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PREFACE

This dissertation was written to attempt to answer, in part, a
question that has bothered the author for more than twenty years; "Why
are some manufacturing firms more successful than others?" Long ago, as
a blue collar ironworker, I watched as many close friends lost their
Jjobs and occasionally their lives as a result of working for not-so-
successful firms. Much later I had the opportunity to participate in
the start-up of several firms. More often than not, we were successful
although none of us on the start-up teams could articulate the reasons
for our success.

In any case, this dissertation was a result of long years of
wondering about a topic that seems to be of some importance in today’s
dynamic economy. In an attempt to limit the scope of the research, the
study focuses on start-up (entrepreneurial) manufacturing firms in one
geographical region during the decade of the 80s.

Potential predictors of performance of new manufacturing firms were
assessed by mail survey in the Tulsa M.S.A. during the Summer of 1989,
Performance was quantified as average annual growth in employment and
average annual growth in revenue. Bivariate correlations indicate that
certain psychological, background and information-gathering characteris-
tics of entrepreneurs are significantly related to one of the firm
performance measures. Moderated linear regression suggests that
strategic orientation {the linear combination of six psychological,

background and information-gathering characteristics of the entrepre-
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neur)} is moderated by industry dynamism in its relationship with
performance.

The exploratory aspects of this research project extend existing
theory by providing a contingency model of entrepreneurial firm perfor-
mance. In the final model approximately half of the variance in firm
performance is explained.

This dissertation would never have been possible without the
substantial guidance, patience and help of Dr. Margaret White, Dr. Steve
Barr, Dr. Wayne Meinhart and Dr. Robert Hisrich. To them, and indeed to
all the faculty and staff at 0OSU, I am deeply indebted. Other friends,
mentors and associates played an important role in my education and in
my research. Special thanks are due Dr. James Cagley, Dr. Gene Woolsey,
Dr. Scott Sink, Dr. Tom Cook, Ms. Mimi Jones and Mr. Warren Miller.

Finally, to my wife, Barbara, and children, Anne-Louise, Valerie

and Tommy, my sincere thanks for your support and love.
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CHAPTER 1

INTRODUCTION

Manufacturing involves the mechanical or chemical transformation
of materials or substances into new products (U.S. Department of Com-
merce, 19839). Manufacturing firms, those with a principal Standard
Industrial Code (8.I.C.) between 2000 and 3999 (U.S. Bureau of the

Census, 1988), are an important segment of the United States’ Gross

National Product (G.N.P.). In 1986, measured in constant 1982 dollars,
manufacturing accounted for twenty-two percent of the $3.7 trillion
G.N.P. (U.8. Bureau of the Census, 1988). To put the size of the
manufacturing segment of G.N.P. in perspective, one can consider that it
is larger than the individual G.N.P.s of all nations on Earth but three:
The United States, Russia, and Japan (U.S. Bureau of the Census, 1988).
Why some new manufacturing firms exhibit better performance than others
is a question of major concern to these firm’s stakeholders and is the
focus of this research. Manufacturing industries have suffered substan-
tial job losses and slumping productivity since the 1970s (Hayes &
Wheelright, 1984; Richetto, 1988). American manufacturers have lost
market share to foreign competitors in a variety of significant indus-
trial segments of the G.N.P. (Dertouzos, Lester & Solow, 1989; Hayes &
Wheelright, 1984; Thurow, 1980). Although changes in the technical,
structural and geographic forms of industrial firms have always been a
feature of American industry, the pace of the changes has accelerated at
a more rapid rate in the last three decades (Richetto, 1988).
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2

One measure of the structural change in manufacturing is the shift
that is occurring in firm size and employment levels at individual
facilities. Small manufacturing firms (those employing less than 100
people) accounted for nineteen percent of manufacturing employment in
1980 and twenty-four percent in 1986. Large firms (those employing 500
or more) dropped from sixty-seven percent to sixty-three percent of
total manufacturing employment during the same time period (U.S. Small
Business Administration, 1988). One tentative conclusion from these
recent changes in manufacturing employment is people are "migrating"
from large firms to small firms in the manufacturing sector. Reasons
for this shift in manufacturing employment are not completely clear.
However, the inability to compete internationally in some important
sectors of the economy has led to reductions in employment at large
firms in the same sectors (Thurow, 1980). It is important to understand
how new manufacturing firms grow and why some perform better than others
if the United States is to cope with and adjust to the recent shifts in
manufacturing employment. Empirical research into the performance
factors specific to small, new manufacturing firms is an important
priority. However, little research has been done in this area.

This research will explore certain potential predictors and
moderators of firm performance for the purpose of beginning to build a
theory of small firm performance. This research is essentially explor-
atory although it does extend existing research in the entrepreneurial
area in two important ways First, many previous research studies of new
firm success (for example, Collins & Moore, 1970; Hoad & Rosko, 1964)
have been "fine-grained" case studies (Harrigan, 1983) or compilations

of descriptive statistics surveying one group of variables presumed to



affect new firm performance. This study will test literature-based

hypotheses regarding firm performance with three groups of potential

predictor variables (psychology of the entrepreneur, background charac-
teristics and information-gathering practices) in a contingency frame-
work. Second, most previous research studies in the area have employed
simple, bivariate correlations as the statistical measure of relation-
ship. This research study will test a model of small firm growth and

performance similar to one suggested by Keats and Bracker (1988).
Importance of New Business Ventures

Research into performance factors for new, small manufacturing
firms fits into the much broader and currently popular area of new
venture performance. Performance of new business ventures (entrepreneur-
ial firms) touches on policy issues, business strategies, and the
individual differences of successful entrepreneurs. For example, much
national attention has recently been directed at the issue of job
creation as an attribute of new venture creation. Birch (1987) argued
that new, small businesses are responsible for sixty-six percent of the
job growth in the American economy. Others (Sexton, 1986; Stevenson &
Sahlman, 1986) claim that entrepreneurship (broadly defined as the
creation of new, growth-oriented firms) is critical to the economic
health of the United States. The importance of, and interest in,
entrepreneurship can be inferred from many sources. The number of
self-employed workers has increased by twenty percent between 1970 and
1980 (U.S. Bureau of the Census, 1988). Many of the self-employed are
the founders of new, growth-oriented firms. Smaller firms seem to be

much more innovative than larger firms - perhaps by as much as 250%



4
(Stevenson & Sahlman, 1986). Newspapers and magazines devote consider-
able coverage to "media stars" like Steve Jobs (founder of both Apple
Computer and Next, Inc.) and Mitch Kapor (founder of Lotus Development
Corporation). New magazines devoted to various aspects of entrepreneur-
ship continue to appear and are apparently successful.
Colleges and universities are offering more courses in entrepre-
neurship (Vesper, 1983). Academic researchers introduced the Journal of

