Chapter 2

Debates in Entrepreneurship: Opportunity
Formation and Implications for the Field
of Entrepreneurship

Sharon A. Alvarez, Jay B. Barney, and Susan L. Young

The field of entrepreneurship has struggled since the 1970s to define itself as a
field and gain legitimacy as a valid academic area of research (Cooper, 2003).
Much of the work in entrepreneurship was either theoretical or used the phenom-
ena as a context in which to observe other theories (Alvarez & Barney, 2008). This
led to a “land grab” mentality—almost a rapaciousness—regarding entrepreneur-
ship research among many of the established disciplines—economics, sociology,
organization behavior, strategy, organization theory—Ilooking for something new to
study.

However, during this time there were scholars devoted to entrepreneurship as
a core research field. This focused research has led to a unique defining question
for the field of entrepreneurship: where do opportunities come from (Aldrich &
Fiol, 1994; Aldrich & Kenworthy, 1999; Aldrich & Ruef, 2006; Alvarez & Barney,
2005; Alvarez & Barney, 2007; Alvarez & Parker, 2009; Baker & Nelson, 2005;
Casson, 1982; Eckhardt & Ciuchta, 2008; Gartner, 1985; Gloria-Palermo, 1999;
McMullen & Shepherd, 2006; Sarasvathy, 2001; Sarasvathy et al., 2003; Shane,
2003; Shane & Eckhardt, 2003; Shane & Venkataraman, 2000; Venkataraman,
1997)? Moreover, there have been at least three special issues on this topic: one
by Zoltan Acs in the Journal of Small Business Economics and two by Alvarez and
Barney in Strategic Entrepreneurship Journal.

This question of where opportunities come from has generated significant debate
(Alvarez & Barney, 2008). This debate is embedded in a larger philosophy of science
debate about realist and constructionist paradigms that has plagued organizational
science scholars for at least the past four decades (Moldoveanu & Baum, 2002).
Moreover, it is at the core of the debate between discovered realist opportunities
and created evolutionary realist opportunities (McMullen & Shepherd, 2006).

On the one hand, realists assume that reality has an objective existence
independent of individual perceptions (Popper, 1979). On the other hand,
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constructionists argue that reality is a social product based on the social interactions
of individuals and does not have an existence independent of individual perception
(Berger & Luckmann, 1967; Kuhn, 1970; Weick, 1979). Recently, scholars have
begun to identify ways that apparent conflicts between realists and constructionists
can be resolved. One such way is the evolutionary realist approach, which assumes
that reality is as individuals perceive it but that it is tested against an objective and
external, albeit potentially unobservable, reality which is a reliable guide to action
(Azevedo, 2002). For example, Campbell (1974) argues that there is a reality that
is independent of an individual’s perception and that this reality plays a part in the
selection and editing of individual’s beliefs and perceptions.

Perhaps not surprisingly, up to this point in the evolution of the field
of entrepreneurship the realist perspective of how opportunities are formed
and exploited has dominated, while the constructionist and evolutionary realist
approaches have received much less attention (Venkataraman, 2003). This is not
to say that constructionist (Gartner, 1985) or evolutionary realist (Aldrich &
Kenworthy, 1999; Aldrich & Ruef, 2006; Baker & Nelson, 2005) work has not been
done in the field of entrepreneurship. However, realist views of entrepreneurship—
labeled as either the individual/opportunity nexus approach or discovery—have
to this point been more systematically developed as approaches to opportunity
formation (Shane, 2003).

The purpose of this chapter is to articulate and explicitly describe the assump-
tions of a realist perspective of opportunity formation, a constructionist perspective
of opportunity formation, and an evolutionary realist perspective that includes some
elements of realist perspectives and some elements of constructionist perspectives
into the discussion of the formation of entrepreneurial opportunities. In doing so this
chapter suggests that realist views and constructionist views are incomplete without
the evolutionary realist perspective. Without fully articulating the evolutionary real-
ist perspective, the analytical richness and promise of the integration of both realist
and constructionist views cannot be reaped (Azevedo, 1997).

The rest of this chapter is organized as follows. The next section gives a brief
summary of the realist, constructionist, and evolutionary realist perspectives, and
how these perspectives manifest themselves in the entrepreneurship literature. The
chapter then goes on to extend this logic into the organization emergence process.

Epistemological Traditions

A Realist Approach to Opportunity Formation

The realist perspective has its roots in classic positivism and dates back to August
Comte (Blanchard, 1855) and Ernst Mach’s (Kockelmans, 1968) views that any the-
ory not based on observable fact is meaningless. Moreover, Comte claimed, that the
goal of science is prediction based only on observable terms. Unobservable objects,
processes, and events in current realist views are ascribed the same properties
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as the observable. In this view the unobservable exists objectively and mind-
independently. There is a real world existing independent of our attempts to know
it; that we humans can have knowledge of that world; and that the validity of our
knowledge-claims is, at least in part, determined by the way the world is (Azevedo,
1997). Theory in this view either correctly or incorrectly describes the unobservable
and it can be tested as either true or false. In other words, realists know the “truth”
about genuinely existing unobservable entities. For realists, the objects of scientific
knowledge are phenomena and take the form of general laws that must be testable
by experience and show logical links between specific phenomena and these laws.

