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Preface

12

Entrepreneurship is a fast-growing and ever-changing discipline. People of all ages, backgrounds,
and nationalities are launching businesses of their own and, in the process, are reshaping the
world’s economy. The purpose of this book is to open your mind to the possibilities, the chal-
lenges, and the rewards of owning your own business and to provide the tools you will need to
be successful if you choose the path of the entrepreneur. It is not an easy road to follow, but the
rewards—both tangible and intangible—are well worth the risks. Not only may you be rewarded
financially for your business ideas, but like entrepreneurs the world over, you will be able to work
at something you love!

Now in its eighth edition, Essentials of Entrepreneurship and Small Business Management
has stood the test of time by bringing you the material you need to launch and manage a small
business successfully in a hotly competitive environment. In writing this edition, we have worked
hard to provide plenty of practical, “hands-on” tools and techniques to make new business ven-
tures successful. Many people launch businesses every year; only some of them succeed. This
book provides the tools to help teach students the right way to launch and manage a small busi-
ness with the staying power to succeed and grow.

What's New to This Edition?

This edition includes many new features that reflect this dynamic and exciting field of study.

e One of the first changes you will notice is the addition of Jeff Cornwall as coauthor.
Jeff, who holds the Jack C. Massey Chair of Entrepreneurship and is Professor of
Entrepreneurship at Belmont University, is an experienced and successful entrepreneur,
a dedicated teacher, a respected author, and an acknowledged expert in the field of en-
trepreneurship. The United States Association for Small Business and Entrepreneurship
has honored Jeff on numerous occasions, naming him a Longenecker/USASBE Fellow
in 2006 and presenting the center that he headed at Belmont University the USASBE
National Model Undergraduate Program of the Year Award in 2008. USASBE also recog-
nized Jeff in 2013 with the prestigious Outstanding Educator of the Year award. He also
served as USASBE’s president in 2010. Jeff’s blog, the Entrepreneurial Mind, is one of
the most popular small business blogs on the Internet, named by Forbes as a “best of the
Web” selection.

e Almost all of the real-world examples in this edition are new and are easy to spot because
they are accompanied by an icon. These examples allow you to see how entrepreneurs are
putting into practice the concepts you are learning about in the book and in class. These ex-
amples are designed to help you to remember the key concepts in the course. The business
founders in these examples also reflect the diversity that makes entrepreneurship a vital
part of the global economy.

e We have added a new chapter on “Ethics and Entrepreneurship: Doing the Right Thing”
that provides you with a framework for making ethical decisions in business and with the
opportunity to wrestle with some of the ethical dilemmas entrepreneurs face in business,
including the controversial issues surrounding employers’ responses to employees’ post-
ings on social media sites. Encouraging you to think about and discuss these issues now
prepares you for making the right business decisions later.

e This edition provides expanded and updated coverage of important topics such as using
the business model canvas to refine a business idea; using social media, including
Facebook, Twitter, and YouTube, as bootstrap marketing tools; attracting capital using



crowd funding; using “pop-up” stores to test potential permanent locations; and identifying
the factors that drive employee engagement.

e To emphasize the practical nature of this book, we have updated the content of the very
popular “Hands On: How To . . .” feature, which selects a concept from each chapter and
explains how you can put it to practice in your own company. These features include topics
such as how to “Be a Successful Innovator,” “Use a Mobile-First, Responsive Web Design
to Increase Online Sales,” “Manage Cash Flow in a Highly Seasonal Business,” and “Make
Your Small Business a Great Place to Work.”

e Another feature that is popular with both students and professors is “You Be the Consul-
tant.” Every chapter contains at least one of these inserts, which describe a decision an en-
trepreneur faces and asks you to play the role of consultant and advise the entrepreneur on
the best course of action. This feature includes the fascinating stories of how entrepreneurs
came up with their business ideas (including one on decoding the DNA of the entrepreneur
that introduces beekeepers Tim Dover and Susan Gardner, who turned their hobby into a
successful bee supply business), setting the right price for a company’s custom-made shirts
in a highly competitive market (direct sales company J. Hilburn, founded by Hil Davis),
helping entrepreneurs revamp their Web site (New Columbia Distillers, the first new
distillery to open in Washington, D.C., since Congress passed the Eighteenth Amendment
to the U.S. Constitution), and advising companies on their strategies for becoming micro-
multinational businesses (Zee Wines USA and Somnio, which makes unique running shoes
that accommodate runners’ foot shapes and running styles). Each one poses a problem or
an opportunity and includes questions that focus your attention on key issues and help you
to hone your analytical and critical thinking skills.

e This edition includes ten brief cases, eight of them new to this edition, covering a variety
of topics (see the Case Matrix that appears on the inside cover). All of the cases are about
small companies, and most are companies you can research online. These cases challenge
you to think critically about a variety of topics that are covered in the text—from develop-
ing a business strategy and building a brand to protecting intellectual property and financ-
ing a business.

e The content of every chapter reflects the most recent statistics, studies, surveys, and
research about entrepreneurship and small business management. You will learn how to
launch and manage a business the right way by studying the most current concepts in
entrepreneurship and small business management.

Entrepreneurship has become a major force in the global economy. Policymakers across the
world are discovering that economic growth and prosperity lie in the hands of entrepreneurs—
those dynamic, driven men and women who are committed to achieving success by creating and
marketing innovative, customer-focused new products and services. Not only are these entrepre-
neurs creating economic prosperity, but as social entrepreneurs, many of them are also striving
to make the world a better place in which to live. Those who possess this spirit of entrepreneurial
leadership continue to lead the economic revolution that has proved time and again its ability to
raise the standard of living for people everywhere. We hope that by using this book in your small
business management or entrepreneurship class, you will join this economic revolution to bring
about lasting, positive changes in your community and around the world. If you are interested in
launching a business of your own, Essentials of Entrepreneurship and Small Business Manage-
ment is the ideal book for you!

This eighth edition of Essentials of Entrepreneurship and Small Business Management
introduces you to the process of creating a new venture and provides you with the knowledge you
need to launch a business that has the greatest chance for success. One of the hallmarks of every
edition of this book has been a very practical, “hands-on” approach to entrepreneurship. We
strive to equip you with the tools you will need for entrepreneurial success. By combining this
textbook with your professor’s expertise, you will be equipped to follow your dream of becoming
a successful entrepreneur.

PREFACE
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Other Text Features

e This edition once again emphasizes the importance of conducting a feasibility analysis
and creating a business plan for a successful new venture. Chapter 4 offers comprehensive
coverage of how to conduct a feasibility study for a business idea and then how to create a
sound business model for the ideas that pass the feasibility test.

e This edition features an updated, attractive, full-color design and a user-friendly layout
that includes an in-margin glossary and learning objectives. Each chapter begins with
learning objectives, which are repeated as in-margin markers within the chapter to guide
you as you study.

e Chapter 3, “Inside the Entrepreneurial Mind: From Ideas to Reality,” explains the creative
process entrepreneurs use to generate business ideas and to recognize entrepreneurial
opportunities. This chapter helps you learn to think like an entrepreneur.

e Chapter 9, “E-Commerce and the Entrepreneur,” serves as a practical guide to using the
Internet as a marketing and business tool and offers helpful advice for engaging success-
fully in mobile commerce.

e Chapter 13, “Sources of Financing: Equity and Debt,” gives you a useful overview of the
various financing sources that are available to entrepreneurs with plenty of practical advice
for landing the financing you need to start or grow your business. Given the changes that
have resulted from recent turmoil in the financial industry, this is a particularly important
chapter.

Instructor Resources

At the Instructor Resource Center, www.pearsonglobaleditions.com/scarborough, instructors can
easily register to gain access to a variety of instructor resources available with this text in down-
loadable format. If assistance is needed, our dedicated technical support team is ready to help
with the media supplements that accompany this text. Visit http://247.pearsoned.com for answers
to frequently asked questions and toll-free user support phone numbers.

The following supplements are available with this text:

e Instructor’s Resource Manual

e Test Bank

e TestGen® Computerized Test Bank
e PowerPoint Presentations

Essentials of Entrepreneurship and Small Business Management contains a multitude of
both student- and instructor-friendly features. We trust that this edition will help you, the next
generation of entrepreneurs, to reach your full potential and achieve your dreams of success as
independent business owners. It is your dedication, perseverance, and creativity that keep the
world’s economy moving forward.
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Learning Obiectives 4. Explain the forces that are driving the growth of
entrepreneurship.
On completion of this chapter, you will be able to: 5. Explain the cultural diversity of entrepreneurship.
1. Define the role of the entrepreneur in business in 6. Describe the impo’rtant role that small businesses
the United States and around the world. play in our nation’s economy.
2. Describe the entrepreneurial profile. 7. Put failure into the proper perspective.
3A. Describe the benefits of entrepreneurship. 8. Explain how an entrepreneur can avoid

becoming another failure statistic.

3B. Describe the drawbacks of entrepreneurship.
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Define the role of the
entrepreneur in business
in the United States and
around the world.

The World of the Entrepreneur

Welcome to the world of the entrepreneur! Around the world, growing numbers of people are
realizing their dreams of owning and operating their own businesses. Entrepreneurship con-
tinues to thrive in nearly every corner of the world. Globally, one in eight adults is actively
engaged in launching a business.' Research by the Kauffman Foundation shows that in the United
States alone, entrepreneurs launch 476,000 businesses each month.? This entrepreneurial spirit
is the most significant economic development in recent business history. In the United States
and around the globe, these heroes of the new economy are reshaping the business environment
and creating a world in which their companies play an important role in the vitality of the global
economy. With amazing vigor, their businesses have introduced innovative products and services,
pushed back technological frontiers, created new jobs, opened foreign markets, and, in the pro-
cess, provided their founders with the opportunity to do what they enjoy most. “Small businesses
have been at the core of our economy’s growth over the last few years,” says Winslow Sargeant,
chief counsel of the U.S. Small Business Administration’s Office of Advocacy.

Entrepreneurial activity is essential to a strong global economy. Many of the world’s largest
companies continue to engage in massive downsizing campaigns, dramatically cutting the num-
ber of employees on their payrolls. This flurry of “pink slips” has spawned a new population of
entrepreneurs: “castoffs” from large corporations (in which many of these individuals thought
they would be lifetime ladder climbers) with solid management experience and many productive
years left before retirement. According to the Small Business Administration, during a recent
one-year period, the largest companies in the United States (those with 500 or more employees)
shed 1.7 million net jobs; during the same period, small businesses with fewer than 20 employees
created 287,000 net jobs!*

One casualty of this downsizing has been the long-standing notion of job security in large
corporations. As a result, many people no longer see launching a business as a risky career path.
Having been victims of downsizing or having witnessed large companies execute layoffs with
detached precision, these people see entrepreneurship as the ideal way to create their own job
security and success. Rather than pursue corporate careers after graduation, many college stu-
dents are choosing to launch companies of their own. They prefer to control their own destinies
by building their own businesses.

m ENTREPRENEURIAL PROFILE: Christopher Kelley: Badd Newz BBQ For years,

Christopher Kelley had dreamed of becoming a mobile restaurateur by launching a food
truck that specialized in barbecue but was hesitant to give up the security of his job at the com-
pany where he had worked in maintenance for 14 years. Like many entrepreneurs, Kelley refused
to give up on his dream, bought a food truck, outfitted it, and started Bad Newz BBQ as a part-
time business, catering local school events, church gatherings, and fundraisers in Huntsville,
Alabama. Two months later, Kelley’s employer announced a massive layoff, and Kelley's job was
eliminated. The layoff prompted Kelley to transform Bad Newz BBQ into a full-time business, and
he began marketing his food truck via social and traditional media, even landing a regular spot at
a nearby army post. Kelly, who is 43 years old and has lost three jobs over the last 20 years to
layoffs, decided it was time to take control of his own destiny by starting a business. He advises
other entrepreneurs to believe in their abilities even when others do not and to devote all of their
energy into building a successful business.” B

The downsizing trend among large companies has created a more significant philosophical
change. It has ushered in an age in which “small is beautiful.” Twenty-five years ago, competitive
conditions favored large companies with their hierarchies and layers of management; today, with
the pace of change constantly accelerating, fleet-footed, agile, small companies have the compet-
itive advantage. These nimble competitors can dart into and out of niche markets as they emerge
and recede, they can move faster to exploit market opportunities, and they can use modern tech-
nology to create, within a matter of weeks or months, products and services that once took years
and all the resources a giant corporation could muster. The balance has tipped in favor of small,
entrepreneurial companies. Howard Stevenson, Harvard’s chaired professor of entrepreneurship,
says, “Why is it so easy [for small companies] to compete against giant corporations? Because
while they [the giants] are studying the consequences, [entrepreneurs] are changing the world.”®
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Entrepreneurial Activity across the Globe
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Source: Based on data from José Ernesto and Neils Bosma, Global Entrepreneurship Monitor 2013 Global Report, Babson College, Universidad

del Desarrollo, Universiti Tun Abdul Razak, and London Business School, 2014, pp. 30-31.