Business Venturing in 1986 and publication of entrepreneurship articles

in the more established journals has risen in the past few years
(Vesper, 1988). The Academy of Management accorded the original
Entrepreneurship Interest Group full Division status in 1986. The
Association of Collegiate Entrepreneurs {(A.C.E.) has grown from twenty
collegiate entrepreneurship chapters in 1984 to more than 300 clubs
representing forty different countries (Birch, 1987). The ACE 100
(top-performing businesses headed by ACE members under the age of
thirty) had combined revenues of more than $3 billion in 1988.

Politicians, too, have begun to understand that entrepreneurs are
an important constituency. Former President Reagan recently said:

"I urge the Congress to listen to the small business

owners who have increased overall employment so

dramatically, who have produced a disproportionate

share of innovations, and who make our economy

different from, and more lively than, that of other

nations."

A Report of the President
(U.S. Small Business Administration, 1988)

This accolade from a conservative president who had seriously
considered eliminating funding for the Small Business Administration
seems to emphasize the awareness of the economic importance of new,

small, growth-oriented firms.



In Oklahoma there were 3910 manufacturing plants, employing
171,391 people in 1985 (Center for Economic and Management Research,
1988). The total payroll for manufacturing in Oklahoma in 1985 exceeded
the total payroll for every other major industry group by a substantial
margin, In the Tulsa Metropolitan Statistical Area approximately sixteen
percent of the wage and salary earners were employed in manufacturing
firms at the end of calendar year 1987 (Economic Development Information
Center, 1988). There has been a decrease in both percentage of total
employment and absolute employment in manufacturing in Tulsa since 1981
when the percentage was slightly over twenty-one percent and the
absolute employment stood at 68,300 (Economic Development Information
Center, 1988). Mirroring the absolute decline in manufacturing employ-
ment in Tulsa since the early 1980s are four trends of some importance:

(1) The precipitous decline in sales, profits and employment in
the oil industry since 1982.

(2) Reductions in total employment in oil industry-related
manufacturing firms.

(3) The growing awareness that Tulsa must diversify its economic
base.

(4) The rise in the number of new, small manufacturing firms
that are not related to the oil industry.

More than 200 existing, small manufacturing firms have been founded in
the Tulsa Metropolitan Statistical Area since 1980 {Oklahoma Department
of Commerce, 1988). Tulsa represents a microcosm of the nationwide
trends. People are migrating from employment in large manufacturing
firms to employment in small, new manufacturing firms. The majority of
these new manufacturing firms are unrelated to the oil industry and
represent, perhaps, the first wave of economic diversification in a

metropolitan area long dependent on the o0il industry.






Previous research which attempted to identify common performance
factors for small, new manufacturing firms has yielded conflicting
results. For example, a multi-disciplinary investigation team at
Western Reserve University found that successful entrepreneurs in the
netalworking industry in Ohio were well-educated, technical experts with
a high need for achievement and a willingness to undertake formal
training in functional areas outside their own field so as to understand
other areas of the business (Morrison, 1973). Hoad and Rosko (1964)
tracked the performance of ninety-five small, new manufacturing firms in
Michigan for a three-year time period, beginning in 1960. They concluded
that the principal causes for failure among the ninety-five were a lack
of marketing initiative and a lack of "drive" on the part of the
owner-managers. Successful firms - about one third of the sample - had
experienced, well-educated managers and were frequently managed by
several persons with differing functional skills and experience.

Collins and Moore (1970), on the other hand, found that successful
manufacturing entrepreneurs were almost always from a lower socio-
economic class, had very little formal education and seemed to be
strongly motivated by a need for achievement (McClelland, 1961).
Sandberg (1984) was unable to find any significant relationship between
managerial demographics or background and firm performance. Steiner and
Solem (1988), in a study of twenty-two small manufacturing firms in
northern Wisconsin found that successful firms employed newer technology
(in the transformation process) and tended to exploit competitive
advantages. These conflicting results must be addressed if a better
understanding of performance factors for small, new manufacturing firms

is to be developed.



Objectives of the Research

This research will have three broad objectives. One is to
determine why some new manufacturing firms exhibit higher performance
than others. The importance of this question to the owners of small
manufacturing firms, venture capitalists, and other investors is
obvious. A better understanding of those factors which contribute to
higher levels of performance should lead to better strategic decision-
making and improved investment decision-making. The failure rate of
small business attests to the broad need for this understanding. Birley
(1986) reports that between thirty percent and fifty percent of all
small firms fail within four years of start-up. In a study of new
manufacturing firms in Michigan, Hoad and Rosko (1964) found a forty-
three percent failure rate within three years of start-up.

A second research objective is to provide some information to
policy decision-makers who are actively involved in developing programs
to generate new jobs. Many cities and states have programs to encourage
entrepreneurs and to facilitate the creation of new jobs (Miller, 1988;
Sexton, 1986). Some of these programs have been successful and others
have not. No consistent body of knowledge exists that helps in the
policy-making decision process for screening and selecting which
programs to install and which entrepreneurs to support. This research
should provide some useful information for policy-makers who are
interested in job creation through the mechanism of entrepreneurship.

The third research objective is to begin the arduous task of
creating a relevant, contingency model of small firm performance. Much

previous research in the entrepreneurial area has focused on single



perspectives to attempt to explain performance. Although helpful in

preparing the theory ground for later conceptual development, the single
perspective approach limits the utility of any theory that emerges from
subsequent empirical work., The third objective is an attempt to advance
the earlier conceptual work of Keats and Bracker (1988) and the empiri-

cal work of Covin and Slevin {(1989).