This realist tradition is manifest, in the entrepreneurship literature, in a set
of ideas that has come to be known as discovery opportunities or the indi-
vidual/opportunity nexus approach. This approach builds on the work of the
“Austrian” economists (Hayek, 1945; Kirzner, 1973; Von Mises, 1949). The
Austrian economists differed from the more traditional neoclassical economists by
assuming markets with imperfect information (Kirzner, 1989; Von Mises, 1949).
The notion of opportunity! in Hayek’s work is price discrepancies, perceived by
agents with particular subjective localized knowledge of the market and thus allow-
ing for arbitrage. While there is no specific role for the entrepreneur in his vision of
the market process, Hayek laid the groundwork for the discussion of the opportunity
concept (Buenstorf, 2007). The role of the entrepreneur becomes more established
in Kirzner (1973, 1989), who extended von Mises’” work on asymmetric beliefs (Von
Mises, 1949). Opportunities in this regard stem from imperfect knowledge, subject
to the particular knowledge of time, and place possessed by the entrepreneur. In this
view, opportunities are there for the taking, but only for those who possess the qual-
ities necessary both to discover and exploit them (Shane & Eckhardt, 2003). Thus,
entrepreneurs are considered as possessing an accurate view of “reality” as opposed
to non-entrepreneurs (McMullen & Shepherd, 2006).

Indeed, the central assumption of this discovery approach suggests that unob-
servable opportunities exist objectively and independent of individual perception
and by implication that these opportunities can only be seen, and thus “discovered,”
by special alert individuals (Kirzner, 1973, 10). Discovery opportunities are treated
as if they are clearly definable and identifiable objects. Even if it is acknowledged
that there are many aspects and stages to the formation of the opportunity, oppor-
tunities are nonetheless represented as if they have material properties and defined
parameters that exist independent of the perceptions of individuals. Moreover, the
recognition of these opportunities by an individual is viewed as an event. These
opportunities exist in an already existing reality and alert individuals are often
familiar with the norms and laws or “truth” of this reality.

Opportunities in this view arise from competitive imperfections in markets due
to changes in technology, consumer preferences, or some other attributes of the
context within which an industry or market exists (Kirzner, 1973, 10). The task of
the individual is to become “alert” to the existence of these opportunities and to

! An opportunity is defined in this chapter as a market imperfection.
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“claim” those that hold the greatest potential (Casson, 1982; Shane, 2003). In this
view, entrepreneurial opportunities are like lost luggage in a train station; they exist,
just waiting to be claimed by alert individuals who know of their existence.

The discovery and exploitation of opportunities often requires individuals to
have ex-ante knowledge of the opportunity (Shane, 2000). Consistent with the real-
ist perspective knowledge in this view is highly informative, reliable, and useful.
Opportunities are phenomena subject to invariable laws of nature and the task of the
individual entrepreneur is to discover these laws. Individuals in this view already
possess information and knowledge from previous experience in an industry or mar-
ket, or they may collect it as they begin to search for possible opportunities in a
recently changed market or industry (Casson, 1982). Alert (or just lucky (Barney,
1986)) individuals may even discover opportunities without engaging in a system-
atic search. Indeed as stated by Kirzner (1973) an alert individual may actually find
a $10 bill on the ground waiting to be picked-up.

The realist perspective of opportunity formation in this view attempts to answer
the question: what is an entrepreneur? This perspective asserts that individuals who
are entrepreneurs and those that are non-entrepreneurs must differ is some important
ways. Without these differences, anyone in an economy could become aware of and
then exploit an opportunity. However, if entrepreneurs and non-entrepreneurs differ,
then not everyone in an economy will know about particular opportunities, and even
if they do, not everyone will be predisposed to exploit them.

Several possible differences between entrepreneurs and non-entrepreneurs have
been examined (Kirzner, 1973; Shane, 2003). Most of these differences lead
to the development of information asymmetries between entrepreneurs and non-
entrepreneurs (Shane, 2000). Kirzner (1973, 67) summarizes the differences
between entrepreneurs and non-entrepreneurs by simply asserting that entrepreneurs
are more “alert” to the existence of opportunities than non-entrepreneurs.

The basic ontological position of the realist discovery view of opportunities is
that these opportunities exist independent of individual’s knowledge of them, and
that this knowledge can be acquired. However, the limitation of this view is that it
holds the nature of the world, and specifically the opportunity in this case, subject
to empirical investigation. It is therefore committed to an ontological unity in that
it does not recognize ontologies that are closed to empirical investigation. Thus, in
principle, opportunities in this view can be “tested” for validity before an individual
entrepreneur provides agency to the opportunity. This perspective of opportunities
assumes a “God’s eye” view of opportunities as reality.

A Constructionist Approach to Opportunity Formation

A constructionist perspective is rooted in the work of Berger and Luckmann (1966).
The social action, institutions, and conditions that are presented as objective phe-
nomena in a realist perspective are instead constructed through the interactions and
interpretations of people in a constructionist perspective. The primary difference
then between realists and constructionists is that realists explain observable and
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non-observable phenomena as if observable, and constructionists explain non-
observable subject matter through interpretive understanding of particular actions
(Azevedo, 2002).

These essential insights from a constructionist approach have also manifested in
the field of entrepreneurship trying to understand how opportunities are formed and
exploited. A constructionist approach to opportunity formation can be seen in effec-
tuation logic (Sarasvathy, 2001) and bricolage (Baker & Nelson, 2005). The central
assumption in this view about opportunity formation would suggest that individ-
uals interpret a phenomenon, raw data, or resources and give it a meaning that is
different from other’s interpretation. In a constructionist approach of opportunity
formation individuals create realities and then mold their actions to these realities
(Katz & Gartner, 1988). In this approach the individual decides what opportunity
to create and then uses available resources to accomplish this task. Resources in
this view might not be used in traditional ways but may be put to use in novel ser-
vice (Penrose, 1959). In this way the entrepreneur “designs the future” based on
the environment and the resources available to the entrepreneur (Baker & Nelson,
2005).

