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“Professor Aldrich’s work has contributed significantly to our understan-
ding of the creation and development of new and small firms, and he
represents a role model in demonstrating how a researcher from a scien-
tific core discipline can contribute important insights into the field of
entrepreneurship and small business research.”

The aim of this essay is to present the research of Howard E. Al-
drich, the 2000 FSF-NUTEK Award Winner. Only research within
the area of the Award will be presented. The presentation starts off
with an introduction to the Winner’s career and continues with an
overview of the most important research contributions.

Career in Brief

Howard Aldrich is an internationally well-recognized sociologist
who became interested in entrepreneurship and introduced a strong
theoretical framework into the field. However, the interest in new
business creation had been there ever since Aldrich worked on his
doctoral dissertation in the 1960s. His PhD thesis Organizations in
a Hostile Environment was presented in 1969 at the University of
Michigan and was based on a panel study of 6oo businesses in three
American cities. In his thesis Aldrich studied the turbulence and
change in the business population, and how this population was
affected by the civil disorders in the cities in the late 1960s.

After his PhD, he moved from the University of Michigan to Cor-
nell, which gave him an opportunity to work in a more interdisci-
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plinary environment, and he remained at Cornell until 1982. In 1982
Aldrich moved to the University of North Carolina at Chapel Hill
to become Kenan Professor of Sociology. At Chapel Hill he got ac-
cess to a larger pool of graduate students, with whom he has often
worked in collaboration. The focus on entrepreneurship issues
emerged in Aldrich’s research during the 1980s.

Howard Aldrich’s work is characterized by true scientific curiosity
and a theoretical strength that is rare in entrepreneurship research.
Aldrich has been true to his theoretical framework ever since he
started to develop his thoughts around the evolutionary approach,
an approach that, for many years, has underpinned most of his re-
search and demonstrated the potential of a strong conceptual fram-
ework in the area of entrepreneurship and small business issues. He
has proved that it is possible to achieve a far-reaching understanding
of entrepreneurship by means of a consistent theoretical language.
Based on the evolutionary approach, Howard Aldrich has not only
made significant contributions in the area of formation and deve-
lopment of new firms, but also in other sub-topics of entrepreneur-
ship such as the role of ethnicity, networks, and gender in the for-
mation and growth of organizations.

Contributions

Evolutionary modeling exploded during the 1970s, mainly as a re-
sult of the open-system revolution in organization theory. Within a
short period of time, scholars in different disciplines presented evo-
lutionary theories, inspired by the seminal work of Donald Camp-
bell (1969) to explain phenomena ranging from the micro to the
macro levels of organization (Murmann ez al. 2003). For example,
on the individual level, Karl Weick (1979) developed a social psy-
chology theory of how individuals coordinate their actions, which
drew on the variation, selection, and retention reasoning developed
by Campbell. What Weick did on an individual level, Howard Al-
drich (1979) did on an organizational level, when looking at the
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entire organization and how organizations change over time. Al-
drich argued that organizations flourish or fail because they are
more or less suited to the particular environment in which they
operate.

In the area of industry development, Michael Hannan and John
Freeman (1977; 1984) also used a selection-based explanation in
their work on the population ecology of organizations, in which
they emphasized the founding and closure of organizations in popu-
lations relative to the distribution of available environmental resour-
ces. On the macro level, Richard Nelson and Sidney Winter (1982)
were pioneers in the application of evolutionary models of econo-
mic change. However, Nelson and Winter were less inspired by Do-
nald Campbell. Their explanations were more influenced by the
Carnegie School of routine-based models of organizational action
(Herbert Simon, James March, and Richard Cyert) as well as by
Joseph Schumpeter who, in the middle of the century, was a promi-
nent exponent of the idea that economic change could be concep-
tualized as an evolutionary process, despite rejecting Darwinian
evolutionary reasoning.

It is within this tradition that Howard Aldrich builds his reaso-
ning, and it is interesting to note the consistency of his research —
even if the topics have changed, the evolutionary approach has con-
tinued to constitute the basis.

Organizations Evolving (1999) — Toward an Evolutionary
Approach

The book Organizations Evolving published in 1999 can in many
ways be regarded as a framework in which Howard Aldrich chose to
position the evolutionary approach in relation to the population
ecology approach, whose proponents include Glenn Carroll and
Michael Hannan. Briefly, the population ecology approach con-
cerns, “the skeleton” in a population of companies — the structure
— it deals with the “births” and “deaths” of firms, which makes it
possible to calculate a survival curve within a population of compa-
nies. It is assumed that population growth is rapid at first and pro-
ceeds exponentially, but will then decrease, thus forming an S-sha-
ped curve. Population ecology research has produced several sets of
strong empirical results, which have been successfully replicated
across industries and countries. The strength is that is it possible to
calculate, by means of relatively simple parameters, how many com-
panies there are in a specific line of business and the composition in
terms of size and age as well as being able to explain the trends in a
particular line.