One of the most comprehensive studies of global entrepreneurship conducted by the Global
Entrepreneurship Monitor (GEM) shows significant variation in the rate of new business forma-
tion among the nations of the world when measured by total entrepreneurial activity or TEA (see
Figure 1.1). The most recent edition of the study reports that 12.7 percent of the adult population in
the United States—one in eight people—is working to start a business. The GEM study also reports
that globally men are nearly twice as likely to start a business as women; that entrepreneurs are most
likely to launch their companies between the ages of 35 and 44; and that the majority of people in the
world see entrepreneurship as a good career choice.’” The health of the global economy and the level
of entrepreneurial activity are intertwined. “The world economy needs entrepreneurs,” says GEM
researcher Kent Jones, “and increasingly, entrepreneurs depend on an open and expanding world
economy for new opportunities and growth—through trade, foreign investment, and finance.”®

The United States and many other nations are benefiting from this surge in global entre-
preneurial activity. Eastern European countries, China, Vietnam, and many other nations whose
economies were state controlled and centrally planned are now fertile ground for growing small
businesses. Table 1.1 shows some of the results from a recent study that ranks 118 nations
according to the quality of the entrepreneurial environment they exhibit. Although troubled by
corruption, a poor ‘“ease of doing business” ranking, and a low quality entrepreneurial environ-
ment, Kenya is home to entrepreneurs of all ages who are hard at work solving problems that
range from healthcare and electricity shortages to providing clean water and fashionable clothing
to the nation’s 41 million residents.
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Courtesy of Stawi Foods and

Fruits

TABLE 1.1 Entrepreneurship-Friendly Nations

Which nations provide the best environment for cultivating entrepreneurship? A recent study ranked

121 countries on the quality of the entrepreneurial environment using the Global Entrepreneurship

and Development Index (GEDI), which includes a variety of factors that range from the availability of
capital and workforce quality to attitudes toward entrepreneurs and technology available. The maximum
GEDI score is 100.

GEDI Score, Top Ten Countries GEDI Score, Bottom Ten Countries
1. United States 82.5 109. Madagascar 19.6
2. Canada 81.7 110. Ivory Coast 19.4
3. Australia 77.9 111. Uganda 19.3
4. Sweden 73.7 112. Mali 18.8
5. Denmark 72.5 113. Pakistan 18.7
6. Switzerland 70.9 114. Mauritania 18.5
7. Taiwan 69.5 115. Sierra Leone 17.6
8. Finland 69.3 116. Burundi 15.5
9. Netherlands 69.0 117. Chad 15.0

10. United Kingdom 68.6 118. Bangladesh 13.8

Source: “GEDIndex 2014,” The Global Entrepreneurship and Development Institute, 2013, http://www.thegedi.org/.

m ENTREPRENEURIAL PROFILE: Eric Muthomi: Stawi Foods and Fruits Eric Muthomi

grew up in Meru, Kenya, and studied law at the Catholic University of East Africa. While
Muthomi was earning his law degree, his goal was to start his own business. After graduating
in 2010, Muthomi, just 26 years old, launched Stawi Foods and Fruits, a company that makes a
unique banana flour that is used for baking, making baby food, and preparing ugali, a staple
dish in Kenya. Muthomi, who also studied entrepreneurship and banana processing, says that
coming up with his business idea was simple because his hometown of Meru is a center for
banana growers and processors. Stawi Foods and Fruits benefited from the publicity and rec-
ognition that came after Muthomi won Jitihada, Kenya’s national business plan competition,
beating out 3,439 other business ideas. Getting into business in Kenya was not easy, however;
Muthomi says getting necessary permits and licenses for a food business from various govern-
ment entities is time-consuming and “tiresome.” Despite facing challenges, Stawi Foods and
Fruits, which employs five people, reached its breakeven point in less than one year, and
Muthomi is reinvesting profits into the company to fuel its growth. The determined entrepre-
neur already has his sights set on exporting his company’s banana flour to other African na-
tions and eventually other continents. When asked what advice he could offer to other aspiring
entrepreneurs, Muthomi recommends that they should not wait for conditions to be perfect
before they launch their businesses; instead, they should start with whatever resources they
have and grow from there.® &

Wherever they may choose to launch their companies, these business builders con-
tinue to embark on one of the most exhilarating—and frightening—adventures ever known:
launching a business. It’s never easy, but it can be incredibly rewarding, both financially and
emotionally. It can be both thrilling and dangerous, like living life without a safety net. Still,
true entrepreneurs see owning a business as the real measure of success. Indeed, entrepre-
neurship often provides the only avenue for success to those who otherwise might have been
denied the opportunity.

Who are these entrepreneurs, and what drives them to work so hard with no guarantee of
success? What forces lead them to risk so much and to make so many sacrifices in an attempt
to achieve an ideal? Why are they willing to give up the security of a steady paycheck working
for someone else to become the last person to be paid in their own companies? This chapter will
examine the entrepreneur, the driving force behind the U.S. economy.
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What Is an Entrepreneur?

An entrepreneur is one who creates a new business in the face of risk and uncertainty for the pur-
pose of achieving profit and growth by identifying significant opportunities and assembling the
necessary resources to capitalize on them. Although many people come up with great business
ideas, most never act on their ideas. Entrepreneurs do. In his 1911 book The Theory of Economic
Development, economist Joseph Schumpeter wrote that entrepreneurs are more than just business
creators; they are change agents in society. The process of creative destruction, in which entrepre-
neurs create new ideas and new businesses that make existing ones obsolete, is a sign of a vibrant
economy. Although this constant churn of businesses—some rising, others sinking, new ones
succeeding, and many failing—concerns some people, in reality it is an indication of a healthy,
growing economic system that is creating new and better ways of serving people’s needs and
improving their quality of life and standard of living. Schumpeter compared the list of leading
entrepreneurs to a popular hotel’s guest list: always filled with people but rarely the same ones. '

High levels of entrepreneurial activity translate into high levels of business formation and
destruction and make an economy more flexible and capable of adapting to structural changes
in the competitive landscape. One reason the U.S. economy has been so successful over time is
the constant churn that results from the rapid pace at which entrepreneurs create new businesses,
destroy old ones, and upend entire industries with their creativity and ingenuity. Entrepreneurs are
important change agents in the global economy, uprooting staid industries with fresh new busi-
ness models that spot market opportunities and deliver the products and services customers want.

m ENTREPRENEURIAL PROFILE: Jennifer Hyman and Jenny Fleiss: Rent the Runway

While in college, Jenn Hyman came up with the idea for a designer clothing rental busi-
ness, Rent the Runway, that would disrupt the fashion industry after she witnessed one of her
sister’s “closet full of clothes, but nothing to wear” moments during Thanksgiving break. When
she returned to school, she shared her idea with a suitemate, Jenny Fleiss, and the two collegiate
entrepreneurs launched the company that rents high-end, designer clothing, accessories, and
jewelry to customers at a fraction of the regular retail price. To test their business model (think
“Netflix meets high fashion”), they used their savings to purchase 100 dresses and set up a pop-up
shop on campus that proved to be a hit. The shop’s success convinced the entrepreneurial pair that
their business idea was valid and led them to conduct focus groups with more than 1,000 women,
which gave them valuable insight into refining their business model and pricing strategy. Since
starting Rent the Runway in 2009, Hyman and Fleiss have raised nearly $55 million in four rounds
of financing from a “who’s who" list of venture capital firms and assembled an inventory of tens
of thousands of dresses from more than 170 designers, such as Nicole Miller, Vera Wang, Versace,
and Dolce and Gabbana. Customers go online, select the dress they want, enter their size
(a backup size comes free), and specify the rental date; returns are as easy as dropping the dress
into a prepaid return envelope. “We deliver Cinderella moments,” says Hyman. Rent the Runway,
which became cash-flow positive in less than one year, now has more than 3 million members, and
financial experts estimate its value at $240 million."" |

LO2
Describe the entrepreneurial
profile.

entrepreneur

one who creates a new
business in the face of risk
and uncertainty for the
purpose of achieving profit
and growth by identifying
significant opportunities
and assembling the neces-
sary resources to capitalize
on them.

ENTREPRENEUR? PUDE/
I'VE GOT BUPPIES WHO
CALL THEMSELVES
ENTREPRENEURS.
TRUST ME...
e

FITCHr TVE FINALLY
PECIPED ON MY
LIFE'S CALLING.

[ THINK TLL BE AN
ENTREPRENEUR.

52012 Steve Kelley & Jeff Parker, Dist, by King Features Syndicate, Inc.
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AT JUST FRENCH
FOR UNEMPLOYED.
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FIGURE 1.2

Percentage

of Start-Up
Companies in
the United States

Source: Business Dynamics
Statistics Data Tables:
Firm Characteristics, U.S.
Department of Commerce,
U.S. Census Bureau, 2013,
http://www.census.gov/ces/
dataproducts/bds/data_firm
html.
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Unfortunately, in the United States, the percentage of private companies that are start-up
businesses (those companies that are less than one year old), the primary source of the economy’s
healthy churn, has been declining since the late 1970s (see Figure 1.2). Although many entre-
preneurs fail, some more than once, those who succeed earn the satisfaction of creating value
for their customers and wealth for themselves—all while working at something they love to do.
Some of them create companies that change the world.

Researchers have invested a great deal of time and effort over the last few decades trying
to paint a clear picture of “the entrepreneurial personality.” Although these studies have identi-
fied several characteristics entrepreneurs tend to exhibit, none of them has isolated a set of traits
required for success. We now turn to a brief summary of the entrepreneurial profile.'?

1. Desire for responsibility. Entrepreneurs feel a deep sense of personal responsibility for the
outcome of ventures they start. They prefer to be in control of their resources, and they use
those resources to achieve self-determined goals. Deborah Sullivan, a lifelong serial entre-
preneur realized at the age of 16 that she did not want to spend her life working for others.
“You’re stuck by all of these different rules [when you work for someone else],” she says.
“I wanted to create something for myself.” Sullivan has been an entrepreneur since she
was 22 years old, when she launched a hair salon and spa in Atlanta, Georgia. In 2012, at
the age of 60, Sullivan started Consign Werks, a consignment shop in Greenville, South
Carolina, which she says has been the most gratifying of her entrepreneurial ventures
perhaps because she knew almost nothing about the business until she spent months
researching and learning everything she could about consignment shops."?