In a constructionist view any resources—information and knowledge—are sub-
ject to interpretation. Entrepreneurs in this view start “where they are and with
what they have” and interpret their idiosyncratic relationship with their resources
(Baker & Nelson, 2005; Mahoney & Michael, 2005; Penrose, 1959). The infor-
mation then available to an entrepreneur in a constructionist view would be their
interpretation of their environment and resources and their unique interpretation of
what can be accomplished within their environment and with their resources.

The constructionist approach does not predict how opportunities are selected,
revised, or whether or not they are valid outside of the individual’s reality. This view
suggests that perceptual and cognitive mechanisms are generally reliable within the
range of the environmental interactions that produced them. This is not to say that
what the entrepreneur envisions is a mirror of reality. Instead the entrepreneur’s goal
is to construct, deconstruct, and reconstruct an existing reality so as to form a new
reality and thus opportunity.

Through their actions individuals create a self-fulfilling prophecy, a prediction
that is a result of having been made, causes the expected or predicted event to occur
and thus confirms its own accuracy (Ford, 1999). Since an essential element of the
self-fulfilling effect is an unshakable conviction that everything that has a name
actually exists, any time we name something we create an opportunity for a self-
fulfilling prophecy (Ford, 1999; Watzlawick, 1984).

Just as the realist perspective of opportunity formation informs the nature of
what is an entrepreneur, the constructionist perspective informs the nature of an
entrepreneur. Entrepreneurs in this view perceive an opportunity that was not
perceived by others thus implying that entrepreneurs must be different than non-
entrepreneurs since they perceive and assign meaning to conditions and phenomena
differently than non-entrepreneurs (Ford, 1999). In this view the formation of
an opportunity and the entrepreneur cannot be separated since it is the differ-
ences in the perceptual, cognitive beliefs, and interpretations of entrepreneurs that
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construct these opportunities. Moreover, the notion of self-fulfilling prophecy is a
strong assumption suggesting that the over-confidence bias plays a significant role
(Busenitz & Barney, 1997). In this view entrepreneur’s biases are reinforced and
may be strengthened as their convictions become accurate.

While the constructionist approach to opportunity formation, knowledge is rel-
ative and opportunities exist in the perceptions of individuals, may be appealing,
but the constructionist approach also has limitations. Knowledge and opportuni-
ties in this view are relative; the problem is that when everything is relative, logical
coherence is renounced (Azevedo, 2002). This is a problem since individuals in con-
structionists’ views are participating in a dialogue that pre-supposes a commitment
to a minimal logic; i.e., a current market exists, but is then redefined by the enact-
ment of the new opportunity as the opportunity is tested against this existing market
through human action. Thus, constructionists have moved to a view of knowledge
as the outcomes of functionally oriented behavior and in doing so have ended up
with a view of knowledge that resembles Campbell’s evolutionary realist approach
(Moldoveanu & Baum, 2002).

The next section combines realist perspectives with constructionist perspectives
in what has become known as an evolutionary realist approach (Campbell, 1960).

An Evolutionary Realist Approach to Opportunity Formation

The realist and constructionist perspectives both have their strengths; however, the
problem is that the two appear to have irreconcilably conflicting assumptions about
the nature of the social world (Moldoveanu & Baum, 2002). These differences lead
to a fragmented perspective, which in turn leads to a general lack of consistency
and coherence. What scholars such as Azevedo (1997, 2002), McKelvey (1999),
Campbell (1974) have suggested is a perspective that maintains the strengths of both
the realist and constructionist perspective and at the same time avoids the problems
of fragmentation (Azevedo, 1997). They note that such a perspective might be an
evolutionary realist perspective, a perspective that does not deny a constructionist
perspective of knowledge as well as an objective external reality that serves as an
ultimate criteria (McKelvey, 1999).

Campbell (1974) built on the strengths of realist and constructionist approaches
by arguing that there is a reality independent of the individual and this reality
imposes constraints on the individual’s actions. In this approach, knowledge may
be constructed by individuals but it is validated through social cross-validation. In
Campbell’s evolutionary approach individuals begin to act through blind variation,
then through a trial and error approach these actions are then selected for or against
based on the environment or culture which embodies the variation. Campbell con-
tends that the blind-variation and selection-retention process are fundamental to all
inductive achievement, to all genuine increases in knowledge, and to all increases
in fit of a system to its environment (Aldrich & Kenworthy, 1999).
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It is the action component that differentiates the constructionist approach from
the evolutionary realist approach to opportunity formation. A pure construction-
ist approach does not require action, per se, but the evolutionary realist approach
requires not only the social construction of the action, but also the action itself, as
well as selection for or against the action by the market. 2

Campbell’s evolutionary approach has been extended to organization science
primarily by McKelvey (1997) and to entrepreneurship specifically by Aldrich
and Kenworthy (1999) and Aldrich and Ruef (2006). Recently, this evolutionary
realist approach in entrepreneurship of opportunity formation has been labeled cre-
ation opportunities by Venkataraman (2003). Creation theory is a logical theoretical
alternative to discovery theory for clarifying the actions that entrepreneurs take
to form and exploit opportunities (Aldrich & Kenworthy, 1999; Aldrich & Ruef,
2006; Gartner, 1985; Venkataraman, 2003). Aspects of creation theory have been
described by a variety of authors (Aldrich & Kenworthy, 1999; Alvarez & Barney,
2005; Baker & Nelson, 2005; Gartner, 1985; Langlois & Cosgel, 1993; Loasby,
2002; Sarasvathy, 2001; Schumpeter, 1934) and Alvarez and Barney (2007) in par-
ticular delineate the differences between the discovery and creation theories of
opportunity.