Howard Aldrich’s evolutionary approach is developing in a diffe-
rent direction — it is more a question of the “flesh and blood” of the
system. Aldrich attempts to explain why the structure emerges in
the first place and why the development takes place. The point of
departure in Aldrich’s reasoning is the evolutionary process (develo-
ped by Donald Campbell in the 1960s). Four generic processes,
which are necessary for and which allow evolution, form the point
of departure in Aldrich’s framework:

* Variation, i.e., a change in current routines, competencies or
organizational forms must occur, which can result from deliberate
attempts to generate alternatives, or from blind variations generated
by chance, mistakes or curiosity.

* Selection — some variations are then selected, while others are
rejected, a selection that arises based on market forces, competitive
pressure or within-organization selection forces (e.g. pressure to ac-

Hans Landstrom

hieve stability and homogeneity in the organization, and the persis-
tence of previous selection criteria that are no longer relevant in a
new environment).

* Retention — the positively selected variation must be retained,
preserved, duplicated or reproduced through, for example, a specia-
lization and standardization of roles within the organization or th-
rough an institutionalization of practices, cultural beliefs and values
— otherwise there will be no organizational continuity or memory.

* The struggle of competing organizations to obtain scarce resour-
ces. Organizations are not passive entities and they may have to
struggle for time, legitimacy, capital, etc.

The book consists of five sections. In the first three chapters Al-
drich introduces his evolutionary approach and also summarizes the
contributions that a multi-disciplinary framework can make in in-
creasing the understanding of the evolutionary approach, including
institutional theory, population ecology, the interpretative approach,
research in organizational learning, resource dependence, and tran-
saction cost economies. In the remainder of the book, Aldrich exa-
mines the evolutionary processes at different levels of analysis, whe-
reby he creates a linkage between micro- and macro processes.

Chapters 4 to 6 use an organization level of analysis and concern
the process by which organizations are created and achieve cohe-
rence as entities. These chapters provide a rich description of the
role of individuals and groups in the organizational founding pro-
cess. Aldrich argues that the vast majority of entrepreneurs could be
regarded as reproducers rather than starting innovative organiza-
tions. Truly innovative start-ups are often the result of creative expe-
rimentation with new ideas by outsiders, whereas previous work
experience and network ties seem to hinder entrepreneurs within
the population from creating radical breakthroughs.

Chapters 7 and 8 take the existence of organizations as given and
examine the transformation of organizations over time, as well as
discussing how change occurs in three dimensions: goals, bounda-
ries, and activities.

Chapters 9 and 10 focus on the population level of analysis and
explore how new populations emerge. They include an interesting
discussion about the problems of legitimacy that new entrepreneurs
face when starting new populations of firms (a discussion based on
Aldrich and Fiol 1994). Chapter 10 includes a discussion about how
entrepreneurial intentions and access to resources affect organizatio-
nal founding and failure (based on Aldrich and Wiedenmayer
1993).

Chapter 11 involves the community level, and in this chapter Al-
drich discusses how entrepreneurship and relations between popula-
tions affect the dynamics of communities. For example, disconti-
nuities of existing populations and communities caused by technical
and regulatory innovations that are exploited by entrepreneurs, re-
sulting in the extinction of some populations or the emergence of
new ones.

In the final chapter (chapter 12) Aldrich highlights some issues for
further research using the evolutionary approach. Aldrich emphasi-
zes the need for paying greater attention to issues of emergence at
different levels of analysis, and especially within three areas of re-
search: the role of nascent entrepreneurs, resource management
practices of emerging organizations, and the importance of collec-
tive actions by individuals and organizations in emerging industri-
es

Throughout the book Aldrich highlights the importance of new
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organizations as a source of variation in society.

An Evolutionary Approach to Business Formation

In a number of articles, Howard Aldrich uses the evolutionary ap-
proach to understand the set of problems associated with business
formation — all of which are frequently cited by entrepreneurship
scholars. Below is a summary of some of these articles.

From Traits to Rates: An Ecological Perspective on Organizatio-
nal Foundings

For many years entrepreneurship research was absorbed by the ques-
tion: “Why do some people become entrepreneurs, while most
people do not?” Many scholars argued that there must be something
distinctive about the backgrounds or personalities of entrepreneurs.
Aldrich and Wiedenmayer (1993; see also Aldrich 1990) present a
complementary approach (the “rate” approach) based on evolutio-
nary reasoning. In contrast to the “trait” approach, which implies a
micro-level analysis, the rate approach involves a macro-evolutiona-
ry focus, and Aldrich and Wiedenmayer concentrated their reaso-
ning on the founding rates at the population level, i.c., examining
conditions that affect the rate at which organizations are added to
an existing population. They find that he founding of new organiza-
tions and the closure of existing ones depends on:

— Intra-population processes (prior foundings, closures, density of
firms, and factors associated with density), and that the environme-
ntal resources (the environment’s carrying capacity) set the limit on
population density. At the beginning, when density is low and there
are adequate environmental resources for exploitation, the founding
rate is high and closure rates are low. When a high density has been
achieved, the situation is reversed, which leads to fewer net addi-
tions.

