"ENTREPRENEURIAL MANAGEMENT:
A CONVERGING THEORY FOR LARGE AND
SMALL ENTERPRISES"
by
N.C. CHURCHILL*
and
D.F. MUZYKA**
94/64/ENT/SM

* Professor of Entrepreneurship at INSEAD, Boulevard de Constance, 77305 Fontainebleau
Cedex, France.
** IAF Professor of Entrepreneurship at INSEAD, Boulevard de Constance, 77305
Fontainebleau Cedex, France.

A working paper in the INSEAD Working Paper Series is intended as a means whereby a
faculty researcher's thoughts and findings may be communicated to interested readers. The
paper should be considered preliminary in nature and may require revision.

Printed at INSEAD, Fontainebleau, France

ENTREPRENEURIAL MANAGEMENT: A CONVERGING
THEORY FOR LARGE AND SMALL ENTERPRISES
Neil C. Churchill, INSEAD, France
Daniel F. Muzyka, INSEAD, France
ABSTRACT
There has been extensive research and experimentation on the part of practitioners in
search of a new model of the corporation; one which is able to maintain a high level of performance and adapt to new opportunities under rapidly changing environmental conditions.
While much of the change is directed at "re-engineering" and simplifying the current form of
corporation, some corporations are seeking a new management model which is more entrepreneurial in nature. Different forms of corporate entrepreneurial activity have been well documented in recent years, generally under the description Corporate Venturing. While this work
provides a great deal of insight into relatively isolated entrepreneurial activities of otherwise
well established administrative hierarchies, it does not provide us information on the extended
ability of medium- and large-sized organizations to adapt to changing sets of opportunities.
The observations and findings reported here are the initial output of an extended research
project designed to capture the common practices of both large and small companies which
have demonstrated the long-term capability to adapt and grow by pursuing and capturing opportunities. The research is focused on describing what we have observed as the common
characteristics of what we term Entrepreneurial Management.
INTRODUCTION
As is well documented in popular business literature and in academic literature in a
more formal way, society, the economy, and organizations embedded within the socioeconomic system, are witnessing a continuous set of irregular changes incurring at an apparently increasing rate. There seem to be many unexpected "events", rapid and irregular changes
in demands and constraints, increasingly rapid evolution of technologies and the knowledge
base (Huppes, 1987; Bell, 1979) (e.g., computer product life cycles are down to one year in
many cases), increased interaction among technologies resulting in mounting complexity, increasingly diverse stakeholders and constituencies (increasing numerousity), and a general
sense of uncertainty. The notions from Frank Knight (1971) concerning the difference between "risk" and "uncertainty" are becoming increasingly evident. Many have interpreted this
as the emergence of "chaotic conditions", but it may rather be a logical extension of a growing
technological society, combined with the fact that over the past few decades, there has been a
set of political-economic circumstances which had sustained an unusually stable set of operating conditions for many companies.
In these circumstances, our concept of the corporation and its function as an organizational system appears to require re-evaluation. Corporations are reaching for new, "out of the
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box" solutions to their organizational dilemmas and are attempting to build more adaptive orpni witional systems (Kanter, 1989; Block and MacMillan, 1993). This is in response to the
demonstrated inability of our larger and presumably more successful organizations to innovative or build and capture new market opportunities (Kanter, 1983). By our calculations, the
"death rate" (the percentage of names that do not reappear from one year to the next) of the
Fortune 500 in 1990, is four times as high as it was in 1970. As researchers have reported, a
major paradigm shift in our understanding of the corporate form is currently under way (Lewin
and Stephens, 1993).
It should be emphasized at the outset that this search for a new concept of management
is not a search for a new theory of why organizations exist or how they function vis-à-vis their
environment. There are many theories of why organizations exist, how adaptive they can be,
and what role management can and should play in them. An examination of what has happened to corporations in the past 10 years, can lend support to arguments of each of the
schools of organization theory listed below:
Organizational Model or School
Population Ecology
Resource Dependence
Rational Contingency
Transaction Cost
Institutional Model
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These theories fundamentally differ on such issues as: (1) whether organizations can, in fact,
be reasonably adaptable; (2) whether management can have any significant impact on the performance of the organization; and (3) whether corporations are anything but economic fictions
which are constructed to undertake transactions more efficiently than could be done in the
open market.