2. Preference for moderate risk. Entrepreneurs are not wild risk takers but are instead calculated
risk takers. Lee Lin, who left his job at a large investment bank to start RentHop, an online
service that helps renters find the ideal apartment in New York City, says that entrepreneurs
who risk everything typically do not stay in business very long. Lin says that to minimize risk,
he manages his company’s finances carefully and focuses on profitable growth opportunities.'
A study of the founders of the businesses listed as /nc. magazine’s fastest-growing companies
found no correlation between risk tolerance and entrepreneurship. The common belief that en-
trepreneurs prefer taking big risks is a myth. Unlike “high-rolling, riverboat gamblers,” entre-
preneurs rarely gamble. Their goals may appear to be high—even impossible—in others’ eyes,
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but entrepreneurs see the situation from a different perspective and believe that their goals are
realistic and attainable.

m ENTREPRENEURIAL PROFILE: Patrick Mish: M-Edge Accessories

Patrick Mish took his father’s advice to take the safe route by earning an
engineering degree and getting a stable job. After earning a PhD in aero-
acoustics from Virginia Polytechnic Institute and State University, Mish went to
work for Northrop Grumman, where he was a member of the team that was
responsible for creating the next generation of super-stealthy destroyers, but
he wasn't happy. Mish spent his days in a cubicle dealing with corporate
bureaucracy but dreamed of owning a business of his own. He and his wife,
Devon, had purchased one of the first e-readers on the market and discovered
that there were very few accessories to enhance its use. That's when the idea to
start a business that sells e-reader accessories came to him. Mish began contact-
ing manufacturers with his designs and found one that could produce quality
products and was willing to make them in the small quantities Mish ordered at
first. Although he was not yet ready to take the plunge into full-time entrepre-
neurship, Mish began selling a small selection of accessories online after work.
Realizing that he needed sales experience, Mish left his engineering job and
became a sales representative for a small information technology firm before
leaving to operate M-Edge full time. Mish says that by then, starting a business
was not a huge risk because he had taken the necessary steps to prepare him-
self to be a successful entrepreneur. Today, M-Edge generates more than $37 million in an-
nual sales of e-book accessories and has appeared on Inc. magazine’s list of fastest-growing
companies.”” W

Courtesy of M-Edge Accessories

Like Patrick Mish, entrepreneurs usually spot opportunities in areas that reflect their
passions, knowledge, backgrounds, or experiences, which increases their probability of
success. Successful entrepreneurs are not as much risk takers as they are risk eliminators,
systematically removing as many obstacles to the successful launch of their ventures as
possible. One of the most successful ways of eliminating risks is to build a viable business
plan for a venture.

3. Self-reliance. Entrepreneurs must fill multiple roles to make their companies successful,
especially in the early days of a start-up. Because their resources usually are limited, they
end up performing many jobs themselves, even those they know little about. Yet, entrepre-
neurs demonstrate a high level of self-reliance and do not shy away from the responsibility
for making their businesses succeed. Perhaps that is why many entrepreneurs persist in
building businesses even when others ridicule their ideas as follies.

4. Confidence in their ability to succeed. Entreprencurs typically have an abundance of
confidence in their ability to succeed and are confident that they chose the correct career
path. Entrepreneurs’ high levels of optimism may explain why some of the most successful
entrepreneurs have failed in business—often more than once—before finally succeeding.

m ENTREPRENEURIAL PROFILE: David Steinberg: XL Marketing In 2004, David

Steinberg’s company, InPhonic, a business that sold mobile phones and services, made
it to the top of /nc. magazine’s list of the fastest-growing small companies in the United
States. By 2007, however, the company’s fast growth outstripped its cash flow, and InPhonic
filed for Chapter 11 bankruptcy before Steinberg sold it to an investment firm. While he was
closing the InPhonic chapter of his entrepreneurial experience, Steinberg was launching
another company, XL Marketing, which provides lead-generation and customer-acquisition
services for other businesses. With his second venture, Steinberg learned from the mistakes
he made with InPhonic, securing adequate financing, managing carefully XL Marketing’s
financial resources, and controlling the company’s growth rate. Like Steinberg, smart entre-
preneurs recognize that their failures can be the source of some of the lessons that lead them
to their greatest successes.'® Wl

5. Determination. Some people call this characteristic “grit,” the ability to focus intently
on achieving a singular, long-term goal. Studies show that grit is a reliable predictor of
achievement and success, whether the goal involves launching a successful business,
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winning the Scripps National Spelling Bee, or excelling in professional sports.'” (One
recent study concludes that top performance in the National Football League’s Combine,
in which players who are entering the league’s draft perform short physical and mental
tasks, has no consistent statistical relationship to subsequent performance in the league.)
Successful entrepreneurs demonstrate high levels of determination, especially in the face
of challenging circumstances. “Failure was not an option for me,” says Alexander Gomez,
founder of New Wave Surgical, a highly successful company that designs, patents, and
markets laparoendoscopic medical devices used in surgery. “I had everything on the line.
It was all or nothing for me.”'® Research by Robert Fairlie of the University of California,
Santa Cruz, shows that the Great Recession, which began in late 2007, spawned a surge in
entrepreneurship in the same types of businesses typically launched in prosperous times. "
Perhaps that explains why 57 percent of the Fortune 500 companies were launched in
either a recession, a “bear” market, or both.?

m ENTREPRENEURIAL PROFILE: Romesh Wadhwani: Aspect Development Five

years after starting a canteen with several other students on the campus of
Mumbai’s Indian Institute of Technology in 1964 with an investment of 100 rupees
(about $10), Romesh Wadhwani arrived in the United States with just $3.48 in his pocket. He
earned a master’s degree and a PhD in bioengineering from Carnegie Mellon University in
Pittsburgh, Pennsylvania, and renewed his passion for entrepreneurship by launching a com-
pany that provided computer-based security and energy management services during the
short recession of 1991. Wadhwani convinced an angel investor to invest $30,000 and pitched
his idea to 125 venture capital firms before he found one that was willing to finance a
business started by an entrepreneur with no experience. Just nine years later, Wadhwani sold
Aspect Development to i2 technologies for $9.3 billion. Wadhwani says it never occurred to
him to give up, and ultimately his tenacity paid off.?' B

. Desire for immediate feedback. Entrepreneurs enjoy the challenge of running a business,

and they like to know how they are doing and are constantly looking for feedback. The
feedback they receive from their businesses drives them to set higher standards of perfor-
mance for their companies and themselves.*

. High level of energy. Entrepreneurs are more energetic than the average person. That

energy may be a critical factor given the incredible effort required to launch a start-up
company. Long hours and hard work are the rule rather than the exception, and the pace can
be grueling. According to a recent survey by Bank of America, 72 percent of small business
owners work more than 40 hours per week.” Another recent survey by Sage Software reports
that 37 percent of business owners work more hours per week than they did just five years
ago.24 Will Schroter, an entrepreneur who has launched numerous companies, including

Go Big Network, an online community for entrepreneurs, says that he works at 1:30 in the
morning because he is the founder of a start-up and start-up founders often don’t have time
to sleep because their work is never-ending. He laughs, adding that he can catchup on his
sleep in several years when his company has grown and matured and has levels of managers
to handle the immense workload that he currently manages himself.>

. Future orientation. Entrepreneurs have a well-defined sense of searching for opportuni-

ties. They look ahead and are less concerned with what they did yesterday than with what
they might do tomorrow. Not satisfied to sit back and revel in their success, real entrepre-
neurs stay focused on the future. A year after William Roetzheim’s software company,
Marotz, landed on Inc. magazine’s list of the 500 fastest-growing companies in the United
States, he sold it and launched another company, Cost Xpert Group, which sells a cost-
estimating tool he had developed at Marotz. When Cost Xpert Group reached about

$5 million in annual sales, he sold it. “I always plan to sell when I get to $5 million,” says
Roetzheim. “T like starting companies. I don’t want to run something big.” Roetzheim
recently started another company, Level 4 Ventures, which provides project management
software. His plan for the future? Expand Level 4 Ventures to $5 million in sales, sell it,
and start another company.*
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Entrepreneurs see potential where most people see only problems or nothing at all, a
characteristic that often makes them the objects of ridicule (at least until their ideas become
huge successes). Whereas traditional managers are concerned with managing available
resources, entrepreneurs are more interested in spotting and capitalizing on opportunities.
In the United States, 59 percent of those engaged in entrepreneurial activity are opportunity
entrepreneurs, people who start businesses because they spot an opportunity in the mar-
ketplace, compared to necessity entrepreneurs, those who start businesses because they
cannot find work any other way.*’

m ENTREPRENEURIAL PROFILE: AJ Forsythe and Anthony Martin: iCracked After

California Polytechnic State University student AJ Forsythe cracked the screen on his
iPhone for the sixth time in just 18 months, the long-time tinkerer decided to fix his phone
himself using parts he purchased on eBay. A few hours later, with his phone as good as new,
Forsythe realized he had discovered a significant business opportunity and decided to
launch iCracked, an iPhone, iPad, and iPod repair service, from his dorm room to serve other
Cal Poly students. The business grew quickly, and Forsythe teamed up with fellow students
Leslee Lambert and Anthony Martin to turn iCracked into a full-time business. The entrepre-
neurs reworked their business model, choosing to train self-employed technicians, who
would buy parts from iCracked to repair their customers’ devices. The young entrepreneurs
took a chance and used credit cards to finance iCracked, often rolling up credit card bal-
ances of $30,000 to $40,000 per month. Today, iCracked generates $1.4 million in annual
sales and has thousands of satisfied customers and nearly 350 technicians across the United
States and in 11 other countries. To give back to the community, the entrepreneurs recently
opened a retail store in a renovated hotel in Long Beach, California, that employs adult
foster youth and provides them with a safe place to live. Forsythe says he and his cofounders
have had so much fun launching iCracked that they cannot wait to see what their business
brings next.”® W

Serial entrepreneurs, those who repeatedly start businesses and grow them to a
sustainable size before striking out again, push this characteristic to the maximum. The
majority of serial entrepreneurs are leapfroggers, people who start a company, manage its
growth until they get bored, and then sell it to start another. A few are jugglers (or parallel
entrepreneurs), people who start and manage several companies at once. Serial entrepre-
neurs instinctively know that the process of creating a company takes time and choose to
pursue several ideas at the same time.”® The Entrepreneur State of Mind study reports that
54 percent of business owners are serial entrepreneurs.”” “The personality of the serial en-
trepreneur is almost like a curse,” admits one entrepreneurial addict. “You see opportunities
every day.”*' At age 81, serial entrepreneur David Gilmour says he has been trying to retire
for four decades, but opportunities just kept coming his way. “None of my start-ups were
based on searching for something to do,” claims Gilmour, who has founded 11 companies
(some of which failed) that range from a stereo maker and a luxury resort to bottled water
and a gold mine. “I get the vision and the passion for the next project,” he says. “It must
see the light of day.”*

It’s almost as if serial entrepreneurs are addicted to launching businesses. “Starting a
company is a very imaginative, innovative, energy-driven, fun process,” says Dick Kouri,
who has started 12 companies in his career and now teaches entrepreneurship at the
University of North Carolina. “Serial entrepreneurs can’t wait to do it again.”**

Skill at organizing. Building a company “from scratch” is much like piecing together a
giant jigsaw puzzle. Entrepreneurs know how to put the right people together to accom-
plish a task. Effectively combining people and jobs enables entrepreneurs to transform
their visions into reality. “Great entrepreneurship is in the execution,” says Eric Paley, an
entrepreneur-turned-venture-capitalist.*