The roots of creation theory can also be seen in the work of Joseph Schumpeter.
Schumpeter does not explicitly promote the concept of opportunity; he instead
espouses the notion of innovation, where the entrepreneur creates new combinations
of resources, which results in a new product and brings it to market (Schumpeter,
1934). This act of creating a new combination can be interpreted as the creation
of an entrepreneurial opportunity (Buenstorf, 2007). As Buenstorf further explains:
“If interpreted in this way, Schumpeter’s approach differs from the Hayek-Mises-
Kirzner tradition in that opportunities are not pre-supposed for entrepreneurial
activity to occur, but are created by the innovative entrepreneur” (2007, 325).
Further, in the Kirznerian view, entrepreneurs discover and pursue opportunities
that are reflected within the price system and thus exist within markets, while
Schumpeterian entrepreneurs exploit an opportunity found outside the economic
sphere and bring it to market. In essence, the Schumpeterian entrepreneur “creates”
the opportunity.

The Austrians and evolutionary economists are not the only disciplines con-
cerned with opportunities. In philosophy of science the debate among realists,
constructionists, and evolutionary branches can also be understood as whether or not
opportunities are discovered or created. This next section is an explicit consideration
of the dimensions along which an evolutionary realist approach that incorporates
constructionist and realist philosophical roots can be used to understand opportunity
formation in entrepreneurship.

Incorporating the constructionist perceptive, the first assumption is that oppor-
tunities in this view do not exist independent of individual action. The second

2 Markets are socially constructed entities.
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assumption is that the process of enactment, an entrepreneur’s actions and reac-
tions, will not only form new opportunities, but also will bring about changes in the
individual. However, incorporating a realist perspective, these actions are then tested
against an objective reality for validity. In this case, even though we acknowledge
that markets are socially constructed, the reaction of the market will be viewed as a
check on opportunity validity.

Creation opportunities to produce and sell new products or services do not
exist until entrepreneurs act to create them (Baker & Nelson, 2005; Gartner, 1985;
Sarasvathy, 2001; Weick, 1979). In opportunity creation neither the supply nor
demand exists prior to individual action: instead the individual through their actions
develops both the opportunity and the market (Miller, 2007b). Individuals do not
recognize opportunities first and then act; rather, they act, wait for a response
from their actions—usually from the market—and then they readjust and act
again (Weick, 1979). And in acting, individuals create opportunities that could
not have been known without the series of actions they took. In this sense, the
formation of opportunities is both a path dependent (Arthur, 1989) and emergent
process (Mintzberg & Waters, 1985). In acting and reacting, entrepreneurs enact the
opportunities they ultimately exploit (Weick, 1979).

This enactment process is consistent with evolutionary realist perspectives of
individual action (Aldrich & Ruef, 2006; Campbell, 1960; Weick, 1979). In both
evolutionary realist approaches and in creation opportunity approaches blind vari-
ation can begin a process of action and reaction that leads to the formation
of opportunities. In evolutionary terms, the role of blind variation emphasizes
how social systems can emerge without any self-conscious planning or foresight
for action (Aldrich & Kenworthy, 1999). Blind variations are the raw materi-
als from which selection processes cull those that are most suitable (Aldrich &
Ruef, 2006).

Of course, in creation opportunities, individual actions need not be “completely
blind” they may be the result of an individual’s perception such as in the con-
structionist approach. However, they are likely to be quite myopic. Individuals
may have hypotheses about how a market will react to their efforts, but rarely will
entrepreneurs be able to see “the end from the beginning.” In this view the future
is contingent upon the non-deterministic individual actions and choices. There is no
“end” until the creation process has unfolded, i.e., opportunities cannot be under-
stood until they exist, and they only exist after they are enacted in an iterative process
of action and reaction (Aldrich & Kenworthy, 1999; Berger & Luckmann, 1967,
Weick, 1979).

In this view, individuals do not become aware of new opportunities by re-
combining existing knowledge in new ways. This conception takes the “new combi-
nation” perspective advocated by Schumpeter and extends it. Rather, in this theory,
entrepreneurs create new knowledge about previously non-existent opportunities
by acting, then closely observing the market’s responses to those actions, learn-
ing, and then acting again (Choi, 1993). Failure to learn from these entrepreneurial
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experiments will almost certainly prevent entrepreneurs from ever creating
opportunities, unless they are lucky. More frequently, this enactment process is
characterized by numerous failed experiments, failures that suggest only the next
experiment in a process of unknown duration (Nelson & Winter, 1977). Indeed,
after several iterative actions, evaluations, and reactions, entrepreneurs may even
decide that they misinterpreted the results of previous actions and go back several
sequences and start again, or even abandon the process altogether (Cyert & March,
1963; March & Simon, 1958; Mosakowski, 1997). In general, the more novel the
opportunity that is ultimately created by this process, the more new knowledge and
information the entrepreneur will need to create through this series of experiments
(Galbraith, 1977).

In this enactment process, prior industry or market experience, far from being
a benefit, may actually hinder entrepreneurial learning (March, 1991; Sine et al.,
2005; Weick, 1979). This is because, according to Creation Theory, opportunities
do not necessarily emerge out of competitive imperfections in pre-existing indus-
tries or markets—where prior industry or market experience may actually help
entrepreneurs combine pre-existing knowledge in new ways—but, instead, may
emerge out of the enactment process itself. In Creation Theory, entrepreneurs are
breaking away from established forms and face the challenge of creating new knowl-
edge themselves (Aldrich & Ruef, 2006). Being too closely tied to prior industries
or markets may make it difficult for individuals to recognize the creation of new
industries or markets (Aldrich & Kenworthy, 1999; March, 1991; March & Simon,
1958; Mosakowski, 1997; Simon, 1973).