However, as Aldrich (1988) argues, the time has come to cease being paradigm warriors. Corporations can and do serve multiple economic and social needs, and large corporations undoubtedly display behaviors that simultaneously support the predictions of several of
the models listed above. A more interesting question might be: "How do some forms of organization more easily fall victim to environmental change or act out the predictions of the
population-ecology model than others and how do some forms of organization adapt readily to
chaotic conditions?"
There are a number of medium-sized owner-managed businesses as well as several large
corporations which have demonstrated an overall and sustained ability to continually identify
and capture new opportunities and then to reform the organization and its strategy and operations around these opportunities. We believe that these organizations can collectively give us
further insight into a new, entrepreneurial theory of the firm. Such an adaptive model of management may provide the insight needed to drive the research agenda of both management and
entrepreneurship researchers as well as to meet the needs of practitioners.
It should be said at the outset that we were motivated to undertake this research for
two reasons. The first was the excessive focus by entrepreneurial researchers on the characteristics and activities of individual "entrepreneurs" rather than an entrepreneurial process
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(Churchill, 1991) that leads to opportunity recognition and capture which can take place in a
wide variety of organizations. The second was the expanding number of business organizations in trouble who are not opportunity oriented and the lack of a complete, coherent new
model of management to guide them. We hear a great deal about "transformation". The call
for transformation and re-engineering (e.g., Hammer and Champy, 1993), is compelling but
clearly begs the question: "transformation to what?" We have found no clear end-state(s) set
forth for practitioners to aim towards in their transformation efforts. Further, we have found
little in the partial models of corporate entrepreneurship, usually contained in the works on
corporate venturing, which offers management a pervasive solution to the problems of their
relatively slow adaptation to changing circumstances. Finally, we are perplexed by the fact
that many otherwise successful entrepreneurial enterprises get into trouble after adopting existing management paradigms to "professionalize" their firm.
RESEARCH QUESTIONS
The research questions we are hoping to address through our current work include:
o How do the things we have learned about entrepreneurship in small entrepreneurial
businesses work inside larger companies?
o What things that work within large companies add to our understanding of entrepreneurship and entrepreneurial process?
o What is going on in these multi-location, multi-layered, well-established companies
that we have not seen in smaller and newer entrepreneurial companies?
o How do all of these things fit together and how are they communicated in a complex organization?
o How do the processes, innovation, resource allocation, and control work in large,
entrepreneurial companies?
o What is the form and nature of direction in these enterprises?
These research questions are very broad, but are necessary if we are to better understand the
overall nature of adaptive, opportunity-oriented enterprises. We are, as the above suggests,
attempting to do this by bringing to bear the "lens" of the entrepreneurial process evidenced in
smaller organizations. Our most important research questions are related to the elements of
the entrepreneurial management commonly encountered in small enterprises that are common
to their success and to the success of larger entrepreneurial organizations and how the size and
complexity of these companies, in turn, extend, modify, and hone the entrepreneurial process
needed for their success. This also can give guidance as to how the entrepreneurial process
might usefully change in smaller, rapidly growing entrepreneurial firms.
RESEARCH DESIGN AND DEFINITIONS
Since our objective was to comprehensively study a number of entrepreneurial organizations to discover common characteristics that could lead us to a better understanding of how
they continually identify and capture new opportunities, we first had to determine which companies to include and which to exclude. This required us to develop a understanding of what
we considered "entrepreneurial management". Since we wished to carry out our work in corporations which continually experienced new entrepreneurial events throughout the organiza-
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tion, we did not include firms which either had well placed corporate entrepreneurial endeavors, corporate venturing initiatives, that were not an integral part of the main corporate activities (for the existence of isolated, entrepreneurial events does not suggest that the organization
as a whole is entrepreneurial); or those that may have had a "once in a lifetime" entrepreneurial
event (having once been entrepreneurial does not suggest that entrepreneurial management is
present today); or recent new ventures, no matter how successful (they do not embody significant on-going managerial processes at the outset). We did include firms which had demonstrated pervasive innovative activity, which focused on value creation through opportunity
recognition and capture, and which had a long record of success in adapting to new opportunities and environments.
As part of the research design, we first identified several successful entrepreneurial
businesses which had grown to middle size and in which we understood their entrepreneurial
processes. We then selected several large entrepreneurial corporations to study utilizing the
medium-sized entrepreneurial firms as a "control group" oviinct which we tested the patterns,
structures and practices we believed made the larger firms successful entrepreneurial enterprises. Included in the first group were: D. L. Martin Co. (industrial hydraulics), Controlonics
(consumer electronics), and Martin Aviation (aviation services). The larger enterprises, which
were extensively studied through several hundred interviews in each, were 3M and Digital
Equipment Corporation (which until recently was an economic marvel of growth). In addition
we studied Johnson and Johnson through secondary sources. This research is now in its third
year.