Value of achievement over money. One of the most common misconceptions about en-
trepreneurs is that they are driven wholly by the desire to make money. To the contrary,
achievement seems to be entrepreneurs’ primary motivating force; money is simply a
way of “keeping score” of accomplishments—a symbol of achievement. What drives

opportunity
entrepreneurs
entrepreneurs who start
businesses because they
spot an opportunity in the
marketplace.

necessity
entrepreneurs
entrepreneurs who start
businesses because they
cannot find work any
other way.

serial entrepreneurs
entrepreneurs who repeat-
edly start businesses and
grow them to a sustainable
size before striking out
again.
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entrepreneurs goes much deeper than just the desire for wealth. Economist Joseph
Schumpeter claimed that entrepreneurs have “the will to conquer, the impulse to fight, to
prove oneself superior to others, to succeed for the sake, not of the fruits of success, but
of success itself.” Entrepreneurs experience “the joy of creating, of getting things done, or
simply of exercising one’s energy and ingenuity.”>

Other characteristics that entrepreneurs tend to exhibit include the following:

High degree of commitment. Entrepreneurship is hard work, and launching a company
successfully requires total commitment from an entrepreneur. Business founders often
immerse themselves completely in their companies. Most entrepreneurs must overcome
seemingly insurmountable barriers to launch a company and keep it growing. That requires
commitment and fortitude. Oleg Firer, who at age 12 emigrated to the United States from
Russia with his family, cofounded Unified Payments when he was 29. The debit and credit
card processing company handles $10 billion in transactions for more than 100,000 merchants
annually. Many people dream of launching their own companies; entrepreneurs such as
Firer muster the commitment to actually do it. Firer says that the primary reasons for his
success are his refusal to accept “no” as an answer and his “all-in” attitude toward his
business.*

Tolerance for ambiguity. Entrepreneurs tend to have a high tolerance for ambiguous,
ever-changing situations, the environment in which they most often operate. This ability

to handle uncertainty is critical because these business builders constantly make decisions
using new, sometimes conflicting information gleaned from a variety of unfamiliar sources.
Based on his research, entrepreneurial expert Amar Bhidé€ says that entrepreneurs exhibit a
willingness to jump into ventures even when they cannot visualize what the ultimate out-
come may be.”’

Creativity. One of the hallmarks of entrepreneurs is creativity. They constantly come up
with new product or service ideas, unique ways to market their businesses, and innovative
business models. Their minds are constantly at work developing unique business models,
services, and products. Davide Vigano, Mario Esposito, and Maurizio Macagno, founders
of Heapsylon, focused their creativity on developing practical wearable technology de-
signed to improve people’s lives. One of the products their company has created is Sensoria
fitness socks, which are made from a proprietary fabric equipped with sensors and include
an electronic anklet that reads signals from the sensors. The anklet transmits information to
the runner’s smart phone via an app that shows his or her speed, number of steps, distance
traveled, and calories burned. The sophisticated device also tracks the runner’s cadence,
foot-landing technique, and weight distribution on the foot. If Sensoria detects a problem,
such as heel striking or overpronating, it offers the runner real-time verbal coaching cues
to remedy it, allowing the runner to avoid injuries.* You will learn more about the creative
process and how to stimulate entrepreneurial creativity in Chapter 2.

Flexibility. One hallmark of true entrepreneurs is their ability to adapt to the changing
needs and preferences of their customers and the changing demands of the business envi-
ronment. In this rapidly changing global economy, rigidity often leads to failure. Success-
ful entrepreneurs learn to be masters of improvisation, reshaping and transforming their
businesses as conditions demand. Research by Saras Sarasvathy, a professor at the Univer-
sity of Virginia’s Darden School of Business, shows that entrepreneurs excel at effectual
reasoning, which “does not begin with a specific goal.” Instead, says Sarasvathy, “it begins
with a given set of means and allows goals to emerge contingently over time from the var-
ied imagination and diverse aspirations of the founders and the people they interact with.
Effectual thinkers are like explorers setting out on voyages into uncharted waters.” Entre-
preneurs set goals, but their goals are flexible. Sarasvathy compares entrepreneurs to “iron
chefs,” who prepare sumptuous meals when handed a hodgepodge of ingredients and given
the task of using their creativity to come up with an appetizing menu. Corporate CEOs, on
the other hand, develop a plan to prepare a specific dish and then create a process for mak-
ing that dish in the most efficient, expeditious fashion.*’
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Resourceful. Entrepreneurs excel at getting the most out of the resources that are available,
however limited they may be. They are skilled at bootstrapping, a strategy that involves
conserving money and cutting costs during start-up so that entrepreneurs can pour every
available dollar into their businesses.

m ENTREPRENEURIAL PROFILE: Ryan Barr: WhippingPost.com After holding a

series of uninspiring jobs, Ryan Barr, a musician, started an online company,
WhippingPost.com, that markets high-quality leather products, such as guitar cases, guitar
straps, tote bags, and “picker’s wallets.” Like many cash-starved entrepreneurs, Barr used
bootstrapping to launch and grow his company. He would save enough money, buy some
leather, and make a prototype. Once he had saved enough money, Barr visited a leather
manufacturer in Leon, Mexico, to whom he outsourced production of the company’s prod-
ucts. Priced at $825, Barr’s initial product, guitar cases, appealed to a limited audience, so he
came up with the idea of a picker’s wallet, one that has a slot designed specifically to hold a
guitar pick so that guitar players no longer have to resort to their standard practice of storing
picks between their credit cards. Barr sent press releases about his picker’s wallet to numerous
fashion, design, and music blogs, which generated several posts and good publicity. Priced
between $31 and $37, the picker's wallet is now the company’s best-selling item and has
helped WhippingPost.com surpass $200,000 in annual sales.** ®

Willingness to work hard. Entrepreneurs work hard to build their companies, and there
are no shortcuts around the workload. In his book Outliers: The Story of Success, Malcolm
Gladwell observes that the secret to success in business (or sports, music, art, or any other
field) is to invest at least 10,000 hours practicing and honing one’s skills. “What’s really in-
teresting about this 10,000-hour rule is that it applies virtually everywhere,” says Gladwell.
For instance, Mark Cuban, billionaire owner of the Dallas Mavericks of the National
Basketball Association and founder of Broadcast.com, the leading provider of multimedia
and streaming on the Internet (which he sold to Yahoo! for $5.7 billion), says he worked
for seven years without taking a day off to launch his first business, MicroSolutions, a
computer systems integrator. Cuban spent his days making sales calls, and at night and on
weekends he studied and practiced to learn everything he could about computers.*' Entre-
preneurs often capitalize on opportunities through sheer amounts of hard work through
which they test, invalidate, test again, and finally validate their ideas. A great idea may
come to an entrepreneur in a single moment, but building a successful business from that
idea takes time and lots of hard work.*

Tenacity. Obstacles, obstructions, and defeat typically do not dissuade entrepreneurs from
doggedly pursuing their visions. They simply keep trying. Hurricane Sandy nearly wiped
out Jackie Summers’s company, Jack from Brooklyn, which produces a unique artisanal
alcoholic beverage called sorel in an old warehouse in Brooklyn’s historic Red Hook dis-
trict. Despite the loss of product, equipment, and sales, Summers persevered and rebuilt
his business. Summers’s spirit of tenacity, willingness to concentrate on a single unsur-
mountable task each day, and accomplishment of each task enabled him to recover from
the devastating loss.*’ Noting the obstacles that entrepreneurs must overcome, economist
Joseph Schumpeter argued that success is “a feat not of intellect but of will.” Rick Smolan
quit his job as a magazine photojournalist to launch A Day in the Life Inc., a company that
publishes eye-popping coffee table books that feature photographs by professional photog-
raphers who swarm a particular country and capture its essence in 24-hour marathon photo
sessions. “I met with 35 publishers,” says Smolan. “Every single one of them told me what
an incredibly stupid idea A Day in the Life was.” Smolan persisted, and his company went
on to produce 11 books that sold more than 5 million copies before he sold it to start an-
other business.**

What conclusion can we draw from the volumes of research conducted on the entrepre-
neurial personality? Entrepreneurs are not of one mold; no one set of characteristics can predict
who will become entrepreneurs and whether they will succeed. Indeed, diversity seems to be a
central characteristic of entrepreneurs. One astute observer of the entrepreneurial personality
explains, “Business owners are a culture unto themselves—strong, individualistic people who

bootstrapping

a strategy that involves
conserving money and cut-
ting costs during start-up so
that entrepreneurs can pour
every available dollar into
their businesses.
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Vision 76%
Passion 73%
Drive 64%
Integrity 53%

Innovation 49%

Quality

Risk-taking 46%
Resilience 42%
Proactive approach 41%
Relentless customer focus 38%

Ability to work with teams 37%
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Percentage of Entrepreneurs Citing

FIGURE 1.3
Most Important Qualities of an Entrepreneur

Source: Nature or Nurture: Decoding the DNA of the Entrepreneur, Ernst & Young, 2011, p. 17, http://www.ey.com/GL/en/Services/
Strategic-Growth-Markets/Nature-or-nurture--Decoding-the-DNA-of-the-entrepreneur---Entrepreneurs-share-core-traits.

scorn convention—and nowadays, they’re driving the global economy.”* Indeed, entrepreneurs
tend to be nonconformists, a characteristic that seems to be central to their views of the world
and to their success.

As you can see from the examples in this chapter, anyone, regardless of age, race, gender,
color, national origin, or any other characteristic, can become an entrepreneur (although not
everyone should). There are no limitations on this form of economic expression. Entrepreneur-
ship is not a mysterys; it is a practical discipline. Entrepreneurship is not a genetic trait; it is a skill
that most people can learn. It has become a very common vocation. The editors of Inc. magazine
claim, “Entrepreneurship is more mundane than it’s sometimes portrayed. . . . You don’t need to be
a person of mythical proportions to be very, very successful in building a company.* Figure 1.3
summarizes the qualities that company founders say are most important to entrepreneurs.

LO3A The Benefits of Entrepreneurship
Describe the benefits of

entreprenensship. Surveys show that owners of small businesses believe they work harder, earn more money, and

are more satisfied than if they worked for someone else. Before launching any business venture,
every potential entrepreneur should consider the benefits of small business ownership.

Opportunity to Create Your Own Destiny

Owning a business provides entrepreneurs the independence and the opportunity to achieve what
is important to them. Entrepreneurs want to “call the shots” in their lives, and they use their busi-
nesses to make that desire a reality. “Owning your own business means you have some say in
deciding what your destiny is going to be,” says Kathy Mills, founder of Strategic Communica-
tions, a highly successful information technology company in Louisville, Kentucky.*’
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For many entrepreneurs, living where and how they choose is one of the principal benefits of

controlling their destinies through business ownership.

m ENTREPRENEURIAL PROFILE: Alan Blado: Liquid
Descent Alan Blado had a successful career as a stock-
broker in Colorado Springs, Colorado, but found his work unsat-
isfying. Nor did he enjoy wearing a suit to work every day. Blado
had worked as a whitewater rafting guide in college and loved
the thrill and beauty of being on the river. Several prime rivers,
including the Colorado River and the Eagle River, were nearby,
and Blado decided to open his own whitewater rafting business.
Blado bootstrapped his business, keeping his job and living with
his parents for a few years so that he could save enough money
to get into business. With the money he saved, Blado purchased
a failed rafting business, renamed it Liquid Descent, and began
marketing rafting trips with an emphasis on safety and customer
satisfaction. Now with two Colorado locations in Idaho Springs
and Kremmling, Blado works seven days a week during the busy |
summer season. Blado does not consider his calling to be work #
because he spends most of his days on the water in beautiful
places with his clients doing what he loves.*® B
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Courtesy of Liquid Descent

Like Alan Blado, entrepreneurs reap the intrinsic rewards of knowing that they are the
driving forces behind their businesses.