Organization of the Dissertation

Chapter One presented an overview and the objectives of this
study. Chapter Two includes a discussion and integration of prior
research in five related areas: psychological differences between
entrepreneurs, background differences of entrepreneurs, environmental
scanning practices of entrepreneurs, industry structure and firm
performance. In addition, Chapter Two presents a conceptual model of
the hypothesized relationships between the variables and concludes with
a list of testable hypotheses related to the model and the previous
research in this area. The methodology to be employed in this research
study will be explained in Chapter Three. Results found in this
research study will be presented in Chapter Four. Chapter Five will
discuss the findings regarding the relationship between the variables
and the implications of these findings for practitioners engaged in
funding, starting and operating new manufacturing firms. Chapter Five
will conclude with suggestions and observations related to future

research that might be conducted in the area of new manufacturing firms.



CHAPTER 11

LITERATURE REVIEW AND HYPOTHESES

INTRODUCTION

This dissertation is principally concerned with identifying the
possible effects of three groups of variables (i.e. psychological
differences, background characteristics and environmental scanning
characteristics) of the entrepreneur on the success of new manufacturing
firms. Second a contingency model of firm success will be developed and
tested because no such model, that is uniformly accepted, exists in the
present literature base (Keats & Bracker, 1988).

Empirical research on the individual difference characteristics of
entrepreneurs has focused heavily on two measures: need for Achievement
(nAch) (McClelland, 1961) and Locus of Control (LOC) (Rotter, 1966).
These two attributes of personality have strong face validity with
respect to the kind of personality that it might take to be successful
in starting and growing a new manufacturing firm. A strong desire to
achieve significant results in the face of moderate risk (mAch) coupled
with the firm conviction that cutcomes are the result of individual
action and not chance (LOC) would, one assumes, be characteristics of
successful business people in general and entrepreneurs specifically.

The backgrounds of successful and unsuccessful entrepreneurs have
been heavily researched and the overall results are generally consistent

(Cooper, 1982). Entrepreneurs whese firms exhibit high performance have
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similar ages, education and work experience. It is possible that
performance (measured on the basis of growth in revenue and employment)
is contingent upon the entrepreneur having achieved some minimum
threshold level of age, education and work experience.

Little empirical research has been conducted on the environmental
scanning (information-gathering) practices of entrepreneurs. One reason
for this lack of empirical research may be that there is no consensus on
how one should measure environmental scanning practices. Only two
research studies (Covin & Slevin, 1989; Khan & Manopichetwattana, 1989)
have considered the effects of environmental scanning practices on
entrepreneurial performance. However, it is logical that the methods
and practices used to gather information about the task and remote
environments could have significant influence on such key managerial
tasks as decision-making, long-range planniung and strategic control.
Thus, measures of environmental scanning practices will be considered
together with psychological differences and background characteristics
as potential predictors of entrepreneurial firm performance.

No consensus model of entrepreneurial firm success exists; however
Keats and Bracker (1988) proposed a conceptual model of this process
that suggests that entrepreneurial intensity (ie. the constellation of
drives, needs and personality that prompts one to be an entrepreneur)
manifests itself in task motivation and perceptions of environmental
influence that lead to some level of strategic behavior. This strategic
behavior, on the part of the entrepreneur, when modified by a certain
cognitive sophistication (based on experience) and external environmen-
tal factors leads to a level of firm performance.

This dissertation proposes to test a model of entrepreneurial firm
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performance that parallels the conceptual model of Keats and Bracker
(1988). The model to be tested suggests that psychological differences,
background characteristics and environmental scanning practices (de-
fined, in the aggregate, for the purpose of this research as "strategic
orientation") of the entrepreneur moderated by the environment results
in some pattern of firm performance. This exploratory model is shown,

in block diagram form, in Figure 1.

Definitions of an Entrepreneur

The term "entrepreneur" is literally translated as "betweentaker"
or "go-between". In the Middle Ages, the term described managers of
large projects~~frequently clerics responsible for the construction of
cathedrals, public buildings and castles (Hisrich, 1989). Eighteenth
century economists (Cantillon, Beaudreau, and Jean Baptiste Say)
suggested that entrepreneurs were those who bore the risk of business
failure but who were not suppliers of capital. The willingness to
tolerate risky business situations was understood as an entrepreneurial
attitude by these early economists and continues to be understood, by
some, as an entrepreneurial attitude today (Miller, Kets de Vries &
Toulouse, 1982). However, risk is often an individual perception. What
appears to be a risky situation to some may be viewed as essentially a
risk-free situation by others. Attitudes, social learning, prior
experiences and information gathering-practices may all affect how one
views a particular situation. In this dissertation, risk-orientation
will not be measured directly but, rather, those individual

characteristics of entrepreneurs that may lead to a particular risk-
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orientation, as part of the realized strategy of the entrepreneur, will
be the focus.

Schumpeter (1936) defined an entrepreneur as one who innovated and
developed untried technology. Later writers (Drucker, 1985; McClelland,
1961; Vesper, 1983) described entrepreneurs as moderate risk-takers who
take initiative, organize some social-economic mechanisms, maximize
business opportunities and accept the risk of failure. Hisrich (1986)
describes the process of entrepreneurship as:

..creating something different with value by devoting the necessary

time and effort, assuming the accompanying financial, psychological

and social risks, and receiving the resulting rewards of monetary

and personal satisfaction.
The leader of a new enterprise - the entrepreneur - is an individual of
importance in today’s American economy. Research has shown that entre-
preneurs (those who own and manage entrepreneurial firms) help create
substantial new employment, spur innovations and facilitate economic
development (Birch, 1987; Hisrich & Brush, 1986; Sexton, 1986). Since
smaller firms are the most rapidly growing segment of the economy, a
clearer understanding of the characteristics, experience and psychologi-~
cal differences of entrepreneurs is needed to encourage innovation and
facilitate job creation.