In the following sections, we would like to summarize some of our observations concerning the purpose, strategy, processes, and perspectives of these firms. These observations
have not yet been integrated into a complete theory, nor is the format of this article conducive
to a full development or description of our observations. However, we hope that this will
provide an initial overview of what we believe we are observing — Entrepreneurial Management.

OBSERVATIONS
The observations made in this study are set forth below as follows. First, what we observe to be the basic operating assumptions and characteristics of the organizations studied.
Second, the strategic perspectives within the organization. Finally, a summarization of what
we perceive to be the common nature of the organizational structure, process and behavior
comprising Entrepreneurial Management.
We wish to emphasize that these Entrepreneurially Managed Corporations (EMCs) are,
on the surface, not unlike their competitors and other, more bureaucratic, organizations. They
do possess organization charts, financial controls, procedures, etc. While such structural and
process elements are present, they are not applied in typical ways and many of these perspectives and processes were not initially adopted by the organizations at the point of start-up, but
gradually evolved.
BASIC OPERATING ASSUMPTIONS AND CHARACTERISTICS: These are outlined un-

der the perceived purpose of the organization, the basic assumptions and orientations held by
its members, the basic nature of the organization as an economic and social system, the core
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process in the organization, and the attitudes towards and processes involving information and
communication.
Pnraose: The companies studied view their purpose as fundamentally economic, but they
explicitly recognize the social needs of those who are members of the organization. There is
also a recognition, that while meeting the financial needs of the shareholders is key, there is a
strong belief that the needs of the shareholders will be met by meeting the needs of the other
stakeholders, particularly the customers and employees. Entrepreneurial Management is both
an economic and a social construct; it operates in a company but produces a community.
What is very clear is that the management of an entrepreneurial company does not perceive the
organization in agency terms: as a nexus of contractual relationships (Jensen and Meckling,
1976).
It is difficult to disagree with the definition of Penrose (1980) of the function of the
corporation, "Probably it would be generally agreed that the primary economic function of an
industrial firm is to make use of productive resources for the purpose of supplying goods and
services to the economy in accordance with plans developed and put into effect within the
firm." Yet the entrepreneurial managers studied would add that attainment of the economic
function would best be realized through a continued focus on growth and business renewal.
They would probably also add that it is difficult to plan everything and that management must
put a proper context in place which encourages innovation and decision making at all levels of
the organization and then ensure that innovation and delegation are both taken seriously.
Tenets And Orientation: A basic tenet of the EMCs management is that there is true uncertainty in their operating environment. They would seem to agree with the Chinese philosopher Lao Tzu's statement that "To know one's ignorance is the best part of knowledge". Frequently you can't know what is possible or is further down the path until you undertake the
first step. This is counter to what is assumed in may planning texts, including some written
today (e.g., Stewart, 1993). Capturing new opportunities and dealing with uncertainty requires that the organization be adaptive. The organizational strategy, structure and behavior
are, therefore, designed to support adaptation and learning. There is a clear bias toward action within these organizations, since frequently action is the only way to elicit further information and understanding but there is also a bias toward reflective learning in the style suggested by Argyris (1993). Because actions produce information, resource allocation is done
incrementally and committed at appropriate times in either increasingly larger or smaller
amounts as knowledge of the projects increases.
A second tenet is that a focus on opportunity rather than on resources is appropriate in
a changing, uncertain operating environment. Businesses will come and go, products/services
will live and die, and assets and resources may become obsolete. Therefore, if one is to maintain the corporation as an economic and social system, there must be a clear focus on new opportunities while ensuring adequate resources which are refocused to pursue the opportunities
as they unfold.
A third basic tenet, which is consistent with the above, relates to the focus of measurement. The primary focus of measurement is on results, not process. While the process by
which progress is achieved may be measured to provide better understanding of what is occurring, individuals are typically judged on progress toward achieving broad sets of mutually
agreed upon results and much less on either how they achieved the results (subject to overriding ethical, moral, and financial constraints) or whether they were managing to a rigid time
table.

Fourth, there is an understanding within these corporations that decisions are taken at
the lowest appropriate management level, that knowledge is accumulated and shared, and that
progress and opportunity are realized by both individuals and individuals acting in groups.
Entrepreneurial managers believe it is important to encourage individuals to thrive, grow, take
action and usually do so in action teams that form and reform as appropriate. As will be discussed fiwther, these corporations are in fact "humanistic" in nature.