Opportunity to Make a Difference

Increasingly, entrepreneurs are starting businesses because they see an opportunity to make
a difference in a cause that is important to them. Known as social entrepreneurs, these busi-
ness builders seek innovative solutions to some of society’s most vexing problems. They use
their skills not only to create profitable business ventures but also to achieve social and envi-
ronmental goals for society as a whole. Their businesses often have a triple bottom line that
encompasses economic, social, and environmental objectives. These entrepreneurs see their
businesses as mechanisms for achieving social goals that are important to them as individu-
als. Whether it is providing low-cost, sturdy housing for families in developing countries or
establishing a recycling program to preserve Earth’s limited resources, these entrepreneurs
are finding ways to combine their concerns for social issues and their desire to earn a good
living.

m ENTREPRENEURIAL PROFILE: Jessica Matthews and Julia Silverman: TOYOTA

Uncharted Play Jessica Matthews and Julia Silverman drew the inspiration
for their business, Uncharted Play, from their travels abroad during college. Every-
where they went, even in the most poverty-stricken areas, they saw children playing
soccer, an observation that led them to create the Soccket ball, an energy-harnessing
soccer ball, as part of an engineering class for non-engineers. Their goal was to cre-
ate a for-profit company whose goal is to improve the lives of the 1.4 billion people
around the world who have no access to electricity. The Soccket ball is a regulation-
size soccer ball that contains a motion-activated chargeable battery pack sur-
rounded by a foam core and acts as a portable generator, capturing and storing
energy during play that people can use later to operate lights, cell phones, mini-
refrigerators, and other devices. The Soccket ball has a small flip cap that covers an
electric socket into which users can plug various devices. For every 15 minutes of
play, the Soccket ball can power an LED lamp for three hours. “We're also thinking
of how everything from basketballs to volleyballs can be useful,” Matthews says.
“Making a difference doesn’t have to be serious and boring. It can be as simple and
fun as playing soccer.”* H

Evan Agostini/AP Photo

Matthews and Silverman are just two of millions of social entrepreneurs who have started
for-profit businesses with a broader goal of making the world a better place to live.

social entrepreneurs
entrepreneurs who use their
skills not only to create prof-
itable businesses but also

to achieve economic, social,
and environmental goals
for the common good.

Bank of Amer
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ﬁl You Be the Consultant

Decoding the DNA of the Entrepreneur

Management consulting firm Ernst & Young has developed the
following model of an entrepreneur:

Nucleus. At the center of the model lie the entrepreneur’s
complementary characteristics of an opportunistic mindset
and an attitude of tolerance of risk and failure.

Opportunistic mindset. One of the hallmarks of entre-
preneurs is their ability to spot opportunities where others
do not. They know that although disruptions create prob-
lems, they also create opportunities for those who are pre-
pared to capitalize on them. Avid beekeepers Tim Dover
and Susan Gardner turned their hobby into a bee supply
business that they operated out of their homes and then
into a retail store in tiny Traveler’s Rest, South Carolina,
when a new state law required beekeepers who produce
more than 400 gallons of honey per year for resale to pro-
cess their honey in a Department of Agriculture-approved
honey house. “That's when we decided to turn our little
home-based hobby business into a store,” says Gardner.
The entrepreneurs launched Carolina Honey Bee Company,
purchased a building in the town’s revitalized business
district, and converted it into a state-approved honey
house that includes retail space for beekeeping supplies
and local honey for nearby residents and area tourists.
Although Gardner and Dover are not yet drawing salaries,
Carolina Honey Bee Company is generating positive cash
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flow. “We started this business on a shoestring budget,”
says Dover, “and we're at a point that it's funding its own
growth.” Surging interest in both beekeeping and in local
food products are fueling their company’s growth. The en-
trepreneurs’ goal is to have multiple stores in several states
within five years. “We want it to be a brand,” says Dover.

Tolerance of risk and failure. Most people are risk
averse. Most entrepreneurs don't take extraordinary risks,
but they accept risk as a natural part of achieving big
goals. Lyn Strong studied graphic design and painting at
Western Carolina University in Cullowhee, North Carolina,
where she took a class on jewelry making on a whim.

She was captivated by the medium and, after graduation,
purchased jewelry-making equipment to set up a studio in
her small apartment. To learn the industry, she also took

a job at a local jewelry store and worked her way into the
store’s workshop. As her skills improved, Strong decided

to go out on her own, selling her hand-crafted jewelry at
arts and crafts shows and eventually opening a retail store
in Greenville, South Carolina. Customers appreciate her
highly detailed pieces, which feature precious gemstones,
silver, platinum, and gold, because of their “everyday wear-
ability,” she says. Recently, Strong made significant invest-
ments in technology and equipment so that she can pro-
duce pieces faster and expand her customer base nationally
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and internationally. “I've stood out on a limb most of my
life,” says the successful entrepreneur. “You have to take
risks to be successful, and | don't think you always are.”

Inner Ring. The inner ring of the model shows six character-
istics that are integral parts of the entrepreneurial personality:

Drive, tenacity, and persistence. To bring their business
ideas to life, entrepreneurs must demonstrate drive, tenacity,
and persistence. Entrepreneurs must overcome countless
obstacles on their way to building successful businesses.

Architect of own vision; passionate and focused. As
teens, copreneurs Larkin and Mark Hammond worked at
fast-food restaurants before going to college and taking
corporate jobs in California. For years, the Hammonds
dreamed of owning a restaurant. Finally, they decided

to leave their corporate jobs behind, sell everything they
owned, and move to the East Coast, where they pur-
chased a small lakeside restaurant in Lake Lure, North
Carolina. Risky? “That's where Larkin comes in,” laughs
Mark. “She has a lot of confidence.” The Hammonds
quizzed all of their customers about their favorite dishes,
items they would like to see on the menu, and décor ideas
and integrated everything they learned into revamping the
restaurant. Within three years, Larkins on the Lake was
earning a profit and providing the couple with salaries
that exceeded their former corporate paychecks. Four-
teen years after they started, the entrepreneurial couple
owns six restaurants and a catering business, but both of
them agree that success is doing something that they love
together.

Build an ecosystem of finance, people, and know-
how. Smart entrepreneurs know that they cannot do
everything themselves and build a team of professionals
to nurture and protect the business. While attending the
University of South Carolina, Allen Stephenson dreamed
of starting a business. Having operated a successful lawn
care business in high school, Stephenson had a head start
on the road to entrepreneurship. His inspiration came

one day as a result of a semester he spent abroad in Italy,
where he saw firsthand fine clothing made with attention
to detail; he took a pair of scissors to his collection of polo
shirts, cut away what he considered to be the best fea-
tures of each one, and stitched them back together into a
model “Frankenstein” shirt. He spent the next year work-
ing with several textile industry veterans, perfecting his
design for the perfect polo shirt and having samples made
by 11 factories in four countries. Stephenson launched
Southern Tide, ordered 5,500 shirts, and began calling on
independent men'’s shops to sell them. Most shop owners
declined, which prompted him to start giving the owners
a few shirts to wear or to give to their best customers. “I
started getting phone calls saying, ‘We need more. We
need more,"” he recalls. Sales accelerated quickly, and
Stephenson made an important and selfless decision to
bring in an experienced CEO, Jim Twining. “I was sure [the
business] was going to work if | just kept working at it

time.” Twining led Southern Tide in a $1.8 million round
of equity financing and developed a strategic plan to
guide its growth. Today, Southern Tide's product line has
grown well beyond the perfect polo shirt to include pants,
T-shirts, hats, belts, shoes, swimwear, and more and is sold
in nearly 600 stores in 43 states and on its Web site. Many
publications, including Inc. and Forbes, have recognized
Stephenson’s Southern Tide as one of the fastest-growing
small companies in the United States.

Seek out market niches and gaps. Entrepreneurs are
adept at finding lucrative niches and gaps in the market

that large businesses often overlook. After graduating from
Clemson University, Craig Pavlish, a fan of craft beers, worked
with his partners, who were experienced brew masters, to
open Growler Station (a growler is a special amber-colored
container used to carry fresh craft beer home from a
brewery), a craft brewery in Greenville, South Carolina. With
a vibrant downtown district filled with restaurants, perfor-
mance venues, and shops; a growing population of upscale,
educated young people; and a large international community,
Greenville proved to be the ideal location for a niche business
such as a craft brewery. “The trail has been blazed here in
Greenville,” says Pavlish. Growler Station’s unique process
and technology allows the small brewery to bottle beer in
growlers so that customers can take it home, unlike typical
growlers, which must be consumed immediately.

Live what you believe; build success, culture, and
values. As you have seen, entrepreneurs create company
cultures that reflect their values and belief systems.
Entrepreneurs often build businesses that seek to achieve
financial, social, and environmental goals that make their
communities—and the world—better places to live.

Be a nonconformist and a team player. Entrepre-

neurs tend to be nonconformists, choosing to do things
their own way. Just as many traditional managers would
find the life of an entrepreneur unsettling, so too would
entrepreneurs find the boundaries, rules, and traditions of
corporate life stifling and boring. Yet successful entrepre-
neurs recognize the importance of being team players.
They understand that accomplishing big goals requires a
broad set of skills that no one person has. Sisters Sophie
LaMontagne and Kallinis Berman were close growing up
but went their separate ways after college. LaMontagne
became a biotech expert, and Berman worked in the fashion
industry. In 2007, the sisters reunited to realize a dream they
had had since childhood: owning a bakery together. “We
quit our jobs, borrowed our grandmother’s cake recipes, and
took a leap of faith,” says LaMontagne. Today, the sisters
are at the helm of Georgetown Cupcake, a bakery that has
grown from a two-person shop outside of Washington, DC,
to a 350-person operation with stores in New York City,
Boston, Atlanta, and Los Angeles. “Having your sister as
your business partner gives you a huge head start,” says La
Montagne. “I'm not saying it's easy, but if anything goes
wrong, you know you've got your sister behind you.”

and getting the right people together,” he says. “I knew
it wouldn't work with what and who | alone knew at the

Outer Ring. The model’s outer ring includes many of the
entrepreneurial traits discussed in this chapter, including

(continued)
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resilience, teamwork, innovation, passion, leadership, integ- described here? Explain, giving specific examples from your
rity, quality, customer focus, flexibility, and vision. interview.
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nistic mindset and tolerance of risk and failure, fit together Greenville News, January 20, 2013, pp. 1E-2E; Lillia Callum-Penso, “An Original by

in the entrepreneur’s mind? Design,” Greenville News, October 14, 2012, pp. 1E-2E; Lillia Callum-Penso, “Feed-

ing a Passion,” Greenville News, November 11, 2012, pp. 1E-2E; Julia Savacool,
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Clarke Burns, “Riding the Tide,” Greenville News, August 5, 2012, pp. 1E-2E; Lillia

least one entrepreneur. Does he or she fit the model Callum-Penso, “Crafting a Culture,” Greenville News, July 29, 2012, pp. 1E-2E.