In this dissertation, entrepreneurs are defined as the chief
executive officers (CEOs) and founders of their firms. The importance of
the CEO to the performance of manufacturing and entrepreneurial firms
has been well-demonstrated in empirical research {Collins & Moore, 1970:
Daft, Sormunen, & Park, 1988; Miller & Toulouse, 1986). In many cases,
particularly early in the firm’s history, the entrepreneur may well be

the only manager in the firm. Hence, it is likely that those psycholog-
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ical, background and information-gathering (environmental scanning)
characteristics associated with performance for CEOs in general will be

of importance in the performance of entrepreneurial firms.

Strategic Orientation

Strategy has been defined in many ways and the bulk of previous
research focuses almost exclusively on large firms. Mintzberg (1978)
defines strategy as, "a pattern in a stream of decisions". Pearce and
Robinson (1988) view strategy as "large scale, future oriented plans for
interacting with the competitive environment to optimize achievement of
organizational objectives". Ansoff (1988) argues that strategic
decisions are externally-focussed and primarily concerned with the
selection of product mix and target market. In the small firm area, the
definition of strategy seems even less certain. Miller and Toulouse
(1986) acknowledge that small firm strategy is tightly constrained and
quite different than large firm strategy. Others have suggested that
small firm strategy is basically the result of environmental variables
acting on firm characteristics (Covin & Slevin, {(1989).

In any case, this research contends that background, psychological
and scanning characteristics of the entrepreneur (labeled for descrip-
tive convenience as "strategic orientation”) may be affected by certain
environmental variables that contribute to contingency effects in firm

performance.

Industry Effects on Strategic Orientation

William Sandberg (1984) demonstrated that there is a strong rela-

tionship between characteristics of the industry (industry structure)
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and firm performance. Covin and Slevin (1989) have shown that environ-
mental hostility and industry dynamism can affect small firm perfor-
mance. Miller, Kets de Vries and Toulouse (1982) demonstrated that
industry dynamism can affect firm performance. This research will
evaluate the effect that industry dynamism and environmental hostility
have on the performance of firms in the sample. Figure 1 presents a

conceptual model of the variables to be tested in this study.

Psychological Differences

One of the key determinants of strategic orientation is the psycho-
logical differences among individuals (Covin & Slevin, 1989). Psycho-
logical differences, or, individual difference psychology has histori-
cally considered such issues as intelligence, creativity, motivation,
assessment and group differences (Schackelton & Fletcher, 1984). Two
aspects of individual difference psychology concerned with predicting
performance differences between entrepreneurs are need for Achievement

(nAch) (McClelland, 1961) and Locus of Control (LOC) (Rotter, 1966).

Need for Achievement

Researchers (Hermans, 1970; Morris & Snyder, 1979; Steers, 1975a;
Steers, 1975b; Steers & Braunstein, 1976) have explored the relationship
between an individual’s nAch and various measures of job performance. A
common finding is that those individuals with a high need for achieve-
ment will generate better performance in a variety of organizational
settings. The importance of these findings in the area of entrepreneur-
ship is substantial. Since the entrepreneur (the CEO of entrepreneurial

firms) is often the only decision-maker in the firm, a high need for
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Achievement is expected to be positively related to a firm’s success.

An entrepreneur’s nAch could act as an independent, predictor
variable, affecting firm performance directly or nAch could moderate the
relationship between other predictors and firm performance. Some
conflicting evidence exists as to the moderating effect of nAch on
various outcomes. Johnson and Stinson {(1975) found that nAch moderated
the relationship between role perception and job performance. However,
Stone, Mowday and Porter (1977) found that nAch was a better independent
predictor of performance than it was a moderator of the relationship
between job scope and job performance.

Utilizing a larger sample than Johnson and Stinson (1975) and
testing for the moderating effects of nAch on twenty role perception -
outcome relationships, Morris and Snyder (1979) found the additional
interaction term to be statistically significant for only one pair.

This technique involves comparing the differences in percentage of
variance explained by first using nAch as an interaction variable and
then using it as an independent predictor. The argument is that if a
significantly greater F-ratio occurs with nAch as an interaction
variable, then nAch is a moderator rather than a predictor. The Morris
and Snyder (1979) results strongly suggest that nAch be treated as a
predictor variable in future research.

Some early studies of nAch (Steers, 1975a; Steers, 1975b; Steers &
Braunstein, 1976) focused on the relationship between workers’ (not
entrepreneurs’ or managers’) nAch and performance on the job. However
these studies all suggest a correlation between nAch and performance in
a variety of settings. Steers (1975a) found that individual performance

was significantly related to job satisfaction and job involvement for
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high achievers but not for low achievers. For job satisfaction/high nAch
the correlation was 0.32 (p<.01) and for job involvement/high nAch the
correlation was 0.19 (p<.05). 1In a related study, Steers (1975b) found
that specificity of goals and performance feedback were positively and
significantly related to performance for high nAch subjects at p<.05.
For the low nAch group only participation was significantly correlated
with goal effort and overall performance - both at p<.01l. Steers and
Braunstein (1976), utilizing the Manifest Needs Questionnaire (MNQ),
determined that for high nAch subjects there was a positive relationship
between enriched jobs and individual performance. Many researchers in
entrepreneurship have utilized nAch as one of the psychological measures
of the entrepreneurial personality. McClelland (1965) found that those
who scored high on nAch during their college careers were found to have
entered entrepreneurial occupations to a much larger degree than those
who scored low on nAch. Hornaday and Bunker (1970) and Hornaday and
Aboud (1971) found that entrepreneurs routinely score higher on nAch
measures than the general population. Miller and Droege (1986) found
that the CEO’s nAch was strongly related to all measures of organiza-
tional structure in small, young (entrepreneurial) firms. Sineath and
Hand (1987), comparing the performance of thirty five student teams
engaged in an entrepreneurial business simulation game, found that high
and low team performance could be differentiated on the basis of the
team’s average nAch. In addition, high performance teams had higher
average nAch than low performance teams. Tucker (1988) utilizing
surrogate entrepreneurs and non-entrepreneurs found convincing evidence
that entrepreneurs had higher nAch than non-entrepreneurs.