A fifth tenet, tied into the point above, is the realization that to venture is to also experience failure and that failure is managed, not automatically punished.
Sixth is the general tenet of management in these organizations that being "effective" is
more important than being "efficient". As several researchers have noted, this is a difficult
distinction to make (Hall, 1991, chapter 13; Goodman, et al., 1981). However, the general
thinking of entrepreneurial managers is that they will achieve their goals by doing new things
or do them in a new way rather than by improving old processes. Reasonable efforts are made
toward maintaining efficiency, but there is a definite bias toward building organizational effectiveness which, in the end, provides larger overall returns to investors.
Finally, entrepreneurial managers are focused on growth. They realize first that all opportunities have a life cycle and thus there must be constant renewal that moves the company
forward by aggressively capturing new opportunities at a rate faster than the old ones mature
and are discontinued. Second, they believe that, growth provides opportunities both for people to be challenged and it creates an environment that is more attractive to competent people
than are the prospects of a stable environment.
Basic System Characteristics: As an organizational system, there are several common characteristics of Entrepreneurial Management. First, the system is generally quite open internally.
There are many paths over which information, people, resources and opportunities may flow.
The organization's are not boundary-less but are reasonably open with few gatekeepers. Second, the systems are quite "permeable" at the edge. These companies quite frequently form
alliances and partnerships with other organizations and shares knowledge as appropriate. Obviously, there are limitations on what is shared, but there is a willingness to share with others,
in a prudent fashion, new opportunities, extant knowledge, and potential rewards in order to
advance the corporate good. Third, the organizational system is composed of many overlapping systems. As Simon (1976, pages 148-149) noted: "It would probably be fair to say that
no formal organization will operate effectively without an accompanying informal organization". Entrepreneurial Managements typically take this to an extreme by forming multiple
formal and informal sub-units that overlap and there are many communities within the corporation. For instance, an individual may be a member of not only the corporation, but also of a
"research council", a "technical club", and one or more product development or research
teams which span across formal organizational boundaries. Individuals may work in one business unit and be seconded to another when their skills are needed Finally, and probably most
importantly, Entrepreneurial Managers appear to "manage" the evolution of opportunities
better than their competitor organizations. The "life and death" of both businesses and product-lines, while not painless, appears to be less painful under Entrepreneurial Management
then under competing forms of corporate governance.
Core Process: Given the prevailing assumptions about the operating environment and the
perception that new opportunities may emerge from many different areas, the core process
within these organizations is the entrepreneurial process (see Figure 1). At any given point,
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different individuals and groups are involved in a process of value creation that is generally
associated with new, start-up ventures.
This process involves (a) developing an entrepreneurial vision focused on a broad area
of innovation which is perceived as having the potential to provide value to a customer, (b)
"fashioning" or shaping an economically viable product/service opportunity and marshaling the
required resources, (c) market entry ("initiating the business"), and (d) the full development of
the product or products to capture the market opportunity ("capturing the opportunity"). This
is the typical cycle in which entrepreneurs are engaged at start-up. Some of the entrepreneurs
are able to teach others in the organization how to do this, and therefore implant and begin to
(e) "manage" the entrepreneurial process. Others simply professionalize the management and
establish rules and processes which typically limit others being engaged in this same process.
(This eventually leads to bureaucratization, stagnation and the need for revitalization through
the perception of new opportunities — see the last part of Figure 1.)
In the companies studied, this entrepreneurial process is key to the whole organization.
The organizational structure, systems and processes are designed to support this core process
and to ensure that everyone who wishes to engage in it has appropriate access to required individuals, knowledge and resources at any point in the cycle. Management usually has staged
reviews at the end of each element of the cycle with the reviews becoming more formal as the
product/service moves from a basic opportunity to a full-blown business. In addition, the productive resources of the company are usually designed not only to deliver existing products
but to informally serve new entrepreneurs and their teams in testing and producing small lots
of new products.
Supporting this core entrepreneurial process requires a through reconceptualization of
organizational systems. Discussions with managers in the companies studied suggest that they
view the systems in a constellation. Opportunity capture is one set of systems; another is the
"value delivery" system or supply chain. A third system frequently is the resourcing system
(which involves making available "slack" resources at the earlier stages of opportunity development and applies and withdraws resources as the product/service grows and matures.) At
the center of these three systems is the knowledge delivery system.