Opportunity to Reach Your Full Potential

Too many people find their work boring, unchallenging, and unexciting. But not entrepreneurs!
To them, there is little difference between work and play; the two are synonymous. Entrepre-
neurs’ businesses become their instruments for self-expression and self-actualization. They know
that the only boundaries on their success are those imposed by their own creativity, enthusiasm,
and vision. Owning a business gives them a sense of empowerment. While Elizabeth Elting was
in college, she worked in the translation industry, where she saw plenty of room for improvement.
After she met Phil Shawe at New York University’s Stern School of Business, the pair decided
to start TransPerfect Translations to provide timely, accurate translation services to companies
across the globe. Launched from a dorm room, TransPerfect Translations now employs more
than 2,000 people in 80 offices on six continents and generates annual sales of more than
$350 million. Elting and Shawe have financed the companies’ growth without any external fi-
nancing. Elting says she and Shawe enjoy having the freedom to make their own business deci-
sions and not having to explain them to investors or anyone else. The duo also agree there is
nothing they would rather be doing than running their own business.™

Opportunity to Reap Impressive Profits

Although money is not the primary force driving most entrepreneurs, the profits their businesses
can earn are an important motivating factor in their decisions to launch companies. A recent survey
by Wells Fargo reports that 72 percent of small business owners believe they are in a better finan-
cial position running their own businesses than working for a company in the same field.”' Several
studies, including one by the Institute for the Study of Labor, confirm this belief; the median salary
for entrepreneurs is 18 percent higher than that for employed workers.’> What explains the earning
differential? “While employees suffer from the ‘guard rails’ and ‘iron cages’ of corporate America,
entrepreneurs are able to create environments over time that maximize the value of their education
and skills,” notes one writer.® Entrepreneurs are not constrained by the boundaries that corporate
hierarchies impose on their employees; they are free to create value by making the best use of their
experience, skills, abilities, and ideas and, as a result, reap the financial benefits of their creative
efforts. Most entrepreneurs never become superrich, but many of them do become quite wealthy.
In fact, more than two-thirds of the billionaires on the Forbes list of the 400 richest Americans
are first-generation entrepreneurs!>* People who own their own businesses are more likely to be
millionaires than those who are employed by others. According to Russ Alan Prince and Lewis
Schiff, authors of The Middle Class Millionaire, more than 80 percent of middle-class million-
aires, those people with a net worth between $1 million and $10 million, own their own businesses
or are part of professional partnerships. (They also work an average of 70 hours a week.)> Indeed,
the typical millionaire’s business is not a glamorous, high-tech enterprise; more often, it is some-
thing much less glamorous—scrap metal, welding, auctioneering, garbage collection, and the like.

m ENTREPRENEURIAL PROFILE: Madison Robinson: Fish Flops When Madison Robinson

was just eight years old, she was living at the beach in Galveston Island, Texas, and came up
with the idea of flip flops for children adorned with sea creature motifs and LED lights. Five years
later, her father, Dan, a former banker, helped her turn her sketches into an actual product, Fish
Flops, and get some samples made so that she could display them at a trade show, which resulted in
more than 30 boutique stores placing orders. Using family and friend financing, Madison also
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launched a Web site and wrote to buyers at upscale department stores Nordstrom and Macy's, which
not only agreed to sell Fish Flops but also asked Madison to design a line of Fish Flops for women.
Madison used social media marketing to catch the attention of reporters, television show hosts
(including Entertainment Tonight’s Nancy O’Dell), and HSN's Tony Little. Her company also received
publicity after Madison convinced celebrities to sign 300 pairs of Fish Flops that she donated to
patients at a children’s hospital. As she enters the tenth grade, Madison already has sold more than
60,000 pairs of Fish Flops, generating more than $1.2 million in sales. In business just two years,
Madison’s company has diversified into apparel and children’s books and is already profitable, earn-
ing more than enough to cover her tuition for college, where she plans to study business.>® i

Playing a vital role in their local business systems and knowing that their work has a significant
impact on the nation’s economy is yet another reward for small business managers. Often, small
business owners are among the most respected and most trusted members of their communities.
Business deals based on trust and mutual respect are the hallmark of many established small
companies. These owners enjoy the trust and recognition they receive from the customers and the
communities they have served faithfully over the years. A recent Public Affairs Council survey
reports that 87 percent of adults have a favorable view of small businesses, compared to just
41 percent who view the federal government favorably.’” An earlier version of the same survey
reports that 68 percent of adults say they prefer doing business with a small local company that
charges somewhat higher prices than a large national company that offers lower prices.”

A common sentiment among small business owners is that their work really isn’t work. Most suc-
cessful entrepreneurs choose to enter their particular business fields because they have an interest
in them and enjoy those lines of work. They have made their avocations (hobbies) their vocations
(work) and are glad they did! In a recent Gallup poll, 51 percent of entrepreneurs said that if
money were no object, they would continue to work either full- or part-time in their businesses,
and 18 percent said they would start another business.”” These entrepreneurs are living Harvey
McKay’s advice: “Find something you love to do, and you’ll never have to work a day in your
life.” The journey rather than the destination is the entrepreneur’s greatest reward. “Rather than
have money be your primary motivator,” says Tony Hsieh, CEO of online shoe retailer Zappos,
a company that Hsieh sold to Amazon for $1.2 billion, “think about what you would be so pas-
sionate about doing that you’d be happy doing it for 10 years, even if you never made any money
from it. That’s what you should be doing. Your passion is what’s going to get you through the
hard times. Your passion is going to be contagious and rub off onto employees and have a ripple
effect on customers and business partners as well.”®

m ENTREPRENEURIAL PROFILE: lan McMenamin: Anything Coral When lan
McMenamin was in high school, he worked in a pet store and spent a lot of time near the
saltwater aquariums because he was fascinated by the beautifully colored coral in them.
McMenamin learned that the more colorful the coral, the higher its selling price and that it is pos-
sible to grow coral. He took some of the money he had saved from his part-time job and invested
in the equipment he needed to grow coral. His early efforts failed, but over time, McMenamin
engaged in extensive research and conducted his own experiments to learn which diets produced
the best results for his coral and was able to produce enough to sell to customers he found through
Craigslist. As his knowledge base grew, McMenamin began growing rare varieties of coral, which
attracted more customers, many of whom were willing and able to pay premium prices for rare
specimens of coral. While he was a sophomore at the University of Oregon, McMenamin invested
$12,000 in more sophisticated equipment and officially launched his company, Anything Coral. His
customer base grew, and today, McMenamin, who recently graduated from the University of
Oregon with a degree in business and entrepreneurship, rents a 1,500-square-foot room in the
basement of his apartment building in Eugene, Oregon, where he grows more than 400 varieties
of coral using environmentally sustainable methods. Anything Coral sells to more than 300 retail
and 30 wholesale customers around the world, including some of the world’s wealthiest coral
collectors, and has become one of the most successful coral distributors on the West Coast.5' B

Not only has McMenamin found a way to earn a living, but, more important, he is doing some-
thing he loves!
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LO3B

Describe the drawbacks of
entrepreneurship.

The Potential Drawbacks of Entrepreneurship

Owning a business has many benefits and provides many opportunities; however, anyone plan-
ning to enter the world of entrepreneurship should be aware of its potential drawbacks. Although
operating a successful business has never been easy, 59 percent of small business owners say
running their companies is harder now than it was five years ago. In addition to a soft economy,
entrepreneurs cited difficulty keeping pace with technology and more competition from direct
rivals and large companies as the primary reasons that business is more difficult today.®* Entre-
preneurship is not a suitable career path for the timid. Individuals who prefer the security of a
steady paycheck, a comprehensive benefits package, a two-week paid vacation, and the support
of a corporate staff probably should not go into business for themselves. Some of the disadvan-
tages of entrepreneurship include the following.

Uncertainty of Income

Opening and running a business provides no guarantee that an entrepreneur will earn enough
money to survive. Although the mean and median incomes for entrepreneurs are higher than
those for employees, so is the variability of entrepreneurs’ incomes. In other words, some entre-
preneurs earn far more through their companies than they could working for someone else, but
other entrepreneurs’ businesses barely earn enough to provide them with an adequate income. In
the early days of a start-up, a business often cannot provide an attractive salary for its owner and
meet all its financial obligations, meaning that the entrepreneur may have to live on savings or a
spouse’s income. The steady income that comes with working for someone else is absent because
the owner is always the last one to be paid.

m ENTREPRENEURIAL PROFILE: Gary Whitehill: Entrepreneur Week Gary Whitehill, a

former investment banker on Wall Street, decided to forego his six-figure salary and invest
his life savings into a start-up venture, Entrepreneur Week. Whitehill and his cofounders estimate
that they saved $350,000 in the first year by bootstrapping their start-up, which sponsors events
around the world that are designed to provide other entrepreneurs with the skills and inspiration
they need to launch their companies. The cofounders agreed that they would not draw salaries
for at least one year, used their network of contacts to secure publicity and in-kind start-up ser-
vices, and worked from their homes to avoid the cost of renting office space. Whitehill had interns
sleeping on his couches and managers staying in spare bedrooms and held weekly strategy ses-
sions on his patio.%* W

Risk of Losing Your Entire Investment

Business failure can lead to financial ruin for an entrepreneur, and the small business failure rate
is relatively high. According to research by the Bureau of Labor Statistics, 34 percent of new
businesses fail within two years, and 51 percent shut down within five years. Within 10 years,
66 percent of new businesses will have folded.** Business failure can mean financial ruin for an
entrepreneur. Before “reaching for the golden ring,” entrepreneurs should ask themselves if they
can cope psychologically with the consequences of failure:

e What is the worst that could happen if I open my business and it fails?
e How likely is the worst to happen? (Am I truly prepared to launch my business?)
e What can I do to lower the risk of my business failing?

e If my business were to fail, what is my contingency plan for coping?

Long Hours and Hard Work

Business start-ups usually demand long hours and hard work from their owners. The average
small business owner works 51 hours a week, compared to the 40.2 hours per week the typi-
cal U.S. production employee works.®> Adam Warren, founder of Syinc.tv and Sportyourself,
companies that allows users to incorporate links to retailers’ Web sites for the products that
appear in their online photographs and receive payment when someone purchases a tagged
item, says that his business is nothing like a 9-to-5 job. Warren’s workday typically starts at
6:30 A.M. and does not end until 10 p.m. or later, but Warren does not view it as work. Operating
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his own business is a passion that he sees as a calling.®® In many start-ups, six- or seven-day work-
weeks with no paid vacations are the norm. A recent survey by American Express OPEN reports
that only 49 percent of small business owners were planning to take a summer vacation of at least
one week. The primary reason entrepreneurs don’t take vacations? “Too busy.”®” The demands of
owning a business make achieving a balance between work and life difficult for entrepreneurs.
Many entrepreneurs find that they must work 60 to 80 hours a week as they build their businesses
and must push their personal lives aside until their companies are established.®®

Lower Quality of Life Until the Business Gets Established

The long hours and hard work needed to launch a company can take their toll on the other aspects of
an entrepreneur’s life. Business owners often find that their roles as husbands or wives and fathers or
mothers take a backseat to their roles as company founders. In fact, according to a survey by American
Express, 67 percent of entrepreneurs say that owning a business requires them to make sacrifices,
most often in the areas of family relationships and friendships.®” Meg Hirshberg, whose husband Gary
founded Stonyfield Farm, a maker of organic yogurt, says that an entrepreneur’s family members
actually are his or her most important investors because no one will sacrifice more or be affected
more by the outcome of the business venture. Because launching a business consumes so much of an
entrepreneur’s time, energy, and focus, his or her family members often wonder whether the business
takes priority over family.” Part of the problem is that more than three-fourths of all entrepreneurs
launch their businesses between the ages of 20 and 44, just when they marry and start their families.”!
As a result, marriages, families, and friendships are too often casualties of small business ownership.

m ENTREPRENEURIAL PROFILE: Frances and Michael Weldon: Cattail Ridge Family

Market Four years after launching Cattail Ridge Family Market in Sackville, New
Brunswick, Frances Weldon was exhausted from the constant challenges of starting and running
a business and felt isolated because the business consumed almost all of her time and energy. To
regain balance in her life, she asked her husband Michael to join the company. Frances now man-
ages the sales floor because customer service is her strength, and Michael handles the company’s
operations, which is his strength. The change saved the company. The Weldons spend more time
with their friends and family and will soon take their first vacation since starting the business.”? il

High Levels of Stress

Starting and managing a business can be an incredibly rewarding experience, but it also can be
a highly stressful one (see Figure 1.4). Entrepreneurs often have made significant investments in
their companies, have left behind the safety and security of a steady paycheck and benefits, and
have mortgaged everything they own to get into business. Failure may mean total financial ruin,
and that creates intense levels of stress and anxiety! Sometimes entrepreneurs unnecessarily bear
the burden of managing alone because they cannot bring themselves to delegate authority and
responsibility to others in the company, even though their employees are capable.