— Inter-population processes, including the nature of the relations
between populations. For example, competitive relations between
populations may depress founding rates, whereas other inter-popu-
lation relations may facilitate foundings in other populations (e.g.,
car manufacturers create a supply industry).

— Societal-level factors, such as cultural norms, government poli-
cies and political events.

Aldrich and Wiedenmayer argue that previous deaths within the
population may affect founding rates in two ways: (i) resources are
often tied up by existing organizations, indicating that new firms
will only obtain access to them when deaths occur and (ii) potential
founders may be frightened by high death rates. However, the im-
portance of previous deaths may differ depending on the population’s
position in the life cycle. For example, in the early growth stage,
deaths will have a lesser impact on the availability of resources, whe-
reas in later stages, when the carrying capacity is reached, deaths
may be important for freeing resources for new ventures — in this
situation previous deaths may have contradictory effects; on the one
hand, freeing resources for new ventures, while on the other, sen-
ding negative signals to entrepreneurs of the likelihood of failure for
new ventures.

In a similar way, previous foundings may have two possible ef-
fects on the subsequent founding of new ventures: (i) high levels of
foundings may signal to potential entrepreneurs that opportunities
are growing within a population, and (ii) that resources and the pool
of potential entrepreneurs will soon be exhausted, leading to dimi-
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nishing returns.

In addition, we can assume that when organizational density in-
creases, there will be a rise in legitimacy and institutionalization —
spreading the knowledge and skills required to achieve a viable orga-
nization — which may lead to an increase in foundings. At a later
stage, with high levels of density, factors inhibiting foundings be-
come dominant, such as increased concentration, smaller potential
gains and diminishing returns. These processes have led to the con-
clusion that there will be an inverse U-shaped pattern between orga-
nizational density and the rate of foundings (Hannan 1986).

Even Dwarfs Started Small: Liabilities of Age and Size and their
Strategic Implications

Within a population there are processes of metamorphosis that
transform the composition of whole populations of organizations so
that they become better suited to their environment. This meta-
morphosis is affected by the age and size of the firms. Aldrich and
Ellen Auster (1986) argue that large, aging organizations face a num-
ber of constraints which limit their ability to adapt to changing con-
ditions, but new organizations and especially small ones also face
problems, albeit of a different kind.

The liability of aging facing old and large organizations can be
summarized by a couple of internal conditions that inhibit adapta-
bility to change, such as: (i) retention of control by the original
founders or members of their families, (ii) pressure for internal con-
sistency as a basis for coordination and control, (iii) a hardening of
vested interests where suggestions pertaining to change may be vie-
wed primarily as mechanisms to gain power, and finally (iv) in-
creased forces to induce a homogeneity of perception within the
organization, for example, through recruitment and socialization of
new members. But there are also external conditions facing larger
and older organizations that create resistance to change, such as in-
ter-organizational arrangements, which may become a stabilizing
force. However, different entry barriers (scale economies and pro-
duct differentiation) will also exert less pressure for change on the
aging organization. Thus, large and aging organizations face a num-
ber of constraints that limit their prospects for adaptation — liabili-
ties of aging.

However, small and new organizations often experience a liability
of newness. Even if the organizational population is growing at an
aggregate level, there is underlying population volatility — organiza-
tions die and are replaced by other organizations. What are the ob-
stacles that hinder the survival of new organizations? Aldrich and
Auster identified external as well as internal liabilities of newness.
Externally, new organizations face many barriers that make move-
ment into a new domain difficult, notably lack of legitimacy and
fierce competition from established organizations, brand recogni-
tion and market acceptance of established products endanger the
survival of new organizations. But new organizations also face inter-
nal liabilities of newness, which mainly concern the creation and
classification of roles and structures consistent with external cons-
traints and the ability to attract qualified employees.

In addition, many young organizations face the liability of small-
ness, which is an effect of size. Empirical results indicate that small
size affects survival. Factors that make survival problematic for small
organizations — regardless of age — may be related to the problem of
raising capital and the administrative burden of handling govern-
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ment regulations, in addition to which, small organizations face
major disadvantages when competing for labor.