Knowledge: While encouraging individuals to perceive and capture opportunities, and providing them with the financial and productive resources required are necessary for on-going
entrepreneurial development, the fundamental understanding of entrepreneurial managers is
that knowledge is the key to capturing new opportunity. We have found that the knowledge
contained and accessible within these entrepreneurially-managed companies is generally superior in quality, quantity, and communicability compared to their competitors. They realize that
information is turning over and increasing in volume more quickly today than in the past and
that management systems (both formal and informal) need to be modified to deal with the new
information age (see Morton, 1991). Entrepreneurial Management appears to recognize that
the ability to collect, encode, store, locate, communicate and apply (analyze) information is the
key to creating an adaptive, opportunity seeking organization as well as surviving in the new
information age.
Information is collected and stored both formally and informally. Active efforts are undertaken to ensure learning from both successes and failures and to ensure that appropriate
resources are available for knowledge enhancing and sharing activities. Overlapping channels
of communication are in existence throughout the organization. Access to individuals and
their expertise are the hallmark of these companies (e.g., at 3M, it is clear that anyone can
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have a few hours of another person's time, even if the individual you want to speak with is the
CEO). This includes open access to customers and suppliers (e.g., at companies like 3M and
DEC, anyone could have access to the customer). In addition, appropriate forums are in existence to ensure that information is reviewed and reflected upon. Even in a relatively small
company like Controlonics (225 employees), everyone not working on the factory floor was
housed in one large room and separated from one another only by three-feet high partitions.
This was the owner-entrepreneur's way of assuring access and information flow throughout
his growing organization.
A free flow of information is required in an EMC. Introducing gatekeepers can result in
filtering of information, imposition of rules for gathering information and can bias the information collected even to the extent of gathering information based on only one paradigm or
set of beliefs. Knowledge gathering and sharing is a pervasive activity supported by an appropriate attitude in the organization.
STRATEGIC PERSPECTIVE. The strategic perspective of (EMCs) can be summarized by
looking at the process of innovation within the organization, the development of corporate
strategy, the definition of competitive strategy, and the perception of product-markets.
Process Of Innovation: The first and probably most important element of strategy for these
organizations is the innovation process. Significant amounts of management time are dedicated to the definition, evolution and support of opportunity seeking and capture.
There are several basic assumptions and practices concerning innovation processes in
the EMCs studied. First, there are multiple paths to innovation. This is to suggest that innovation occurs both in and outside of formal product/service development processes. It can
take place any function and can impact product, service, or process. Second, innovation of all
types is to be respected and properly evaluated. No innovation is belittled or treated with disrespect. As executives in 3M and DEC have learned, a number of innovations that were rejected have had significant economic impacts later on. Third, it is a major element of every
manager's job to champion and mentor appropriate innovations. Fourth, innovation involves
failure. This means that failure is not punished but managed at all levels: financially, organizationally and in the product-markets (see Muzyka, 1987).

Development Of Corporate Straterv: Given the nature of innovation, the development and

implementation of corporate strategy in EMCs is likely to be less predictable than outlined by
many of the "structural", rational strategists of the 60's and 70's (Andrews, 1971; AnsofC
1979) and appears to be broader, less specific than planning as practiced in the 70,s in such
organizations as General Electric. Corporate strategy in these companies involves a very
broad definition of the arenas that the organizations will participate in (e.g., areas of technical
complexity or with existing market bases). It often creates strategic meaning out of a broad
set of evolutionary technological and product developments (e.g., the health care products initiative at 3M stemming from basic masking-tape applications), and involves a clearer understanding of the competencies and technologies the organization has to deliver to existing opportunities and toward the creation of new ones. Incremental innovations, in turn, guide the
companies toward the development of new technologies and competencies to serve existing
customer bases.
"Corporate strategy" in EMCs is to a great extent reactive to "bottom up" innovations.
Strategy, particularly product-market strategy, tends to evolve in unexpected ways due to new
innovations which are not planned but are expected. Strategy, therefore, may look to fit the

"logical incrementalism" of Quinn (Quinn, et al. 1988), although elements of strategy (i.e., the
choice of underlying, basic technologies and competencies) are less incremental in nature.
Further, the more top-down corporate strategy must take account of the business need to exploit or leverage the bottom-up innovations. For example, the development of the PDP-11
line at DEC was a more classically driven, top-down strategic decision which was related to
the "bottom-up" development of a new, expandable systems architecture and data-bus.