Despite the evidence that nAch distinguishes between entrepreneurs
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and the population as a whole, some researchers (Brockhaus, 1982; Khan &
Manopichetwattana, 1989) question the idea that a high nAch predicts
entrepreneurial success. Brockhaus (1982) argues that, "many small
business owners available for inclusion in a study are successful and
this success may contribute to a high need for achievement rather than
the reverse". Brockhaus’s concern with nAch as a precursor to entrepre-
neurial performance is valid if one accepts his broad definition of
success; that is, mere survival of a business over a period of several
years. However, if performance is more rigorously defined as growth in
employment and revenue above a median level of comparable firms, the
nAch is likely to be an independent predictor of future performance for
entrepreneurial firms.

The importance of psychological difference measures as potential
determinants of performance is supported by Gartner (1985) who stated
that nAch and LOC "... may have some validity in differentiating among

types of entrepreneurs."

Locus of Control (LOC)

Prior research indicates a significant relationship between a
general manager’s LOC and firm performance (Govindarajan, 1988; Miller &
Toulouse, 1986; Miller, Kets de Vries & Toulouse, 1982; Sineath & Hand,
1987). Internals (those who score low on Rotter’s original scale) are
more alert to information about the environment and place great value on
achievement. Externals (those who score high on Rotter’s original
scale) are more complacent, do less environmental scanning and do not
exhibit strong achievement motives (Shackleton & Fletcher, 1984).

1t has been shown that top executives’ LOC is significantly related
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to innovation in production and service methods, risk-taking, and
proactiveness in small firms (Miller, Kets de Vries & Toulouse, 1982).
For the top executives, innovation correlated -.47 (p<.05) with LOC;
risk-taking correlated -.69 (p<.01) and proactiveness correlated -.72
(p<.01). These traits are important to success in strategic implemen-
tation in many small firms that face uncertainty and are necessarily
"locked in" to a generic focus strategy (Porter, 1980).

In addition to being linked to the actions that are important for
achieving success, LOC has been shown to be significantly correlated
with actual firm performance. In a study of ninety-seven small firms,
CEO’s LOC was significantly correlated with a variety of performance
measures. For firms operating in a dynamic environment, CEQ’s with an
internal LOC generated substantially better firm performance in relative
profitability and relative sales growth than firms operating in a
non-dynamic environment. For firms in a dynamic environment, LOC
correlated -0.39 (p<.05) with relative profitability and -0.49 (p<.01)
with relative sales growth (Miller & Toulouse, 1986). Conflicting and
non-significant results were found for firms operating in non-dynamic
environments. Student teams operating businesses in a simulation
exhibit similar findings. Regardless of scope (large or small share
strategy), those teams with an internal LOC consistently outperformed
teams with an external LOC (Sineath & Hand, 1987).

CEO’s LOC may be an important competitive weapon in some environ-
ments and with some strategies. Miller and Toulouse (1986) found that
an internal LOC was related to success for firms operating in dynamic
environments. In a survey of 145 SBU general managers Govindarajan

(1988) found that an internal LOC was significantly correlated with high
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firm performance. The above research on nAch and LOC suggests that some
factors of the entrepreneur’s personality are related to firm success.

The following hypotheses are proposed.

H1: Entrepreneur’s n Ach is positively correlated with firm
performance.
H2: Entrepreneur’s LOC is negatively correlated with firm per-

formance when LOC is measured so that an internal orienta-
tion results in a low score.

Background Characteristics

Background characteristics - such as age, level of education, job
skills and experience with similar firms have long been used by discern-
ing personnel managers to screen job applicants. Knowledge, skills and
ability are powerful predictors of later performance for managerial,
clerical, operative and administrative jobs (Child, 1972). Therefore,
the background characteristics of entrepreneurs should significantly

impact the performance of firms that they found.

Age and Education

Small, new firms have a high mortality rate (Birley, 1986). Hoad
and Rosko (1964) found a 43 per cent failure rate within three years in
Michigan and Birch (1979) showed that 32 per cent of firms which go out
of business are between zero and four years of age. Inadegquate resourc-
es (a paucity of organizational slack), serious errors of judgement and
inadequate education have been identified as reasons for small business
failures (Hay & Ross, 1989; Vesper, 1990). As a result of life experi-
ences and education, one builds a knowledge base that facilitates

decision making at greater levels of abstraction and complexity.
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Experiences in business tend to contribute to a store of knowledge which
can be called upon to address current problems. There is some face
validity in the notion that experienced, well-educated individuals
should exhibit better performance than inexperienced, poorly-educated
individuals in starting and running a new business.

Numerous studies (Birley & Norburn, 1987; Hisrich & Brush, 1984:
Hoad & Rosko, 1964; Neiswander & Dollinger, 1986) have demonstrated that
education and age at which entrepreneurs found their firms are related
to performance of the firm. Venture capitalists are reported to use age
and education as screening devices in deciding when to fund a venture
(Sandberg, 1984; Vesper, 1990).

One of the components of entrepreneurial background - education -
has undergone a shift in focus as one compares early research results to
later studies. Early researchers (Collins & Moore, 1970) found that
successful entrepreneurs had roughly the same level of formal education
as the population as a whole and far less than business managers of the
time. More recently researchers (Birley & Norburn, 1987; Cooper, Woo &
Dunkelberg, 1989; Hisrich & Brush, 1984; Neiswander & Dollinger, 1986)
have found just the opposite. Successful entrepreneurs have more
education than the population as a whole. This potentially troublesome
paradigm shift may well be the result of changes in industry rather than
changes in the essential issues involved in successful entrepreneurship.
Modern industry is "information-based" (Tofler, 1980) and requires a
"systems perspective" (Simon, 1965). The demands placed upon entrepre-
neurs attempting to cope with rapid change in technology and markets may
well require more years of formal education than was required for

success forty years ago.
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In a classic study of 150 entrepreneurs in light manufacturing,
some of whom started their firms as early as the 1940s, Collins and
Moore (1970) found that level of education for the entrepreneurs in
their study was less than business leaders in non-entrepreneurial firms
and only slightly better than the population as a whole. In this study
which emphasized psychological assessment and sociological field
studies, entrepreneurs were found to be primarily of lower socio-econo-
mic background; blocked from promotion in "normal" organizations at some
point in their careers, resistant to many forms of authority and
well-trained or heavily experienced in a skilled trade or functional
specialty. The researchers expressed the opinion (as an explanation of
the rather limited formal education of many of the entrepreneurs) that
higher education was inadequate to the task of training successful
entrepreneurs.

