children in
mind, as he considered his own early exposure to literature a springboard for his
later success. Nothing like today’s children’s libraries existed at the time. A few
places had special sections for children’s books and there were incipient moves to
create them, but the very idea of a children’s library didn’t exist. Carnegie himself
did not envision something so specific; in fact, many of the libraries built with his
money would not admit children.

Yet upon Carnegie’s innovation was built the children’s library, complete with
child-size furniture, child-appropriate interiors, and, of course, children’s books.
The entrepreneur who created this new institution around Carnegie’s innovation
was Anne Carroll Moore. First in Boston, then more famously at the New York
Public Library, Moore offered storytelling hours, lists of appropriate books, and,
for the first time, borrowing privileges for children, thus building something com-
pletely new in the United States.67

What McCormick, Wanamaker, and Moore, and Zukor and Loew, and Gates,
Walton, and Ford did, then, was not simply to build something physical. In a very
general but nonetheless real sense, these entrepreneurs took an innovation and
endowed it with new possibilities. Entrepreneurs innovate, but they innovate in
terms of the possibilities they see and the ways they make those possibilities man-
ifest. As these men and women have clearly demonstrated, endowing something
with new possibilities—whether in retailing (eBay and Amazon), personal com-
puters (Apple), or financing new firms (Michael Milken)—does not require fore-
knowledge, Gnostic insight, passivity, or uniquely inherited intelligence.

CONCLUSION

Entrepreneurs, of course, do not wait for academic understanding. Schumpeter
long ago lamented that economic theory left the entrepreneur out in the cold, “like
Hamlet without the Danish prince.”68 Yet such exclusion had little bearing on the
American economy, which enjoyed a rebirth of expansion and entrepreneurial
capitalism in the last third of the twentieth century.69 The expectation is that if the
processes of innovation, the formation of firms, firms’ growth, and economic
expansion can be better understood, it will be possible to design more facilitative
public policies and private institutions. Federal investment in technological infra-
structure and education rests on the premise that the investments will help provide
people with the tools and skills they need to start and grow businesses. This prem-
ise is not necessarily wrong and it is based in part on historical experience, but it
also creeps into those two areas of murky understanding, innovation and entrepre-
neurship. The work of Kauffman Labs represents an effort not only to enhance
understanding but also to apply it to the process of forming firms.

On one level, the analysis in this essay brightens the prospect that public and
private strategies can accelerate economic growth. If efforts to create more inputs
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for firms and generate greater numbers of new firms continue, eventually some-
thing will stick and the economy will expand. Yet it is entirely possible that heavy-
handed efforts to generate entrepreneurship could, like measuring Heisenberg’s
uncertain particles, stifle the very target at which they aim. The process by which
people combine ideas to produce innovations, for example, is not fully under-
stood. The very nature of knowledge is such that no one can simply decree that
such combinations be made in a display of interdisciplinary magic.70

Deliberate strategies must include a broad scope to allow for variation and
experimentation, which likely are not the first terms that jump to mind during a
period of wrenching economic adjustment. This is the challenge. Established
organizations and ways of operating in many sectors will be disrupted as upstarts
arise, increasing pressure to protect the disappearing past. But, as history reveals,
human welfare only expands when people are given room to carve new economic
branches into the uncertain future. The only way to move forward is through that
uncertainty.
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