Through all this, the role of top management in the development of corporate strategy
is to create strategic meaning and define strategic opportunity out of a myriad of bottom-up
product developments. Top management must make the difficult determinations of how to
supply resources and when, how and where to apply these resources to technologies that are
"bubbling" up in the organization. In essence, top management creates coherent strategic direction through venture capital styled selection of new areas of opportunities as well as continued exploitation of already defined product-market-technological business segments.
Competitive Strategv: Competitive strategy, for both products and businesses, are very decentralized in an EMC. It is typically the choice of the local manager, with local responsibility
to choose the appropriate competitive strategies which will deliver agreed upon commitments
or results. Competitive strategy in EMCs, specifically addresses the rapidly changing environment and hence is more "tactical" in nature. It matches less well the minuet-like notions of
strategy put forth by Porter (1980) and others. A changing product-market-technology environment often requires new, innovative solutions and competitive strategy must be something
that is more flexible and evolutionary than in more bureaucratic organizations. (To be fair, the
competitive strategy researchers have also recognized the need for a more dynamic concept of
competitive strategy (Porter, 1991).) A commitment to a particular strategy on the part of
EMC managers is not something that they are held to as much as they are held to the results
they promise.
There are some common characteristics in the prevailing competitive strategies adopted
by EMCs. First, they are more inclined to adopt higher margin, "value driven" strategies. As
noted earlier, the organizations are not inherently the most efficient (although many innovate
in the 'product delivery process' as well as the 'product-market areas') but they attempt to
deliver the best or different value to the customer. In return, they expect, and receive, reasonable margins. Second, they are more likely to exit or change the rules of competition than to
adopt a true "cost game". They cannot, in most circumstances, win a pure cost-based price
competition - although they do compete in this manner through innovative production/product
design technology. Therefore, they tend to introduce new features and change the basis of
competition. Third, they attempt to continually differentiate themselves with the customer.
This is accomplished not just by pure internal innovation, but by attempting to understand the
technologies driving customer solutions and customer problems equally well so that they can
see areas to innovate that are "ahead" of the customer. These organizations have many stories
about how market research was ignored concerning a new customer applications because the
customer simply couldn't understand it. In these cases, the products or services turned out to
be commercial successes—e.g., Post-Its.
Perception Of Markets: Underlying all this is a sense that companies should not be
"dedicated" to product/service-markets since they are perceived to be temporary or intermediate constructs which will change based on innovations. EMCs believe that product-markettechnologies are often redefined by new innovations (e.g., the evolution of personal computers
and software has almost dealt a death-blow to the independent word processing equipment
business) For example, management at 3M views products as the result of combinations of
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technologies and productive capacities and defines both products and businesses around the
intersections of products, markets, and technologies that may come and go. EMCs are always
evaluating products based both on their profitability and potential of redeploying the resources
used elsewhere, in the company in response to the evolving needs of customers and competitors' offerings—see for instance 3M's exit from the copier market.
One common perception in the larger EMCs studied was that it was important to reduce uncertainty in introducing new innovations which extend known technologies or involve
working with known customers. Extending a known technology into a new market or applying an new technology to a known market have proven to be the most desirable and profitable innovation areas. The EMCs studied noted that innovations which involve both a new
customer and a new technology were not generally successful. Product line extensions based
on both an existing customer and known technology, while generally successful, rarely resulted in major value creating opportunities.
NATURE OF ORGANIZATION: The organizational system that supports an opportunityseeking orgAni7ation has, by nature, to be simple, pervasive, and clear. These organizations
are able to deal with changing circumstances of the present economic environment in a humanistic, people-oriented way. There is an on-going battle against bureaucracy in these organizations since a pervasive sense of bureaucracy always lurks in the shadows for any organization
and, much like entropy, works to even out "entrepreneurial temperatures."
Role Of Individual: In EMCs, there is a strong recognition that (a) organizations are populated by individuals, (b) individuals have their own aspirations and needs, and (c) individuals
and small groups play a critical role in recognizing and pursuing new opportunities. There is
also a common recognition in the organizations studied that individuals want to be part of
company, want to be a member of a community. As Aristotle noted, man is a social animal
("zoon politikon"). As is well noted in the literature (e.g., Farris, 1979), individuals define
themselves through the organizations they belong to. In fact, society views banishment and
solitary confinement as a form of extreme punishment. Larger EMCs often permit and encourage individuals to maintain several organizational affiliations within the context of the
corporation (e.g., be part of technical societies, task forces, clubs, etc.) and smaller EMCs encouraged their members to network both inside and outside the firm. In this way, they satisfy
the human need to retain membership in organizations.