Complete Responsibility

It’s great to be the boss, but many entrepreneurs find that they must make decisions on issues about
which they are not really knowledgeable. Many business owners have difficulty finding advisers.
When there is no one to ask, the pressure can build quickly. The realization that the decisions they
make are the cause of their company’s success or failure has a devastating effect on some people.

Discouragement

Launching a business is a substantial undertaking that requires a great deal of dedication,
discipline, and tenacity. Along the way to building a successful business, entrepreneurs will run
headlong into many different obstacles, some of which appear to be insurmountable. In the face
of such difficulties, discouragement and disillusionment are common emotions. Successful entre-
preneurs know that every business encounters rough spots along the way, and they wade through
difficult times with lots of hard work and an abundant reserve of optimism.

Despite the challenges that starting and running a business pose, entrepreneurs are very satis-
fied with their career choices. A Wells Fargo/Gallup Small Business Index survey reports that
83 percent of small business owners say that if they were choosing a career again, they would still
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LO4

Explain the forces that
are driving the growth
of entrepreneurship.

become small business owners.”® “I absolutely love what I'm doing,” says Scott Badger, founder of
KPI Direct, a consulting company that helps businesses create direct marketing programs. “I have no
regrets.”’* Many entrepreneurs are so happy with their work that they want to continue it indefinitely.
In fact, 63 percent of entrepreneurs polled in a recent survey say they never intend to fully retire, choos-
ing instead to work either full- or part-time, and 4 percent say they intend to start a new business.”

Behind the Boom: What's Feeding
the Entrepreneurial Fire

What forces are driving this entrepreneurial trend in our economy? Which factors have led to this
age of entrepreneurship? Some of the most significant ones include the following:

Entrepreneurs as heroes. An intangible but compelling factor is the attitude that Americans
have toward entrepreneurs. As a nation, we have raised them to hero status and have held
out their accomplishments as models to follow. Business founders such as Bill Gates
(Microsoft Corporation), Kevin Plank (Under Armour), Oprah Winfrey (Harpo Productions
and OWN [the Oprah Winfrey Network]), Jeff Bezos (Amazon), Robert Johnson (Black
Entertainment Television), Steve Jobs (Apple), and Mark Zuckerberg (Facebook) are to
entrepreneurship what LeBron James, Michael Phelps, and Tom Brady are to sports.

Entrepreneurial education. Colleges and universities have discovered that entrepreneur-
ship is an extremely popular course of study. Disillusioned with corporate America’s down-
sized job offerings and less promising career paths, a rapidly growing number of students
sees owning a business as their best career option. Increasingly, students enroll in college
knowing that they want to start their own companies rather than considering entrepreneur-
ship as a possibility later in life; indeed, many are starting companies while they are in
college. Today, more than two-thirds of the colleges and universities in the United States
(more than 2,300) offer more than 5,000 courses in entrepreneurship or small business, up
from just 16 in 1970. More than 400,000 students are enrolled in entrepreneurship courses
taught by nearly 9,000 faculty members, and many colleges and universities have difficulty
meeting the demand for courses in entrepreneurship and small business.”
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m ENTREPRENEURIAL PROFILE: Jeremy Young: HillFresh Laundry When Jeremy

Young enrolled at Hamilton College in Clinton, New York, he declared a major in art
history, but joining the entrepreneurship club on campus in his sophomore year changed his
future. During one of the club’s meetings, Young pitched the idea of a prepaid laundry ser-
vice aimed at busy students and soon had partnered with four other students to research the
market and prepare a business plan. Rather than raise capital to start a laundry business, Hill
and his partners decided to become laundry brokers. Impressed with the young entrepre-
neurs’ business plan and professionalism, college administrators approved their request to
launch their company, Hillfresh Laundry, on campus. The entrepreneurs mailed materials pro-
moting their laundry service and within 18 months had recouped their initial investments and
were earning a profit. Young immediately began preparing a succession plan to ensure that
HillFresh Laundry continues to operate after he graduates. The founders donate a portion of
the company’s sales to the entrepreneurship club that helped them get started.”” ®

Demographic and economic factors. More than 75 percent of entrepreneurs start their
businesses between the ages of 20 and 44, and the number of Americans in that age range
currently is nearly 103 million! In addition, the economic growth that spanned most of the
last 25 years created a significant amount of wealth among people of this age group and
many business opportunities on which they can capitalize.

m ENTREPRENEURIAL PROFILE: Michelle Lam and Aarthi Ramamurthy: True & Co.

After Michelle Lam, 33, a former research associate with several large multinational
consulting firms, spent two hours in a fruitless search for a new bra at a San Francisco depart-
ment store, she decided that there had to be a better way and decided to improve the cus-
tomer buying experience that has remained the same since the modern bra was invented in
the mid-1930s. Lam worked with Aarthi Ramamurthy, a former program manager for Micro-
soft, to develop an online quiz using guidelines that experts use to fit customers without using
a tape measure. After testing the quiz, which is based on a computer algorithm that accounts
for more than 2,000 body variations, with the help of a professional fitter at bra-fitting parties
they hosted, Lam and Ramamurthy raised $2 million from angels and venture capital firms and
launched True & Co., their bra-fitting business and online retail store. After a shopper com-
pletes the fitting quiz, the algorithm identifies her “best fits,” and after receiving a $45 fully-
refundable deposit, True & Co. ships her up to five bras. Customers pay only for those they
keep; shipping and returns are free. Sales are growing rapidly, and Lam and Ramamurthy have
expanded their product line to include other lingerie and are planning to introduce their own
private label line of bras. One investor says True & Co. has identified a customer pain point in
the $12 billion intimate apparel industry and is offering a valuable solution to it.”® W

Shift to a service economy. The service sector accounts for 82.5 percent of the jobs and
79.7 percent of the private sector gross domestic product (GDP) in the United States, both
of which represent a sharp rise from just a decade ago.” Because of their relatively low
start-up costs, service businesses have become very popular among entrepreneurs. The
booming service sector continues to provide many business opportunities, from educational
services and computer maintenance to pet waste removal and iPod repair.

Technology advancements. With the help of modern business machines such as personal
computers, laptop computers, smart phones, fax machines, copiers, color printers, answer-
ing machines, and voice mail, even one person working at home can look like a big busi-
ness. At one time, the high cost of such technological wizardry made it impossible for
small businesses to compete with larger companies that could afford the hardware. Today,
however, powerful computers, smart phones, and communication equipment are priced
within the budgets of even the smallest businesses and have drastically reduced the cost of
launching a business. Noting how technology has made testing an idea and starting a busi-
ness much easier, David Kappos, head of the U.S. Patent and Trademark Office, says,

“The distance between an idea and the marketplace has decreased dramatically.”®* Al-
though entrepreneurs may not be able to manufacture heavy equipment in their spare bed-
rooms, they can run a service- or information-based company from their homes—or almost
anywhere—uvery effectively and look like any Fortune 500 company to customers and cli-
ents. Jimbo Wales, founder of Wikipedia, says, “Wherever my laptop is, that’s my office.”®!
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cloud computing
internet-based subscription
or pay-per-use software
services that allow business
owners to use a variety of
business applications, from
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tomer relationship manage-
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FIGURE 1.5
U.S. Online Retail
Sales

Source: Forrester Research,
2013.

Independent lifestyle. Entrepreneurship fits the way Americans want to live—independent
and self-sustaining. People want the freedom to choose where they live, what hours they
work, and what they do. Although financial security remains an important goal for most
entrepreneurs, many place top priority on lifestyle issues, such as more time with family
and friends, more leisure time, and more control over work-related stress.

The Internet, cloud computing, and mobile marketing. The proliferation of the Internet,
the vast network that links computers around the globe and opens up oceans of informa-
tion to its users, has spawned thousands of entrepreneurial ventures since its beginning in
1993. Cloud computing, Internet-based subscription or pay-per-use software services that
allow business owners to use a variety of business applications, from database management
and inventory control to customer relationship management and accounting, has reduced
business start-up and operating costs. Fast-growing small companies can substitute cloud
computing applications for networks of computers and large office spaces, which allows
entrepreneurs to build their companies without incurring high overhead costs.

Online retail sales, which currently account for 10 percent of total retail sales, are fore-
casted to continue to grow rapidly (see Figure 1.5), creating many opportunities for Web-
savvy entrepreneurs. Computer software and hardware, books, music, consumer electronics,
office supplies, and apparel are among the best-selling items on the Internet, but entrepreneurs
are learning that they can use this powerful tool to sell just about anything! In fact, entrepre-
neurs are using the Internet to sell services such as tours to the sites of their favorite television
shows and movies (including Sex and the City and The Sopranos), pajama parties for women,
products such as crocheted cotton thong underwear, and recordings by musicians who per-
form for tips in the New York City subway.** Sami Bay launched the Something Store, an
online store where customers pay $10 (shipping is free) and receive “something,” a random
item that the company guarantees sells for at least $10. Tens of thousands of customers have
ordered something from the store and have received surprises that range from coffee mugs
and USB hubs to cool toys and iPods.*

Currently, about 60 percent of small businesses have Web sites, double the number that
had Web sites in 1997, and 67 percent of business owners say they use their Web sites to
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market to their customers, second only to word-of-mouth as a marketing tool.** Business
owners are discovering the importance of connecting with online customers through their
mobile devices. In fact, 37 percent of the time users spend on the Internet is on a mobile
device, but only 26 percent of small companies have mobile-friendly Web sites.*> Small
companies that make their Web sites mobile friendly typically reap benefits quickly, how-
ever, in the form of new customers and increased sales. According to one study, 84 percent
of small businesses report an increase in new business as a result of their mobile market-
ing efforts.%

m ENTREPRENEURIAL PROFILE: Andy Kurtzig: Pearl.com When Andy Kurtzig's wife

was pregnant with their first child, she called her doctor so often with questions that
the physician finally asked her to call less often. The situation gave Kurtzig the idea to create
a Web site, Pearl.com, that connects people who have questions to experts in hundreds of
fields, ranging from medicine to home repairs. “I thought, ‘Why not program a Web site so
she could talk to a doctor anytime she wanted?'” he says. Pearl.com screens its experts with
background checks and an eight-step vetting process. Fees range from $10 to $90 with an
average of $30, and the average response time to a customer’s question is 7.5 minutes. Pearl
.com, now with 140 full-time employees, has a stable of 10,000 experts and operates in
196 countries. Kurtzig used bootstrapping to launch his company and get it to 10 million
unique monthly users before he raised $51.3 million in two rounds of venture capital financ-
ing to fuel its growth and to develop mobile versions of the Web site.?’ B

International opportunities. No longer are small businesses limited to pursuing customers
within their own borders. The shift to a global economy has opened the door to tremendous
business opportunities for entrepreneurs willing to reach across the globe. Although the
United States is an attractive market for entrepreneurs, approximately 95 percent of the
world’s population and 80 percent of its purchasing power lie outside U.S. borders.®

The emergence of potential markets across the globe and crumbling barriers to interna-
tional business because of trade agreements have opened the world to entrepreneurs

who are looking for new customers. Whereas companies once had to grow into global
markets, today small businesses can have a global scope from their inception. Called
micromultinationals, these small companies focus more on serving customers’ needs than
on the countries in which their customers live. More than 305,000 small businesses export
goods and services. In fact, small businesses make up nearly 98 percent of all businesses
engaged in exporting, yet they account for only 33 percent of the nation’s export sales.®
Many small companies that could export do not take advantage of export opportunities,
often because their owners don’t know how or where to start an export initiative. Although
regional unrest and recessions remain challenges to international trade, global opportuni-
ties for small businesses have a long-term positive outlook.