On the other hand, experience in the enactment process—the process of act-
ing, observing, learning, and acting—can be very valuable. Thus, Creation Theory
suggests that “serial entrepreneurs’—i.e., entrepreneurs with experience in the
opportunity enactment process—need not confine their efforts to exploiting a
series of new opportunities in a single industry or market, but may, instead,
repeat the enactment process in creating what turn out to be very different new
opportunities.

The enactment of entrepreneurial opportunities will often be a messy, non-
linear process. However, if an entrepreneur is able to complete this enactment
process and create an opportunity—and this is far from certain—the knowl-
edge that has been created while this opportunity was being enacted may be
specific to this entrepreneur. It may be tacit, and socially complex, and thus
not likely to rapidly diffuse among potential competitors (Dierickx and Cool,
1989). Thus, even though information about the existence about an enacted
opportunity may become widely known after it has been exploited, knowl-
edge about how to exploit such an enacted opportunity may be less widely
known. In this sense, exploiting enacted opportunities is more likely to be a
source of sustained competitive advantage than exploiting opportunities formed
by competitive imperfections to pre-existing industries or markets (Barney,
1986).
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Opportunity Formation and Organizational Forms

It may seem that the study and interpretation of the ontological status of organiza-
tional forms? is independent from studying the ontological status of opportunities,
as if it is possible to gather the information needed to form an organization inde-
pendently from the knowledge about opportunity formation. What we know about
organization formation may possibly be a function of how we frame the existence of
opportunities as either objective phenomena, constructed phenomena, or phenom-
ena as a result of evolutionary forces. Yet, questions of determinates of variations
of organizational forms have typically not connected to how variation in opportu-
nity type might affect the differences or similarities of organization forms. The next
section explores the relationship between opportunity formation and organizational
form along the dimensions of informational environment and planning and goals
(Scott, 1981) and decision-making processes for accomplishing goals (Aldrich &
Mueller, 1982).

Organizational Forms that Originate from Discovery Opportunities

Stinchcombe (1965) posited that the formation of organizations was culturally
embedded and historically specific, reflecting societal conditions at a particular his-
torical conjecture. This view of organization formation focuses on dynamics within
existing populations, noting that most founding attempts reproduce existing orga-
nizational forms and comprise incremental and perhaps even novel additions to the
organizational landscape (Carroll & Hannan, 2000). These organizations typically
do not create a new landscape. This type of organization would be consistent with
exploiting a discovery opportunity.

Environment and Information

Discovery opportunities generate new organizational forms that are the result
of opportunities that are specific responses to specific environmental conditions.
At founding these new organizations exhibit a tight association in time between
changes in environmental conditions that initiate an opportunity and the innovation
of a new organization that exploits this opportunity (Kimberly, 1975). These new
organizational forms that result from a particular time in history often depend upon
the social technology available at that particular time and take on the characteristics
of the environment that surround their early establishment (Stinchcombe, 1965).
Indeed, the environment in this view may actually constrain the basic structure of

3There are several definitions of the term organizational form; we mean it in its most general sense.
We view the organizational form as a distinct social entity Scott, W.R. 1987. The adolescence of
institutional theory. Administrative Science Quarterly, 32: 493-511.
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the new organizational form (Selznick, 1957). These forms tend to become institu-
tionalized and the basic structure of the form remains relatively stable over a very
long time (Kimberly, 1975; Romanelli, 1991; Stinchcombe, 1965).

In the discovery view established and accepted societal norms and values make
possible the availability of useful information. In this view it is possible for
entrepreneurs to collect information and use personal knowledge and information
gained from experience to search and exploit opportunities (Shane, 2000). In par-
ticular, the information asymmetries that allow “entrepreneurs to see opportunities
that others cannot” are also likely to help entrepreneurs anticipate the effectiveness
of their actions in exploiting these opportunities. Information about an industry or
market may be very helpful in understanding the nature of a new opportunity and
the best ways to exploit it.

In order for entrepreneurs in this view to effectively use the information that
they collect about opportunities they must form organizations that incorporate well-
understood norms and shared values that manifest themselves as knowledge, laws,
and forms of application (Kuhn, 1970). Similar to a well-established research
paradigm, these norms and values would result in well-established and familiar
markets or industries.

Decision-Making Tools

The tools of decision-making used for discovery opportunities are tools that are
appropriate under conditions where current and historical information and knowl-
edge are available and well-accepted in describing and exploiting opportunities
(Casson, 1982; Fiet, 2002; McKelvey, 1997). To collect information in these
settings, entrepreneurs can use government reports, trade association reports, cus-
tomer surveys, focus groups, and direct observation (Christensen et al., 2004;
Timmons, 1999). They can also rely on their own experience in a market or
industry as a source of important information (Johnson, 1986; Shane, 2000; Von
Mises, 1949). To determine if an opportunity is worth pursuing, entrepreneurs
can apply any of a variety of risk-based decision-making tools—including net
present value analysis (Brealey & Myers, 1988), real options analysis (McGrath,
1997), and scenario planning (Schoemaker, 1995)—to the information they have
collected.

Planning and Goals

Planning and goal setting are important in realist contexts and for the exploita-
tion of discovery opportunities (Castrogiovanni, 1996; Delmar & Shane, 2003).
Planning in this setting, helps the entrepreneur integrate information and knowledge
in novel ways to both describe what an opportunity is, and how that opportunity
is to be exploited (Delmar & Shane, 2003; Van de Ven et al., 1989). Once in
place, it will usually not be necessary for entrepreneurs to fundamentally alter the
assumptions of their plans since, in this informational context, there will typically be
enough information to make reasonably accurate predictions about the nature of an
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opportunity and how it can be exploited. Changes in these plans may reflect changes
in competition or market analysis—but the fundamental opportunity should remain
constant.