Others have found that the entrepreneur’s combination of formal
education and managerial experience is related to firm performance for
new, small firms. Hoad & Rosko (1964) studied ninety-five new manufac-
turing firms in Michigan over a three year time period beginning in
1960. At the end of three years (1963) thirty seven firms were classi-
fied as successful, thirty-three had failed and the remaining twenty
were classified as marginally successful or dormant. Although the
research was primarily descriptive, managerial experience and years of
formal education {for the owner/managers) seemed to be important
predictors of success. Thirty-seven percent of the well-educated but
inexperienced managers succeeded. Thirty-three percent of the
experienced but not well-educated managers succeeded. Sixty-nine

percent of the well-educated and experienced managers succeeded. Since
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the acquisition of managerial experience is, in part, related to the
work experiences and amount of time spent working in various roles, it
is reasonable to suppose that relatively older individuals would have
better success starting and running new firms than younger individuals.

Recent research (Birley & Norburn, 1987; Cooper & Dunkelberg, 1987;
Dunkelberg, Cooper, Woo & Dennis, 1987; Hay & Ross, 1989; Hisrich &
Brush, 1984; Neiswander & Dollinger, 1986) suggests that successful
entrepreneurs are older than the median United States population and
have more formal education. The median age of the United States
population has increased from 29.4 years in 1940 to 32.1 years in 1987
{Bureau of the Census, 1989). In 1940, the median school years com-
pleted by all persons over twenty five years of age was 8.6. By 1987
that number had increased to 12.7. However, even in 1987 among white
males over the age of twenty five {the group most likely to start new
businesses)}, only 37.7 % had some college while 62.3% had twelve or
fewer years of formal education (U.S. Bureau of the Census, 1989).

Birley and Norburn (1987) compared educational background and

previous experience for a sample of Venture Magazine’s" Fast Track 100"

with Fortune 500 managers and a sample of Dun and Bradstreet managers

from five different industries. The "Fast Track 100" are considered to
be extraordinarily successful entrepreneurs. Their formal education was
greater than businessmen in either of the other two groups. They were,
on average, 37.7 years of age when they founded their firms. In an
exploratory study of manufacturing entrepreneurs in the southwest, Box
and Box, (1990) found that very successful entrepreneurs were older
(40.7 years at founding) and better educated (15 years of formal

education) than less-successful entrepreneurs. In a mail survey of 890
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founders of small businesses, Cooper and Dunkleberg (1987) found that
sixty~six percent of the sample had more than a high school education.
In a longitudinal study of 1178 small firms, Dunkleberg, Cooper, Woo and
Dennis (1987) found that sixty-four percent of the founders had more
than twelve years of formal education.

On a national basis, the years of formal education completed by all
persons twenty five years old and over has been increasing for the last
thirty years. In 1960, the median years completed was 10.6; in 1970,
12.1; and in 1980, 12.5 (Bureau of the Census, 1987).

Hay and Ross (1989) conducted a three-year, longitudinal study of
non-urban, Small Business Development Center start-up clients and found
that amount of formal education distinguished between successful and
unsuccessful firms. Hisrich and Brush (1984) found that the majority of
female entrepreneurs were between thirty-five and forty-five years of
age when they founded their firm. Fifty-five percent of the sample had
more than twelve years of formal education - a far higher percentage
than the population in general. 1In a study of sixty-two successful
entrepreneurs in northeast Ohio, Neiswander and Dollinger (1986) found
that successful manufacturing entrepreneurs had an average of fourteen
years of business experience, most commonly in general management rather
than a technical field. Founders of manufacturing firms were, on
average, thirty-seven years old when they founded their businesses and
seventy-four percent had at least a baccalaureate degree.

The above research suggests that years of formal education and age
at founding are positively related to performance in entrepreneurial

firms. The following hypotheses are proposed:
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H3: Entrepreneur’s years of formal education
is positively correlated with firm performance.

H4: Entrepreneur’s age at founding is positively correlated with
firm performance.

Functional Experience

Functional experience is defined as the number of years that an
individual has worked in a specific business function such as marketing,
engineering, production, etc. It is likely that the functional experi-
ence of an entrepreneur has some impact on the strategic choices made by
the entrepreneur as a new business is being started (Hambrick & Mason,
1984). In many new ventures the entrepreneur is the only decision-maker
in the firm for some period of time, hence it is likely that functional
experience of the entrepreneur will contribute substantially to the
strategic orientation of the firm.

Research in the large firm area {Gupta & Govindarajan, 1984; Hitt &
Ireland, 1985; Hitt & Ireland, 1986; Hitt, Ireland & Palia, 1982; Hitt,
Ireland & Stadter, 1982; Snow & Hrebiniak, 1980) suggests that func-
tional experience and distinctive competencies are related to firm
performance through a variety of mechanisms. Gupta and Govindarajan
(1984) found that for firms employing a "build" strategy, that is, those
attempting to grow by taking market share from their competitors,
functional experience in marketing and sales was related to greater
effectiveness in strategy implementation.

Generalizing from large firm results to entrepreneurial (small,
new) firms might be questionable except for the fact that there is no
clear dichotomy between large and small firms. Even the Small Business

Administration uses a variety of definitions for "small business" -
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ranging from twenty to 500 employees, depending on the purpose for the
small business definition. Some previous small firm research, for
instance Miller and Toulouse (1986), with a mean employment size of 384,
included firms that certainly approach "large" in some definitions. In
that this research is intended to be exploratory, it is not felt that
testing results that have been found in large firm research will
jeopardize the expected end result of attempting to build toward a
theory of small firm performance.