The conclusion is that older and larger organizations as well as
younger and smaller ones face a number of constraints. For older
organizations it is a problem of strategic transformation whereas
young and small organizations experience a problem of survival.
And there seems to be some form of symmetry in these constraints
in that the obstacles faced by new and small firms can be easily over-
come by larger, more established organizations and vice versa. In
order to survive, newer and smaller organizations need to become
closely linked to large organizations, for example through franchi-
sing, long-term contracts, and mergers and acquisitions. It is th-
rough such strong ties that smaller and newer organizations can gain
access to resources that are not otherwise available. Paradoxically,
older and larger organizations will reduce their liability of aging by
forming loosely coupled arrangements with young and small orga-
nizations. This may take the form of emulating younger organiza-
tions, i.e., by imitating them through internal restructuring in order
to create conditions that generate and facilitate innovation and risk-
taking, or by exploiting the smaller organization through boundary-
crossing strategies — contracting arrangements which exploit the
flexibility and dynamism of younger organizations, while keeping
them at arms length.

Early Ventures in New Industries

Small and new organizations always seem to experience a liability of
newness. However, such pressures are especially severe when an in-
dustry is in its formative years — when entrepreneurs have few pre-
cedents for the kind of activities they want to engage in. In another
well cited article “Fools Rush In? The Institutional Context of Indu-
stry Creation” (1994), Aldrich and Marlene Fiol discuss the chal-
lenges faced by early ventures in the formative years of a new indu-
stry compared to those that enter into a mature industry. One of the
most critical problems facing innovative entrepreneurs is their lack
of legitimacy, and the authors conclude that founders of new activi-
ties lack the familiarity and credibility that constitute the basis for
interaction.

As an industry develops, the organizations within the industry
increase their cognitive legitimation, i.c., the diffusion of knowledge
about the new activity and what is needed to succeed in the indu-
stry, as well as their socio-political legitimation. The latter concerns
the value attributed on an activity by cultural norms and political
authorities. Different strategies may be used by emerging organiza-
tions to promote the development of a new industry. Aldrich and
Fiol propose four levels of social context — organizational, intra-in-
dustry, inter-industry and institutional — in which entrepreneurs
can gradually develop trust, reliability, reputation, and finally insti-
tutional legitimacy.

Entrepreneurs in emerging industries have to interact with extre-
mely skeptical external resource holders (suppliers, creditors, custo-
mers, etc.), and the entrepreneurs need strategies for building trust,
buct this initial trust-building cannot be based on objective evidence.
Instead, innovative entrepreneurs must concentrate on framing the
unknown in a credible way, and one strategy for achieving this is to
simplify, symbolize or give ritual expression, i.e. conventional co-
ding, to the issues in question or, alternatively, the entrepreneur can
“act as if” the activity were already a reality (Gartner et /. 1992). In
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addition, due to attacks from “conventional” industries, innovative
entrepreneurs in emerging industries may need institutional sup-
port (socio-political approval), and entrepreneurs must build a
knowledge base that outsiders accept as valid. The lack of externally
valid arguments makes alternative forms of communication neces-
sary, for example through narratives — to make a case showing that
the new ventures are comparable with more established activities

Once innovative entrepreneurs have developed a basis for under-
standing and trust at the organizational level, they must find strate-
gies for interacting with other organizations in their emerging indu-
stry. The lack of convergence on dominant standards (designs)
within the new industry limits the perceived reliability and increases
confusion about what standards should be followed. Such conver-
gence is facilitated if new ventures choose to imitate and borrow
from pioneers rather than introducing innovations of their own. In
this way knowledge of new activities will spread, thus adding to the
convergence on a dominant standard. Furthermore, even if collec-
tive action is difficult in the early stages of industry development, it
is important to find avenues for collaborative actions within an in-
dustry to achieve socio-political approval.

The relation between industries — inter-industry processes — af-
fects the distribution of resources. Firmly established industries that
feel threatened by a new rival industry are sometimes able to change
the terms on which resources are made available to emerging indu-
stries, for example by questioning their efficacy or their conformity
with the established order. Therefore, entrepreneurs in emerging in-
dustries must build a reputation for the new industry that conveys
the idea that it is already a reality — something that is to be taken for
granted. This process can be facilitated by inter-firm linkages such as
trade associations, and on the socio-political level by reliable rela-
tionships with other, more established industries.

Finally, institutional conditions may constrain the growth rate of
the industry by affecting the diffusion of knowledge about the new
activities and the extent to which the activities are publicly tolera-
ted. At this level, entrepreneurs are no longer working as isolated
individuals, but using industry councils, cooperative alliances and
trade associations as vehicles for collective action in order to achieve
institutional legitimacy. In emerging industries there is a need to
raise the level of cognitive legitimacy — mass media may be unfami-
liar with the industry, and their reporting may be inaccurate, while
the lack of a general understanding about the emerging industry
also makes it difficult to recruit and retain employees. This under-
standing may be facilitated by institutionalized diffusion of know-
ledge, for example through established educational institutions, but
also through collective marketing and lobbying efforts that will gain
socio-political approval.