Organizational Forms that Originate from Constructionist
Opportunities

In a constructionist approach organizational forms do not necessarily reflect soci-
etal conditions or are embedded in current institutions. Instead, in a constructionist
approach new organizational forms reflect the construction, deconstruction, and
reconstruction that result in the new opportunities that the entrepreneur is trying
to exploit. Entrepreneurs in this setting have resources available to them that might
in fact be in use or are embedded in current institutions. However, in this approach
instead of viewing resources as having a set value and use, these entrepreneurs put
resources to service in a heterogeneous and unique variety of ways (Baker & Nelson,
2005; Mahoney & Michael, 2005; Penrose, 1959; Sarasvathy, 2001).

Informational Environment

Constructed opportunities are the responses to different interpretations of the envi-
ronment in which the entrepreneur is currently embedded (Berger & Luckmann,
1967; Romanelli, 1991; Weick, 1979). The organizational form variations that result
from constructed opportunities are directly linked to the entrepreneur’s perceptions
of the opportunities and of their skills in forming the opportunity. Therefore, we
might expect constructed opportunities to generate new organizational forms that
accomplish existing tasks or goals using different resources or resources in a dif-
ferent manner. While at founding these organizations may represent a new way
of accomplishing goals, these new forms are restricted by the limitations of the
entrepreneur’s experience and the information they possess when constructing the
new opportunity (Freeman, 1986).

In populations of established organizations, where the forms and the organi-
zation’s networks and relationships are stable, these organizations will tend not
to exploit new resources that may become available (Romanelli, 1991). These
resources may include technical innovations, changes in society, discovery or deple-
tion of natural resources, etc. (Romanelli, 1991). These changes in resources make
it possible for entrepreneurs to exploit these resources to accomplish goals in dif-
ferent ways from the established organizations. Entrepreneurs in this setting start
where they are in time and space and with the resources they have at hand (Baker &
Nelson, 2005).

There are two important differences between a constructed approach and a realist
discovery approach. The first is that while in discovery opportunities raw data are
understood to mirror and represent an objective reality, in a constructionist approach
raw data are attached meaning and subject to interpretation. The difference between
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the realist and the constructionist thus lies in the interpretation and meaning attached
to the raw data. The second is that the organizational forms that result from a dis-
covery opportunity are likely to mirror the organizations already in the population,
while the constructed opportunities are likely to lead to organizational forms that
differ from those in the population in which they exist.

Decision-Making Tools

To collect information in these constructionist settings, entrepreneurs can use many
of the same resources that are used in a realist discovery perspective, government
reports, trade association reports, customer surveys, focus groups, and direct obser-
vation; they can also rely on their own experience in a market or industry as a source
of important information. Indeed, these entrepreneurs are often embedded in the net-
works and organizational environment that existing organizations occupy. Should
the new resources or information available enhance the established competencies
of existing organizations they may adopt the resources. However, should these
resources be competency destroying, the established organizations may choose to
ignore these new resources creating a new resource space (Tushman & Anderson,
1986). While the existing organizations may not wish to adopt new resources
or ways of accomplishing tasks, they still may wish to be informed about new
innovations in their environment making much of the information and raw data
available.

Goal Setting

Goal setting is important in a constructed reality since outcomes are stated a priori,
which direct the actions of the entrepreneur in the present and enable the accom-
plishment of that outcome. Goal setting helps the entrepreneur process information,
perceive their environment and apply their available resources in new forms of ser-
vice (Baker & Nelson, 2005; Daft & Weick, 1984; Mahoney & Michael, 2005). In
a constructionist view the goal is determined, the environment is scanned which
determines how and what kind of data is collected, the data are interpreted or given
meaning, and then a new action or response occurs as a result of the interpretation
(Argyris & Schon, 1978; Daft & Weick, 1984). In this way the goal becomes a
self-fulfilling reality.

Organizational Forms that Originate from Evolutionary Realist
Opportunities

Few researchers have addressed the emergence or creation of new organizational
populations (Baum, 1996). Indeed, most studies presuppose the existence of the
population and ask how do emerging organizations imitate, mimic, or gain legit-
imacy within this population (Aldrich & Fiol, 1994; Etzioni, 1963). Emerging
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organizations from creation opportunities are likely to be the first organizations
in a population. These organizations typically do not have existing organizational
forms to imitate and the challenge of the organization here is to establish itself as
a new form (McKelvey, 1982) in what is often an emerging population. Therefore,
to understand the emergence of an organization from a creation opportunity, it is
important to understand the emergence of a population and not just that of a single
organization in an already established population.

Informational Environment

In creation opportunities well-established norms in society and the use of histori-
cal or current knowledge and information may not be useful. Indeed mimicking or
imprinting based on existing routines or competencies of existing organizations may
actually be damaging and hinder those trying to exploit an opportunity. Forming
an organization in this view often means deviating from established organizational
forms and organizational templates that might help give information and knowl-
edge form and meaning (Aldrich & Ruef, 2006). Indeed, the formation of these
new opportunities may necessitate the rejection of what is currently known for what
is unknown and can only be known with time. These opportunities often require
the development of new resources, commitments, routines, networks, and societal
norms that are distinctly different than what was previously accepted.

In a creation view new organizational forms do not take on the characteristics
of people and environments that surround their early establishment. Instead these
opportunities and the organizational forms used to exploit them shape the people and
the environment. The organization in this view is not imprinted by its environment
as suggested by Stinchcombe (1965), but instead imprints the environment. The
environmental conditions are the result of the new organizational form.