Entrepreneurial managers appear to agree with Sayles and Strauss(1966) that individuals
"brought together by the formal organization...build favorable sentiment towards each other
[through interaction which]... in turn becomes the foundation for an increased variety of activities, many not specified in the job description". Sayles and Strauss go on to note, that
"group becomes something more than a mere collection of people". EMCs are populated by
"family", "participants", or "members", not employees. While this may sound like a somewhat
idealistic observation, it has also been observed by other individuals studying culture in more
adaptive organizations. As Kotter and Heskett (1992) noted, corporate cultures in more
adaptive organizations appeared to have value systems that stressed meeting the "legitimate
needs of key constituencies...emphasize the importance of people... and sounds hopelessly
idealistic". We would agree with their assessment.
Structural Rules: The basic nature of a corporation is where innovative decisions takes
place. In traditional corporations this is the role of higher levels of management and those on
the bottom obey. In an EMC, this is reversed.—Figure 2. The basic innovative decisions are
made by individual business teams serving the customer and/or product-markets at the "top of
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the organizational chart." These teams retain focused responsibility for a "sector of opportunity" (not just a product-market) since they are closest to the intersection of the corporate
"how to" with the needs of the product markets. The organization is essentially inverted and
is not designed to serve top management. Their role of others in these organizations is to facilitate the work of the decentralized decision makers, coach them, provide them with appropriate resources, maintain an entrepreneurially oriented context or climate to support new and
existing economic opportunities, and select general areas for opportunity capture both explicitly and by their decisions in resource allocation.
The basic "rules" regarding organization structure within the EMCs were never to let
the organizational structure get in the way of either opportunity or growth. This was accomplished by keeping the organization structure lean (which permits decisions to be taken quickly
and opportunities to be quickly recognized) and by permitting the structure to be a guideline
to action, not something members of the organization are required to follow. Orpri7ations
are flat (since information doesn't travel well), fluid (they are continually modified as required), focused (on opportunity capture), and flexible (able to deploy resources to new opportunities. In 3M and the other larger EMCs studied, organization structure was a "lever"
management frequently adjusted in order to meet the needs of the corporation.
Behavioral Constructs: The EMCs studied exhibited a great many of the behaviors now
deemed acceptable and desirable in any organization (see Hammer and Champy, 1993). There
was a marked tolerance for failure: only repeated failure could threaten your "membership" in
the organization. Individuals were motivated by their membership, and as a result, exhibited a
great deal of self-discipline while external control played a limited role. Each of the organizations maintained what organizational literature would term a strong "culture" (Schein, 1992).
Particularly in the larger companies, organizational rituals and stories (lore) reinforced the
culture, which then served to not only further enhance the sense of organizational membership
and purpose, but provided a general guide to decision-making. In all the companies, there was
an absence of extensive sets of rules and procedures and the organizations typically guided
decision-making through broad, informal rules imbedded in the climate, lore, and individual
contacts throughout the organization.
Challenge to individuals, teams and business units was a key construct. While cooperation was important (see discussion of importance of cooperation in Axelrod (1984)), competition was also a central component of the behavioral system. Internal competition was generally present in the organization in order to ensure some "positive tension" to increase performance. However, the balance between cooperation and competition was carefully maintained
by management.
Finally, another aspect of behavior, related to communication and task accomplishment,
was the recognized need for physical proximity. A hallmark, particularly of development activity, in the EMCs studied was the frequent interpersonal interaction and co-location of
teams. Physical proximity was deemed important (Morton, 1971), especially for professionals
in the organization (Crane, 1969). It appeared to enhance creativity, ensure complete and
"rich" communication, and reinforce group norms and self-discipline.
Com pensation And Motivation: EMCs were quite good at recognizing those who "created
value" for the orpnization. Promotions and other forms of compensation usually came to
those whose efforts in support of the economic performance of the organization was deemed
superior and not to those who were politically competent.. Compensation, however, was not
just in the form of money; these companies were hardly adherents to agency theory in its purist
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form (Jensen and Mecklin& 1976). Regular financial incentive schemes did not exist in most
firms studied beyond incentives for the higher levels of management or occasional bonuses
which could be traced directly to individual actions. More importantly, the organizations did
not think in terms simply of compensation but of fulfilling the needs of the members. The
members of the organization are compensated through the usual mechanisms (i.e., salary and
occasional bonuses), through the availability of promotion (either managerial or technical),
through recognition of appropriate activities (e.g., including celebrations, etc.), and through
the possibility to realize opportunities they perceive (self-actualization). In 3M, it is a tradition
that the members of the innovative team rise as the innovation aKpands as long as they have
the ability required to manage the process Finally, the fact that individuals were members of a
desirable organization was explicitly recognized element of compensation in each of the corporations studied.