Ethnicity and Entrepreneurship

Howard Aldrich’s interest in ethnicity and entrepreneurship goes
back to his thesis from the 1960s. But it was during the late 1970s
and early 1980s when Aldrich began to work with David McEvoy,
Trevor Jones and John Cater in the UK that this research issue be-
came more pronounced. Some of the results from this research were
presented in the book Ethnic Entrepreneurs (1990), edited by Al-
drich, Roger Waldinger and Robin Ward. The book summarizes
much of the knowledge within the area at that point in time.

But Howard Aldrich has also published several articles on the is-
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sue of ethnic differences in entrepreneurship. In Aldrich and Wal-
dinger (1990) and Waldinger. Aldrich and Ward (1990b) synthesize
large part of their research on ethnicity and entrepreneurship using
a framework based on three dimensions: an ethnic group’s access to
opportunities, the characteristics of a group, and emergent strategies
in ethnic firms.

Opportunity Structures

According to Aldrich et al. ethnic firms have become more and more
heterogeneous and are faced with many different market conditions.
However, there is one dominant assumption — formulated by Light
(1972) as the “protected market hypothesis” — that the initial market
for ethnic entrepreneurs typically arises within the ethnic commu-
nity itself. Thus, if ethnic communities have special needs and pre-
ferences, they will best be identified and served by those who know
them intimately — namely by the members of the immigrant com-
munity itself. Producers who quickly find a niche in the immigrant
community are therefore purveyors of culinary products but also
“cultural products” like newspapers, books, and clothes, i.e., pro-
ducts with a direct connection with the immigrant’s homeland and
based on the knowledge of tastes and buying preferences (Aldrich ez
al. 1985). However, if ethnic firms confine themselves to the ethnic
market, their potential growth is severely restricted due to limita-
tions in market size and buying power. This may not always be the
case — many ethnic firms find access to customers beyond the ethnic
community — and there seem to be certain circumstances under
which small ethnic firms can grow in the open market, for example:
(i) markets that are underserved or abandoned by large mass-marke-
ting organizations, such as the core areas of urban centers that are
abandoned by the large food retailers, (ii) markets where economies
of scale are small, (iii) markets affected by instability or uncertainty,
in which industries may be segmented into one branch dominated
by larger firms, handling staple products, and another composed of
small-scale firms catering to fluctuating patterns of demand, and
(iv) market for exotic goods.

Given the existence of a market, the potential ethnic entrepreneur
still needs access to ownership opportunities, which is to a large ex-
tent dependent on the number of vacant business-ownership posi-
tions and government policies toward immigrants. The likelihood
of ethnic entrepreneurs starting a new venture is greatly affected by
the level and nature of interethnic competition for jobs and business
opportunities. For example, it has been shown that when competi-
tion is high, ethnic groups tend to be concentrated in a limited
range of industries and, at very high levels of competition, they may
be forced out of more lucrative businesses and even pushed out of
business altogether. However, residential segregation appears to re-
duce interethnic competition for business vacancies. In addition,
access to ownership is also affected by government policies affecting
the ease and terms on which immigrants can start their own busi-
ness. In most societies, immigrants are free to settle wherever they
want — where job opportunities are best — although government
often attempts to influence where immigrants settle. Moreover, wes-
tern societies also maintain policies that impede ethnic business de-
velopment, for example through “trade licenses” and “residence per-
mits”.
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Group Characteristics

Why do some ethnic groups start more new ventures than other
groups? Historically, considerable disparities in self-employment
among various immigrant populations have occurred. For example,
US Jews have been far more successful in business than the Irish,
and Italians have achieved higher rates of self-employment than the
Poles. These differences between ethnic groups can probably be ex-
plained based on the complex interaction between conditions such
as pre-migration characteristics, the circumstances under which in-
tegration took place, the group’s subsequent evolution, and post-
migration characteristics (Waldinger, Aldrich and Ward 1990b).
Pre-migration characteristics are individual’s skills and experience
that can be useful for business success. This predisposition could be
based on the selective nature of migration, which means that indivi-
duals who migrate tend to have more education, business experience
and capital. For example, at the beginning of the 20th century, Rus-
sian Jews immigrating to the US had prior experience of tailoring, a
high level of literacy and a historical orientation toward trading, and
they moved rapidly into entrepreneurial positions in the garment
industry.