In a series of studies conducted in the 1980s, Hitt and colleagues
(Hitt & Ireland, 1985; Hitt & Ireland, 1986; Hitt, Ireland & Palia,
1982; Hitt, Ireland & Stadter, 1982) found that functional experience
and distinctive competencies were related to strategy and firm
performance. The studies collected data from samples of industrial
firms in the Fortune 1000 and entailed the consistent use of a taxonomy
of functional backgrounds which facilitates comparisons made between the
studies. Hitt, Ireland and Palia (1982) found that for firms pursuing
an internal growth policy (the kind of growth policy one would expect to
see in an entrepreneurial manufacturing firm), general administrative
experience (GENA) was more consistently related to high performance than
any other functional background. For manufacturing firms following an
internal growth policy, the production (PROD) function was more impor-
tant (Hitt, Ireland & Stadter, 1982).

It seems reasonable to infer that substantial functional experience
by the entrepreneur would be positively related to distinctive
competence in the specific area of experience. Distinctive competence
has been shown to be related to firm performance when moderated by

industry type and grand strategy employed (Hitt & Ireland, 1985; Hitt &
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Ireland, 1986).

Based on empirical observation, Miles and Snow (1978) defined a
taxonomy of strategic orientations of four different industries.
Prospectors, in the Miles and Snow taxonomy, are those firms that
proactively search for new product/market opportunities and are quick to
change in the face of competition. It is reasonable to assume that
Prospectors need functional expertise in the area of marketing and sales
and are probably engaged in relatively frequent environmental scanning
for the purpose of identifying new product/market opportunities.
Prospectors have been found to have distinqtive competence in areas like
general management, product research and development, marketing research
and basic engineering (Snow & Hrebiniak, 1980). These results suggest
that entrepreneurial firms operating in a dynamic environment would
enhance the probability of success if the entrepreneur had significant
experience in various aspects of marketing and production.

A few studies in the small business/entrepreneurial literature
suggest that there is a relationship between functional background of
the entrepreneur and firm performance. It has been shown that small,
successful metal-working plants in Ohio were founded by executives with
a good awareness of customer needs, market potential and an appreciation
for the service element of the marketing mix (Morrison, 1973). Although
the specific functional backgrounds of the executives was not reported,
they seemed to fit the description of Prospectors in the Miles and Snow
(1978) hierarchy and this suggests specific experience in the marketing
function. It has also been shown that manufacturing executives in
northeast Ohio, who founded successful firms, were likely to have had

substantial experience in general management as opposed to the technical
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fields (Neiswander & Dollinger, 1986). Steiner and Solem (1988) found
that the ability to adjust product mix and to change production tech-
nology were attributes of successful manufacturing entrepreneurs in
northern Wisconsin. A study of forty-six small businesses indicates
that an emphasis on product guality and service relates to firm success
(Steiner, 1988). Both of these studies suggest that a background in
production and marketing may be related to success in new manufacturing
firms. Hoad and Rosko (1963) examined entrepreneurial manufacturing
firms in Michigan and found a positive relationship between marketing
capabilities and firm success. Collins and Moore (1970) suggest that
strong customer orientation (emphasis on certain aspects of marketing)
and distinctive competence in technical areas (production) were associ-
ated with success in a study of entrepreneurs engaged in light manu-
facturing.

Based on Vesper’s {(1980) framework of key ingredients required for
a successful start-up, Gartner (1984) enumerated the entrepreneur’s most
difficult problems. Marketing/Selling was the most serious problem for
thirty-seven percent of the firms. Financial Management was the most
difficult problem for twenty-eight percent of the firms and General
Management, Design-Development and Production were each the major
problem for ten percent of the firms.

Slevin and Covin (1987) found that there were significant differ-
ences between the strategies employed by entrepreneurs in high versus
low tech industries. Perhaps reflecting the marketing sophistication of
the high tech entrepreneurs, those firms "tend to attack the environ-
ment, adopt a proactive, aggressive, innovative, focused and future-

oriented strategic posture." The low tech firms were found to be more
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mechanistic, structured and standardized. Slevin and Covin’s high tech
entrepreneurs exemplify the Miles and Snow (1978) Prospector category.

The above research generally supports the notion that functional
experience in marketing, production and general management is related to

performance for entrepreneurial firms and the following hypotheses are

proposed.
H5: Years of general management experience prior to start-up
will be positively correlated with firm perfermance.
H6: Years of marketing/selling experience prior to start-up will
be positively correlated with firm performance.
HT7: Years of production/service experience prior to start-up

will be positively correlated with firm performance.

Entreprenecurial Experience

Prior experience as an entrepreneur should contribute to the
success of small, new businesses. However, very few studies have
examined the important question, "Do entrepreneurs who have experience
in previous entrepreneurial ventures achieve better performance that
those who are engaged in their first entrepreneurial venture?" Because
the special problems of fledgling businesses can be different than the
type of problems experienced by managers in large, established business-
es, entrepreneurial experience may be critical to performance for new
manufacturing firms. In an established business, systems and procedures
have usually developed over the years to facilitate decision-making in
myriad of operating situations. On the other hand, new businesses must
develop needed systems and procedures while, at the same time, coping
with the demands of the marketplace. It is reasonable to assume that

specific entrepreneurial experience would contribute greatly to the
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performance characteristics of new businesses. Business people,
generally, attach considerable importance to relevant experience in both
hiring and promotional decisions. Venture capitalists use previous
entrepreneurial experience as a criteria in the funding decisions for
new ventures. Finally, conventional thinking for years has held to the
idea that, "Experience is a good teacher™. All of the preceding lends
face validity to the idea that prior entrepreneurial experience may have
some positive impact on the relative success of small, new manufacturing
firms.

Only two prior research studies have directly addressed the impor-
tance of prior entrepreneurial experience (Lamont, 1972; Ronstadt,
1988). 1In an examination of high-tech start-ups, it was shown that
second generation entrepreneurs differed appreciably from first-
generation founders in that they were able to employ larger initial
capitalization, were much further "down the road" in terms of product
development and had larger first-year profit levels. Experienced
(second-generation) entrepreneurs also understood the importance of
functional experience in that they employed more knowledgeable help in
functional areas outside their own background area (Lamont, 1972).
Although no statistical tests were reported by the author, in the Lamont
study, data is available in the paper to construct a simple Chi-square
test for independence on first-year sales performance (split at
$100,000) and shows significant results with a test statistic of 10.971
{p<.01).