In this view the new organizations may be isolated from competitors since there
will only be a few organizations that have the newly created knowledge or resources.
If the new organizational forms succeed in establishing a new population those orga-
nizations will have a relative advantage based on their path dependent abilities to
exploit evolving resource conditions and competencies. Indeed, the new resources,
routines, and competencies that emerge from these successful organizational forms
may destroy the established resources and competencies of existing organizations
(Christensen et al., 2004; Schumpeter, 1939).

Creation opportunity formation is often the result of a blind variation that starts
the formation process. In this view, the opportunity is not necessarily trying to solve
a problem or even to respond to a technical or regulatory change, but instead is the
result of a blind variation that leads to a new understanding—a solution that has not
yet identified a problem—and potentially transformations of how things are done.
The process of creation opportunity formation, if successful, will lead to a new
organizational form that evolves, is not designed, and will stimulate the evolution
of new organizational populations. In this view these new organizational forms are
distinctive and are the eventual culmination of a cumulative series of interrelated
acts of variation, selection, and retention that initiate new populations (Aldrich &
Ruef, 2006; Dosi, 1988; Van de Ven & Garud, 1994).
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Decision-Making Tools

Creation opportunities are created endogenously by entrepreneurial actions and that
the decision-making context is either ambiguous or uncertain. Not surprisingly, if
the assumptions of creation opportunities hold in a particular entrepreneurial setting,
tools for collecting information for a discovery opportunity—including the use of
focus groups and government reports—and making decisions—including present
value techniques—are significantly limited. However, some of the decision-making
tools found in a constructionist approach may also be useful in a creation approach.

Entrepreneurs in creation settings do make decisions. Under conditions of
uncertainty—typical of this setting since the future has not yet evolved—
entrepreneurs can make decisions using at least two methods: By applying biases
and heuristics (Busenitz and Barney, 1997; Hayward et al., 2006) or by engaging
in a decision-making process that acknowledges informational limits, and lets more
rational decisions emerge over time.

Biases and heuristics can be used to make decisions when rational decision-
making models do not apply (Kahneman et al., 1982). Indeed, cognitive psycholo-
gists have emphasized the utility of biases and heuristics in enabling people to make
decisions under conditions where the amount of information available is less than
what is required by more rational decision-making approaches (Bazerman, 2002).
As suggested earlier, Busenitz and Barney (1997) identified two cognitive biases
that are particularly functional for entrepreneurs making decisions under condi-
tions of uncertainty: the over-confidence bias and the representativeness bias—or
the willingness of decision makers to generalize from small samples. In the uncer-
tain conditions assumed to exist in creation settings, entrepreneurs may use these
(and other) biases to enable them to make decisions about whether or not to engage
in specific entrepreneurial activities (Fischhoff et al., 1977; Hayward et al., 2006).

A second set of tools for decision-making can be applied in ambiguous or uncer-
tain settings and does not require the adoption of biases or heuristics. This process
has been studied in many different fields, and goes by several different names. In
organization theory, it is known as logical incrementalism (Quinn, 1980), in anthro-
pology it is known as bricolage (Baker & Nelson, 2005), in entrepreneurship it is
known as effectuation (Sarasvathy, 2001), in mathematics it is known as Bayesian
updating (Bayes, 1764), and in political science it is known as “muddling through”
(Lindblom, 1959).

Whatever its name, this decision-making process has several features in com-
mon. For example, this process is incremental—entrepreneurs make small decisions
based on their current resources and capabilities. It is iterative—it involves mak-
ing and remaking decisions until desired outcomes are achieved. And finally, this
process is inductive—data to evaluate the quality of decisions is collected after
decisions are made.

Not surprisingly, those that have studied this process have most frequently docu-
mented its existence when individuals or organizations are trying to make decisions
in very uncertain settings (Quinn, 1980), when entrepreneurs are trying to create
new opportunities to exploit (Baker & Nelson, 2005; Sarasvathy, 2001), when strong
priors about the distribution of outcomes associated with a decision do not exist
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(Alvarez & Parker, 2006), and when bureaucrats and politicians are confronted with
complex and unpredictable decision-making settings (Lindblom, 1977). These are
all conditions that are more closely aligned with the conditions described by creation
approaches than they are with discovery approaches. March (1982, 75) suggests
that these decision-making modes are most effective when “decisions about which
actions to take exist in the face of unknown future values” (March, 1982).

Planning and Goal Setting

Planning plays a very different role in the conditions under which creation
approaches apply, conditions where current and historical information and knowl-
edge are not available or not useful in describing the nature of an opportunity.
Indeed, entrepreneurs in this setting may not find traditional forms of planning to
be beneficial. In creation approaches, the task facing entrepreneurs is not so much
combining information and knowledge in novel ways, but, rather, asking the right
questions, designing new experiments, remaining flexible, and learning (Mintzberg,
1994). In the same way that formal strategic plans under conditions of uncertainty
can inappropriately constrain an established firm’s strategic choices (Fredrickson,
1983, 1986; Mintzberg, 1994), too rigorous business planning under conditions of
Knightian uncertainty can short circuit the opportunity enactment process (March,
1991; Weick, 1979). Only as this enactment process reaches its conclusion—i.e.,
when the level of uncertainty facing an entrepreneur shifts and new information and
norms become accepted—are more traditional forms of business planning likely to
be helpful to these entrepreneurs.

Under these uncertain conditions, learning is generally more important than plan-
ning (Argote, 1999). Opportunities in these settings have few, if any, precedents.
Entrepreneurs in this setting can only very imperfectly anticipate the nature of the
opportunities they may ultimately form and exploit and must learn about those
opportunities as they emerge. When entrepreneurs do not have well-understood
and deep knowledge of the opportunities they are enacting, learning by doing is a
more effective guide to entrepreneurial action than detailed planning (Argote, 1999).
Entrepreneurs in highly uncertain conditions develop their own knowledge struc-
tures through repeated experiments and then use those knowledge structures to give
the information they create form and meaning.