The circumstances of migration also influence the conditions un-
der which the immigrants move. For example, individuals arriving
as temporary immigrants — with the intention of returning to the
home country — are mainly concerned with the accumulation of
capital and not with the attainment of social mobility in the socie-
ties to which they have migrated. Finally, resource mobilization,
which concerns the ethnic social structures such as the network of
kinship and friendship around which ethnic communities are built,
constitutes a central source of resources, out of which ethnic entre-
preneurship may arise. However, a strong family structure may not
be sufficient or necessary for ethnic entrepreneurs’ success. For ex-
ample, Zimmer and Aldrich (1987) found few differences between
South Asian and white shopkeepers in their use of family labor. Fi-
nally, the post-migration characteristics reflect the immigrant
group’s position in the economy; certain environments are more
supportive of self-employment than others. For example, immigrant
groups concentrated in industries where small firms are the prevai-
ling form will have access to better information about business opp-
ortunities and opportunities to acquire relevant skills than immi-
grant groups concentrated in large scale industries.

Ethnic Strategies

The concept of strategy reflects the positioning of oneself in relation
to others in order to accomplish one’s goals and involves both the
opportunity structure within which ethnic business operates, and
the characteristics of the ethnic group. Ethnic entrepreneurs need
distinctive strategies in order to exploit distinctive socio-cultural re-
sources and to compensate for the typical background deficits of
their group in respect of wealth, political power, etc. In their study
of seven groups of minority entrepreneurs in Britain, France, the
US, West Germany and the Netherlands, Aldrich and Waldinger
(1990) concluded that what was most remarkable was not the diffe-
rences among ethnic groups in their formation of new firms but
how similar their strategies were. Information is typically obtained
through the owners” personal networks as well as various ties speci-
fically linked to their ethnic communities. Training and skills are
acquired on the job, often while the individual is an employee in a
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co-ethnic or family member’s business. And family and co-ethnic
labor are critical to most small ethnic businesses (Waldinger, Al-

drich and Ward 1990b).

Networks and the Entrepreneurial Process

Entrepreneurs are embedded in a social context and must establish
connections to resources within their social networks. The im-
portance of the social network for the entreprencurial process is a
central theme within entrepreneurship research. Howard Aldrich
took an early interest in this issue, not least in the book chapter co-
authored with Cathrine Zimmer in 1986, which is one of the most
widely cited pieces regarding the role of networks in business forma-
tion.

The Characteristics of Entrepreneurial Social Networks

In the evolutionary process (variation, selection, retention and
struggle) there will be a struggle for resources and opportunities.
Sometimes resources will be abundant, and a high proportion of
entrepreneurs will be successful in attracting resources, whereas in
other situations, especially in evolving industries, resources become
scarcer and competition increases, leading to a higher mortality rate
and a decline in the population. In order to attract the resources
needed, entrepreneurs may use their social networks. The network
approach could be applied to the study of entrepreneurship in seve-
ral different ways: Aldrich and Zimmer (1986) discuss four different
applications:

1. Social forces that increase the density of networks. The likeli-
hood of entreprencurial success will increase in situations where
conditions increase the salience of group boundaries and identity,
leading to a greater density in the network.

2. “Brokers” who promote access in social networks. In order to
reduce transaction costs, brokers such as trade associations, techni-
cal experts and management consultants, who facilitate the interests
of individuals not directly connected to one another, will have cen-
tral positions in networks.

3. The diversity of the network that increases the production of
entrepreneurs. Based on Granovetter’s (1973) reasoning, which links
the type of ties (weak and strong ties) to the scope of opportunities
available to the individual, it follows that entrepreneurs are more
likely to be found in positions whose centrality is high and which
are connected to many diverse sources of information. Entrepre-
neurs activate their weak ties in order to gain access to business in-
formation (e.g., new business locations, potential markets, potential
investors, etc.) and also to attract customers.

4. Social resources embedded in the entreprencurs’ network. In
combination with the reasoning of strong and weak ties it can be
argued that not all weak ties are equally useful for acquiring social
resources. In this respect, weak ties to contacts with a leading posi-
tion in the social hierarchy will provide the greatest access to social
resources. Accordingly, we will find successful entrepreneurs with
weak ties to individuals who are well placed to provide timely and
accurate information as well as to people with different kinds of re-
sources.

Elaborating on the social networks of entrepreneurs, Dubini and
Aldrich (1991) distinguish between “personal networks” (centered
on a focal individual) and “extended networks” (focussing on col-
lectives). A personal network consists of all those individuals with

Hans Landstrom

whom an entrepreneur has direct relations, including partners,
suppliers, customers, bankers and family members. “Networking”
as a verb is often seen as something apart from ordinary business
behavior — based on pure market-mediated transactions, one-of-a-
kind and non-sustaining transactions between people who do not
expect to see each other again — a transaction form that includes
opportunism potential, especially under conditions of uncertainty
and when problems occur, as the other party may simply exit the
situation. In contrast, networking refers to situations where both
parties expect to see each other frequently and where they invest in
long-term relations. The benefits may be an increase in trust and
predictability as a result of the establishment of long-term relations
— and while the uncertainty of a situation is not reduced the other
party’s reactions to a situation are more predictable. Equally, the
individuals concerned are more likely to use “voice”, i.e., making
their complaints known and negotiating over them. Thus, networ-
king with one’s direct ties is a way of overcoming some of the liabi-
lities inherent in purely market-like transactions with other parties.