Concept And Role Of Control: The concept of control in the organization was consistent
with the need to maintain individual initiative. Trust and mutual respect are the hallmarks of
these organizations, and the management control system was designed to maintain trust while
permitting at least minimal legitimate management oversight. Management in the organizations may measure any set of processes, but management tends to focus its measurement and
control around agreed upon results. Control in the organization is internally focused: individuals are expected to be relatively self-disciplined with a failure of self-discipline being considered to be a fairly grave offense. Financial and accounting personnel in these organizations
also played a different role. Typically they were considered as "financial partners". While they
observe, report and performed a unifying role within the larger companies, they were also
there to add value.
Leadership. Power And Influence: There are several other behavioral characteristics of
these firms. First leadership is, in general, a distributed phenomenon. Individuals who were
leading the creation of new value in DEC were typically granted the recognition by being referred to as "leading efforts" in a particular area. In addition, there is a temporal element to
leadership. The leader may change based on the changing knowledge requirements. (This notion of "distributed leadership" has been recognized by others who have observed adaptive
cultures (Kotter and Heskett, 1992).) As in the case of DEC, the founding entrepreneurial
leader may play an important role, but local leadership is encouraged. Second, "positional
power" is not of absolute importance in determining the direction of the organization. An individual may possess positional power, but it would be counter-cultural in EMCs for them to
exercise it without at least the tacit common agreement of those "governed". Most direction
is arrived at through "influence". Power and authority are always in the background, but take
a secondary position to influence. In addition, there is commonly a mild disrespect for authority. This appears to be related to the sense of empowerment individuals have to take initiative
and to move across organizational boundaries when appropriate. Influence and leadership at a
given moment are typically wielded most appropriately at a given point by those who possess
the best knowledge and perspective.
SUMMARY
In the in-depth studies we conducted on the five companies who, in spite of differences
in activities and size, have demonstrated their long-run ability to grow and adapt to changing
sets of opportunity and circumstance. These organizations, which we have termed Entrepreneurially Managed Corporations, appear to exhibit some common characteristics. Their core
processes are inherently entrepreneurial; they are continuously opportunity-seeking in all parts
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of the organization. They are able to recognize opportunities more ably than their cohorts
through a combination of a truly empowered workforce composed of participants, rather than
employees, who access knowledge in informal and effective albeit apparently undisciplined
ways. In addition, they are able to realize the opportunities recognized though distributed
value-creating and resource-allocation mechanisms designed to be flexible and accessible to
all. As a result of this pervasive development of opportunities, strategy and marketing are
more emergent and responsive to change than in traditional organizations. Management and
functional organizations are charged with supporting the flow of innovations toward the realization of value in the market.
These EMCs retain many elements of more traditional, bureaucratic organizations. Organization charts exist and are distributed, policies are created, control systems are in place to
monitor divisional and individual performance. There is, however, a continual "dynamic balance" between these more or less "top down" processes and the "bottom up" processes that
produce innovation and create knowledge. Furthermore, there is an overriding concern with
keeping management processes in balance with the climate/culture of innovation, challenge,
and individual fulfillment by all participants in organization. Finally, there is explicit recognition by both management and participants of the need to continually monitor and minimize the
all to natural tendencies of individuals to add processes and create bureaucracies.
Underlying all of this is the realization that these organizations function not only as economic entities, but also as social communities. At first impression, these EMCs appeared to be
somewhat paternalistic. However, deeper observation made it clear that these organizations
were intensely "humanistic" with strong social communities with strong sets of informal rules,
and rituals coupled with formal and informal guarantees of individual rights, including the right
to compensation and reasonable fulfillment of individual needs. People were not "important
assets" but individuals whose best efforts are sought and supported. This sense of community
and acceptance of diverse individual aspirations and needs also yielded several practical benefits: communication and information processing in the organization were strongly interpersonal
and intensive and individuals felt enabled to recognize and pursue opportunities, developed
and vetted based on the accessible information, which created value for themselves and the
organization.
In the end, there seems to be a different form of corporate organization in existence
which appears to meet the needs of today's environment. The Entrepreneurial Management in
these corporations appears to be able to adapt to changing sets of opportunities. We are in the
process of continuing our work in better understanding this style of firm, and its driving forces
in the interest of developing of a new, "entrepreneurial theory of the firm".
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