These conclusions do not mean that entrepreneurs operating under conditions of
high uncertainty do not plan. However, rather than elaborate documents that include
sophisticated financial projections and customer segmentation analyses, Creation
Theory suggests that business plans developed in highly uncertain settings will be
simpler guides to entrepreneurial behavior. In this perspective, optimization and
sharply defined goals are replaced with an approach that acknowledges that each
point along the way of enacting an opportunity may be unique. Planning in this
setting may suggest the general direction entrepreneurs think they are likely to be
heading, but are subject to numerous fundamental changes. Indeed, it would not
be uncommon for successive business plans of entrepreneurs operating under high
uncertainty conditions to have remarkably little in common (Buehler et al., 1994).
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As the emergent creation process unfolds, entrepreneurs might not only be forced to
redefine their potential customers, but also they might have to redefine the indus-
try or market within which they are operating, their core technologies, and the
opportunities they are looking to exploit (Bhide, 1992, 1999; Christensen et al.,
2004).

These numerous and fundamental changes, of course, do not imply that
entrepreneurs in this setting are “poor planners.” Instead, these changes reflect the
lack of information entrepreneurs have about the business opportunities they will
ultimately exploit. Moreover, these changes imply flexible decision-making that is
adaptive to the changes required from new information and knowledge that is cre-
ated through the enactment process (Garud & Kotha, 1994). Under conditions of
high uncertainty, flexibility, adaptability (March, 1991; Weick, 1979), and absorp-
tive capacity (Cohen & Levinthal, 1990) are more valuable than detailed strategic,
financial, and market analyses (Bhide, 1999; Mintzberg, 1994).

Discussion

This chapter presents a typology of entrepreneurial opportunity formation grounded
in philosophy of science paradigms. Given the relatively young theoretical progress
in the field of entrepreneurship it is important that theories of entrepreneurship
evolve in ways that are consistent with the basic assumptions of each paradigm.
Articulating and being specific about these paradigms is important in the field of
entrepreneurship since paradigms help to organize the process of science and further
the development of a field through the efficient cumulative growth of knowledge.

Paradigms provide direction for a field’s development and help sort out facts in
terms of their relevance. In the absence of paradigms, all facts are more or less
relevant and this gives the appearance of randomness to those gathering the facts.
The accumulation of knowledge requires an organizing framework upon which the
facts and ideas are organized.

Theory, particularly in the early stages, involves trade-offs between its strengths
and its unavoidable weaknesses. The formation of opportunities may be considered
a balancing act on a multi-dimensional seesaw of theory. Thorngate (1976) postu-
lates that a theory of social behavior cannot be simultaneously general, accurate,
and simple. Two of the three characteristics are possible, but only by sacrificing the
third. Creation approaches are general and simple, and the trade-off may be a theory
that is not very accurate at specifying detail. However, this lack of precision may not
be bad since creation approaches are a complex model of human actions and interac-
tions that may not be amenable to precise measurement at this point of development.
To design a model that is precise and accurate may be to lose the phenomenon of
interest (Daft & Weick, 1984).

In some fields the paradigm debates have raged and the goal is to get past the
debates (Azevedo, 2002; McKelvey, 1999). However, in the field of entrepreneur-
ship there has been little if any debate, as the perspectives in entrepreneurship have
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not been articulated as internally consistent with underlying structures, assumptions,
and differences that can be related to each other. This chapter makes no recommen-
dations as to whether any one theory is superior, but instead suggests the need for
ongoing debate and dialogue to sharpen the boundaries and explanatory power and
the precision of these different ontological perspectives. The approach in this chap-
ter allows the field of entrepreneurship to have these debates. The use of multiple
perspectives in entrepreneurship, then, need not be seen as a problem; instead it is
currently an essential part of understanding entrepreneurship.

Finally, the formation of entrepreneurial opportunities is a particularly fruitful
area in which to understand the differences and implications of the different philos-
ophy of science approaches, realist, social constructionist, and evolutionary realist.
Scholars realize that theory provides no “God’s eye” view of reality, but is rather an
epistemology and uses assumptions about the nature of the social world to simplify
the reality studied. Depending on the properties of the context, whether knowledge
and information are well-accepted and stable or whether knowledge and informa-
tion need to be created and the context is unstable different philosophical approaches
may be needed.

Two essential characteristics qualify a research strategy as a paradigm develop-
ment strategy: first a commitment to theory building and second a commitment to a
program of research (Mackenzie & House, 1978). In the field of entrepreneurship,
scholars have begun the conversation (Aldrich & Ruef, 2006; Alvarez & Barney,
2007; Baker & Nelson, 2005; Miller, 2007a; Sarasvathy, 2001; Sarasvathy et al.,
2003; Venkataraman, 1997), etc., but there is still much work to be done. Effective
theory building efforts require a long-term commitment and research programs are
often limited to the laboratory in social sciences. Opportunity formation provides a
natural context in which to apply the knowledge already gained to the structure of
society, its effects on individuals, and the individual’s effect on society as the pro-
cess of forming the opportunity evolves. These conditions are ripe for studying the
relationships between individuals and society. By varying the assumptions about the
context—either stable or unstable—scholars can gain knowledge of the social world
by understanding how entrepreneurs interact with this world. The complex problems
encountered in opportunity formation can be a source of stimulus to improve and
inform current theories about interactions between individuals and the social world.
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