Extended networks are the collective result when interconnected
personal networks are examined. The shift from personal networks,
with a focus on direct ties, to extended networks, including indirect
ties to individuals and organizations with whom there is no form of
direct contact, may enable entrepreneurs and firms to substantially
increase their access to information and resources compared to what
may be available through their direct ties. Initially in a business pro-
cess the firm does not exist, and the entrepreneur as an individual
will gather the necessary resources, but when the first exchange takes
place, the focus may shift from the entrepreneur to the company
itself. The use of extended network concepts applied to firms as op-
posed to individuals enables Aldrich ez 4l to study organizations
that otherwise would not have been taken into consideration. Thus,
extended networks are associated with organizations, whereas infor-
mal personal networks are associated with individuals. Using the
“personal network” and “extended network” concepts, two general
principles linking network behavior and entreprencurial success
were formulated:

— Effective entrepreneurs are more likely to systematically plan
and monitor network activities. They are able to chart their network
and discriminate between productive and symbolic ties, they regard
networks as crucial for the success of their firm, and they are able to
stabilize and maintain networks in order to increase their effective-
ness.

— Effective entrepreneurs are more likely to undertake actions to
increase the density and diversity of their network. They set aside
time for purely “random” activities (i.e., with no specific problem in
mind) and are able to check their network density in order to avoid
too many overlaps that may affect network efficiency.

The Impact of Social Networks on Business Start-ups and Per-
Sformance

It can thus be expected that an extensive social network rich in re-
sources is important for the entrepreneur’s start-up opportunities
buct also for the success of an already established company. However,
knowledge of this relationship is scant. In a longitudinal panel study
of 165 prospective and active entrepreneurs in the Research Triangle
Area of North Carolina, Howard Aldrich and his colleagues collec-
ted data on two occasions. The first study was conducted in Febru-
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ary 1986 and the follow-up study was performed in December 1986,
which means that the entrepreneurs were followed during a nine-
month period. A similar panel study was conducted in 1990 with a
follow-up two years later based on the firms that participated in
1990. In all, 281 responses were included in this second study.

Based on the data collection in 1986, Aldrich, Rosen and Wood-
ward (1987) found some general characteristics. As expected, the
results showed that network variables had a significant impact on
business formation and profitability in newly formed companies.
Three variables seemed to be of particular importance for the foun-
ding of businesses: business founders reported a higher than average
number of contacts per week with core network members, they
spent more time developing contacts and had networks that were
more closely linked than individuals who did not start businesses.
For newly founded businesses (three years old or less), the study
indicated that entrepreneurs who maintain high levels of contact
with networks, whose members are inter-connected, are more likely
to be profitable. However, some unexpected findings also emerged.
It was found that successful entrepreneurs had networks with di-
verse resources and that diversity was greater when network mem-
bers were not tightly linked. The reverse was found: only 48 percent
of the entrepreneurs who had networks with higher proportions of
weak ties made a profit compared to 80 percent of those entrepre-
neurs with strong tie networks.

The conclusion seems to be that social networks allow founding
entrepreneurs to expand their range of action and gain access to re-
sources and opportunities that would not otherwise be available. In
Aldrich and Reese (1993; see also Reese and Aldrich 1995), a question
based on the second panel study from 1990 to 1992 was to see if
networks are equally important in ongoing businesses. They found
no evidence that networking activities (measured as the size of an
entrepreneur’s personal network and time spent on developing and
maintaining business contacts) affect business survival and perfor-
mance.

The data from the Research Triangle Area of North Carolina was
also used for an international comparison, reported in Aldrich and
Sakano (1998), of the make up of personal networks in five countri-
es: Italy, Japan, Northern Ireland, Sweden and the US. The compa-
risons were based on two different models of how the entrepreneurs’
networks are formed:

— Embeddedness model — networks are products of strong ties
and long-lasting relationships. The assumption is that the social re-
lationships of entrepreneurs resemble those of other people, with a
core of close personal contacts built on ties of reciprocal interdepen-
dence and a periphery of weaker ties assembled on a more hapha-
zard basis. For entrepreneurs, strong ties and close friendships can
provide the social support needed to weather crises and hardships.

— Instrumental model — networks are pragmatic, instrumental
tools consisting of weak ties of a short duration. The assumption is
that entrepreneurs have different kinds of social relationships than
other people, with a core of weak ties assembled on a pragmatic
basis while they pick members of their inner circle on an instrumen-
tal basis. In this case entrepreneurs may well segregate their relation-
ships into business and non-business, with a special group of people
selected as business advisors — on the basis of their expertise rather
than social similarities to the entrepreneur.