Evidence exists that some entrepreneurs found a series of companies
rather than focussing on just one company. Obvious examples of this

phenomenon would be Steve Jobs-one of the original founders of Apple
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Computing and later the founder of Next, Inc and Ray Kroc - the founder
of a series of new ventures including McDonald’s. Ronstadt (1988)
describes the multiple-firm start-up scenario as the "Corridor Prin-
ciple". The Corridor Principle explains the motivation to found
multiple start-ups as deriving from the special opportunities that
present themselves to entrepreneurs after they have actually founded one
new firm. The special opportunities available to multiple firm founders
are, presumably, neither obvious nor available to those who have not
previously founded a new firm. Utilizing data from the National
Entrepreneurship Study, which included 1,537 independent practicing
entrepreneurs and ex-entrepreneurs, Ronstadt (1988) found that longer,
more successful, entrepreneurial careers are a function of earlier
career starts and involvement in multiple ventures. The above studies
suggest that experience as an entrepreneur may be positively correlated
with firm performance. The following hypotheses are proposed:

H8: The number of previous entrepreneurial start ups will be
positively correlated with firm performance.

H9: The number of years of entrepreneurial top management expe-
rience will be positively correlated with firm performance.

Environmental Scanning Activities

Environmental scanning is the collection, analysis and dissemi-
nation of information about the environment and is one of the principal
inputs to the process of strategy formulation (Certo & Peter, 1988).
Although research is somewhat limited, it is clear that environmental
scanning can have substantial impact on firm performance. Daft,
Sormunen, and Park (1988) state, "the environment, perhaps more than any

other factor, affects organizational structure, internal processes and
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managerial decision-making".

Environmental scanning should be particularly important to small
firms operating in dynamic environments. Research has shown that
successful entrepreneurial firms operating in dynamic environments are
likely to be innovative, risk-oriented and organically-structured (Covin
& Slevin, 1989; Miller & Toulouse, 1986). To successfully innovate, a
firm must possess a clear understanding of product/market characteris-
tics, environmental impacts and the likely response of its competitors
to the firm’s tactical and strategic moves. The collection, analysis
and dissemination of information in many entrepreneurial firms would be
a principal responsibility of the entrepreneur (Sexton, 1986). Under a
different label, enviroqmental scanning has been an important tool for
improving organizational effectiveness for a long period of time.
Military philosophers and practitioners of the art of warfare have
recognized the importance of understanding the environment since the
time of Sun Tzu’s "The Art of War" (Wing, 1988). The ancient Greeks,
the samurai, von Clausewitz and many others have consistently emphasized
the same basic theme. Success in combat entails adequate intelligence
for the purpose of making good tactical and strategic decisions.

Environmental scanning is related to Locus of Control. Internals
engage in more environmental scanning than externals (Miller, Kets de
Vries, & Toulouse, 1982). An entrepreneurial strategic orientation
implies an internal Locus of Control; hence, it would be expected that
successful entrepreneurs in small, new, manufacturing firms would engage
in more frequent environmental scanning than less successful entrepre-
neurs.

In addition, the environmental scanning practices of some small
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firms is different than large firms. In the small firms, managers rely
heavily on market information and top management is involved extensively
in environmental scanning (Aguilar, 1967). It has also been shown that
there is a strong relationship between acquisition of power, environmen-
tal scanning practices and strategy. Hambrick (1981) found that
executives who scanned the appropriate sector of the environment as
defined by their strategy had the greatest power in their organizations.
This result seems to generally support the observation of Miller, Kets
de Vries and Toulouse (1982) that there is an observable congruence
between elements of CEOQ personality, strategy, structure and environ-
ment.

Environmental scanning has become an integral part of strategy
formulation and implementation in some large firms. In a case study
description of the evolution of environmental scanning at Monsanto,
Stroup (1988) seems to echo the comments of Engledow and Lenz (1985) who
found that environmental scanning units were being absorbed into those
business units most concerned with long range planning and strategy.
Environmental scanning at Monsanto started, prior to 1984, as a separate
department mostly involved with the identification of key issues for the
consideration of top management. In 1984, the function changed to
evaluation and presentation of strategic planning premises for the
strategy planning effort at the corporate level. In 1986, the function
was introduced to divisional management and at this point environmental
scanning at Monsanto became a key element in business level strategic
planning.

Two research studies have recently demonstrated the importance of

environmental scanning in small to medium-sized manufacturing firms.
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Daft, Sormunen and Park (1988) examined the scanning practices of CEOs
in fifty Texas manufacturing firms to determine the frequency of
scanning and the sectors of the environment being scanned. Successful
CEOs scanned elements of both the task and remote environment. The
greatest uncertainty (in the environment) was found in the customer,
economic and competitor sectors. The principal finding of this research
was that CEOs of high-performing companies scanned the environment more
broadly (scanned a greater number of sectors) and scanned with greater
frequency than CEOs of low-performing companies. Khan and Manopi-
chetwattana (1989) demonstrated that innovative, small manufacturing
firms - those that would cluster near the "entrepreneurial" end of the
strategic posture continuum - employ significantly more environmental
scanning than the non- innovative (and less successful) firms.

Based on the research above, the following hypothesis is
proposed:

H10: Scanning intensity is positively related to

firm performance.

Research Questions

In addition to the hypotheses suggested by prior research in the
area of new manufacturing firm performance, three research questions
regarding firm performance will also be explored that relate to the

performance of new manufacturing firms.

Industry Experience

Evidence previously cited (Gupta & Govindarajan, 1984; Steiner &

Solem, 1988; Ronstadt, 1988) suggests that such things as specific
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functional experience and entrepreneurial experience in general may have
an influence on the performance of new manufacturing firms. However,
one aspect of experience - industry-specific experience - has not been
empirically examined to determine its effect on entrepreneurial manufac-
turing firms.

There is some face validity to the idea that an entrepreneur
starting a new manufacturing firm in a specific industry would benefit,
in terms of firm performance, by having had prior experience in that
industry. This notion is supported by the fact that venture capitalists
routinely use industry-specific experience as a screening dev<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>