Entrepreneurs’ personal networks seem to be rather similar in all
five countries. The networks are composed of four major groupings:
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a small group of family members where very few have a business
relationship with the entrepreneur, a large group of business associa-
tes who are defined in strictly business terms, a smaller group of
business associates who are also regarded as “friends”, and finally a
group who are strictly defined as “friends” without an apparent bu-
siness tie to the entrepreneur. Little support was found for the in-
strumental model of personal networking. Entrepreneurship is as-
sociated with uncertainty, and strong ties of intimate friendship
with people they have known for many years provide the social sup-
port needed for the development of the company. In accordance
with the embeddedness model, entrepreneurs seck people they can
trust, although trustworthiness is not always easy to recognize.

Women Entrepreneurs

Over the past thirty years the number of businesses owned by wo-
men has grown rapidly, and the number of female owned firms has
also increased in Europe, although the proportion of firms is not as
high as in the US. Howard Aldrich has examined the role of gender
in the business formation process in several studies. Networks are
also a central feature in his reasoning in these studies.

Baker, Aldrich and Liou (1997) review eatlier findings regarding
differences between women and men’s business practices. Few syste-
matic differences were identified in earlier research. The strongest
differences involve demographics rather than style. Women’s busi-
nesses tend to be smaller and are more likely to be in retail or service
industries. As owners, women tend to have less experience in their
firm’s industry and as managers they are more likely to start busines-
ses to gain flexibility. However, psychologically and demographi-
cally, women entrepreneurs are more similar than different from
men. The results are not surprising. In a market based perspective all
entrepreneurs, men and women alike, operate in a business environ-
ment structured by laws, standard practices, a set of institutional
contingencies to which owners have to adapt if their businesses are
to survive.

On the other hand, there is extensive research on gender roles
providing arguments that even though men and women operate un-
der the same institutional and economic rules, the business world is
largely constructed and dominated by men. This makes it reasona-
ble to believe that women and men belong to different types of
networks that influence their entrepreneurship (Aldrich 1989; Al-
drich et al. 1989; Baker et al. 1997). First, there is overwhelming
evidence that gender has a major impact on the choice of career in
terms of occupation and the level of authority in a firm. It is during
these formative years as an employee that the future entrepreneur
accumulates experience and becomes embedded in networks that
can subsequently be drawn upon when starting their own business.
Women may be at a disadvantage when it comes to building a per-
sonal and social network (Aldrich 1989; Aldrich ez 2/. 1989). Second,
most women entrepreneurs have to balance family and work re-
sponsibilities in a way that men do not. The critical period for en-
trepreneurs is around the age of 30, when they accumulate resources
and networks that might be important for the establishment of their
business. However, during these years women are disadvantaged —
their networks are mainly constructed around their husbands’ busi-
ness associates instead of their own. Finally, women entrepreneurs
often lack full access to informal networks, such as work-related af-
ter-hours socializing and voluntary association activities. Thus, key
life events connected to work, marriage, family and organized social
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life could be expected to have substantial effects on the social net-
works of women entrepreneurs and make an important difference in
terms of the possibility of running their own business compared to
the situation of men.

Based on the two longitudinal panel studies in the Research Tri-
angle Area of North Carolina carried out in 1986 and 1990-92, Ho-
ward Aldrich and his colleagues presented some interesting findings.
First, in Aldrich and Sakano (1995) it was shown that men do not
include women in their network of business advisors (strong-tie net-
work) — women made up only 10 percent of the advisor networks of
male business owners — a fact that may indicate women’s position in
the existing distribution of economic resources and power in society.
In contrast, there were a higher proportion of cross-sex ties among
female networks. Thus, men were mainly involved in same-sex net-
works, whereas women were involved in mainly cross-sex networks.
Second, Aldrich, Elam and Reese (1997) examined entrepreneurs’
networking activities in their search for legal and financial assistan-
ce, business loans, and expert assistance for their businesses. It was
found that:

* women were as active as men in networking activities (except for
legal assistance),

* men and women used similar channels (i.e., friends and busi-
ness associates) to locate people who could help them,

* pre-existing ties were the main channel of resource acquisition
for both men and women, and

* the quality of the assistance obtained via the network favored
women; women paid slightly less than market rates for legal and
loan assistance, although they receive the same quality of advice as
men.

Thus, the results indicate that women’s networking — in pattern
and outcome — did not differ from men’s networking in any major
respect — which stands in contrast to what could be expected based
on research on sex and gender roles. In conclusion, as reported in
Aldrich and Sakano (1995), there is evidence of a sex bias in the
composition of women’s networks, but not in how they use them.
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