Although going global can be fraught with dangers and problems, many entrepreneurs are

discovering that selling their products and services in foreign markets is really not so diffi-
cult. Small companies that have expanded successfully into foreign markets tend to rely on
the following strategies:

e Researching foreign markets thoroughly

e Focusing on a single country initially

e Utilizing government resources designed to help small companies establish an interna-
tional presence

e Forging alliances with local partners

m ENTREPRENEURIAL PROFILE: Lawrence Sheer: Magnificent Baby Lawrence Sheer’s

business, Magnificent Baby, has been a global company since he started it in 2010. Sheer’s
company, which is based in New York City, manufactures its baby products, which use magnetic
fasteners rather than snaps or buttons, in China and distributes them in 20 countries around the
world. Sheer entered international markets only when enough customers in a particular country
demonstrated interest in the company’s products. Magnificent Baby generates nearly 10 percent
of its sales from exports, and Sheer recently signed agreements with foreign distributors in
Canada, Hong Kong, Australia, and New Zealand. Currently, he is working to find a foreign
distributor in Great Britain.

micromultinationals
small companies that
operate globally from their
inception.
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ﬁ_ You Be the Consultant

College: The Ideal Place to Launch a Business

For growing numbers of students, college is not just a time of
learning, partying, and growing into young adulthood; it is fast be-
coming a place for building a business. More than 2,300 colleges
and universities offer courses in entrepreneurship and small busi-
ness management (an increase from just 200 schools in the 1970s)
to more than 400,000 students, and many of them have trouble
keeping up with demand for these classes. “Students used to come
to college and assume that five to ten years down the road, they'd
start a business,” says Gerry Hills, cofounder of the Collegiate
Entrepreneurs Organization. “[Today], they come in preparing to
get ideas and launch.”

Many collegiate entrepreneurs realize that if they are going
to have a job when they graduate, it is likely to be one they have
created for themselves. According to a recent survey by Accenture,
only 16 percent of college graduates who applied for a job had one
waiting for them after graduation. For a growing number of college
students, landing a job in corporate America, starting on the bot-
tom rung of an uncertain career ladder, has lost much of its allure.
While studying at Harvard (where she majored in the history of sci-
ence), Windsor Hanger worked in internships at OK! Magazine and
at Bloomingdale’s, which offered her a marketing position when
she graduated. Hanger turned down the job offer, choosing instead
to focus on the business, HerCampus, an online magazine aimed
at college women, that she had started with classmates Stephanie
Kaplan and Annie Wang. “It's not a pure dichotomy anymore that
entrepreneurship is risky and other jobs are safe, so why not do
what | love?” she says. For their work at HerCampus, which is now
profitable, Hanger, Kaplan, and Wang recently were named to /nc.
magazine’s “30 Under 30 Coolest Young Entrepreneurs” list.

Perhaps because of their stage in life, college entrepreneurs
are particularly keen at spotting business opportunities. When
Derek Pacqué was a senior at Indiana University, he was at a night-
club one cold evening and tucked his coat away in a corner for
safekeeping. When he went to get his coat later, however, it was
gone. Pacqué never found his coat, but he did find the inspiration
for a business when he realized that none of the bars in town had
a coat check. Pacqué approached several bar owners around town
to see whether they were interested in a coat check service. Many
were, and Pacqué launched Hoosier Coat Check, investing $500
to build portable coat racks and hiring several college students
to staff them. Hoosier Coat Check collected between 10 percent
and 30 percent of the $2 to $3 check fee the bars charged and in
just six months generated $50,000 in revenue. The business was
more profitable than Pacqué had expected, but numerous unan-
ticipated problems cropped up as well, including lost tickets and
matching customers with the wrong coats.

After graduating, Pacqué worked with a former professor to
reformulate his business model to eliminate paper tickets and in-
corporate digital technology. Now, an app uses photographs and
QR codes to check customers’ coats, increasing both the speed
and the reliability of the service. He also changed the name of
the company to CoatChex and began to focus on events at large
venues rather than local bars. He landed contracts to provide
coat check services for the ESPN and Maxim Super Bowl! parties

in Indianapolis, and the company grew from there. Pacqué also
discovered an unexpected angle on his company’s digital coat
check service. His customers wanted access to the information
that CoatChex collected on its customers through its app so that
they could connect with customers through social media such as
Facebook, Twitter, and Instagram.

Pacqué is searching for $1 million from private investors
to fuel CoatChex’s growth so that the company can live up to
its potential. He appeared on television’s Shark Tank, offering
10 percent of the company in exchange for a $200,000 invest-
ment. Indiana University alumnus Mark Cuban offered Pacqué
$200,000 for one-third of CoatChex, but Pacqué refused, not
wanting to give up that much equity so early in the life of his busi-
ness. Although Pacqué did not get the investment deal he had
hoped for from Shark Tank, the brand exposure that CoatChex
received from appearing on the show has proved to be as valuable
as an infomercial that would cost $500,000.

While working on a master’s degree in computer science and
electrical engineering, Limor Fried enjoyed applying the skills she
was learning in the classroom, building MP3 players and laser toys
from custom-ordered parts. Fried posted the instructions on her
Web site and soon was flooded with requests from people asking
for pre-assembled kits so that they could build their own devices.
“At first, | was like, ‘I'm really busy. Leave me alone,’” she recalls.
Then she realized the entrepreneurial potential that selling kits
had and convinced her parents to allow her to use $10,000 of
the money they had set aside for tuition to purchase parts in bulk,
assemble the kits, and sell them. As word spread, the number of
orders grew, and Fried began hiring some of her friends to help
fill them. Soon, she was designing a new project every week for
her customers, who ranged from elementary school kids and tech
geeks to hobbyists and retirees.

Today, Fried owns Adafruit Industries, a New York City-based
company that generates more than $10 million in annual sales by
selling pre-assembled kits of parts for building cool objects such
as MintyBoost, a portable USB mobile device charger made from
an Altoids tin and various electronic components (50,000 kits sold
so far). Other popular kits include the iNecklace, which allows cus-
tomers to build a pendant shaped like the “on” button on Apple
gadgets (complete with pulsating light), and the MaKey MaKey,
a device that uses circuitry and alligators clips to turn anything
that conducts electricity (bananas, plants, your dog . . .) into a
keyboard or touchpad. AdaFruit Industries’ 50 employees are con-
stantly developing new kits and shipping them worldwide.

Budding entrepreneurs at a growing number of colleges can
take advantage of a special programs designed to create a culture
for entrepreneurship. A growing number of schools provide on-
campus business accelerators that offer promising student entre-
preneurs amenities such as low-cost (sometimes free) office space,
start-up funding, professionally appointed conference rooms,
wireless Internet access, smartboards, ample computer facilities,
videoconferencing equipment, copiers, and others. Presentations
from entrepreneurs, venture capitalists, bankers, attorneys, and
others help students define their business ideas and develop their
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business plans. “It's often over those late-night pizzas where the
best ideas are born,” says one official. One student entrepreneur
in the program agrees: “A lot of it is the community. Being around
people in the [entrepreneurship] program inspires one to think
about other opportunities out there. What I've learned here is
how to plan, how to make a business actually work.”

1. In addition to the normal obstacles of starting a business,
what other barriers do collegiate entrepreneurs face?

2. What advantages do collegiate entrepreneurs have when
launching a business?

3. What advice would you offer a fellow college student about
how to start a business?

4. Work with a team of your classmates to develop ideas about

Sources: Based on Jodi Helmer, “May I Take Your Coat?” Entrepreneur, May 2013,
p- 80; Carol Tice, “Why One Young Entrepreneur Turned Down Mark Cuban on Shark
Tank,” Entrepreneur, October 19, 2012, http://www.entrepreneur.com/blog/224699;
Accenture 2013 College Graduate Employment Survey, Accenture, 2013, p. 4; Jennifer
Wang, “Entrepreneur of 2012: Limor Fried, Adafruit,” Entrepreneur, January 2013,
pp. 46-48; David Whitford, “Can You Learn to Be an Entrepreneur?,” Fortune,
March 22, 2010, pp. 63-66; Glenn Rifkin, “A Classroom Path to Entrepreneur-
ship,” New York Times, May 1, 2008, http://www.nytimes.com/2008/05/01/business
/smallbusiness/O1sbiz.html?_r=1&pagewanted=print&oref=slogin; Joel Holland,
“Putting Your School to Work,” Entrepreneur, December 2009, p. 78; Ellen McCarthy,
“Dorm Incubates Captains of Industry.” Chicago Tribune, December 1, 2002,
http://articles.chicagotribune.com/2002-12-01/features/0212010363_1_dorm-joint-
venture-college-park/2; Max Raskin and Sommer Saadi, “Startup Fever: College
Students Have It Bad,” Bloomberg Business Week, October 19, 2010; and Jason
Daley, “From the Blackboard to the Boardroom,” Entrepreneur, April 2010, p. 58.
Nichole L. Torres, “Big Biz on Campus.” Entrepreneur, November 30, 2004, http://
www.entrepreneur.com/article/73758; Hannah Seligson, “No Jobs? Young Graduates
Make Their Own,” The New York Times, December 11, 2010, http://www.nytimes
.com/2010/12/12/business/12yec.html?pagewanted=all&_r=0; Based on Jodi Helmer,
“May I Take Your Coat?” Entrepreneur, May 2013, p. 8; Jodi Helmer, Inside a Col-
lege Entrepreneur’s Unique Coat Check Business Entrepeneur, June 1, 2013 www

what your college or university could do to create a culture
of entrepreneurship on your campus or in your community.

.entrepreneur.com/article/226384.

The Cultural Diversity of Entrepreneurship

As we have seen, virtually anyone has the potential to become an entrepreneur. Indeed, diversity
is a hallmark of entrepreneurship. We now explore the diverse mix of people who make up the
rich fabric of entrepreneurship.

Young Entrepreneurs

Young people are embracing entrepreneurship enthusiastically as a career choice. A recent survey
by the Kauffman Foundation reports that 40 percent of young people between the ages of 8 and
24 have already started a business or would like to do so in the future. The top five reasons these
young people want to start their own businesses include the opportunity to use their skills and
abilities, build something for their future, be their own bosses, earn lots of money, and see their
ideas realized. Although entrepreneurial activity tends to increase with age, many members of the
Millennial generation (or Generation Y, those people born between 1982 and 2000) show high
levels of interest in entrepreneurship. Disenchanted with their prospects in corporate America
and willing to take a chance at controlling their own destinies, scores of young people are choos-
ing entrepreneurship as their initial career path. People between the ages of 15 and 29, nearly
64 million strong, are deciding that owning their own companies is the best way to create job
security and to achieve the balance between work and life that they seek. “People are realizing
they don’t have to go to work in suits and ties and don’t have to talk about budgets every day,”
says Ben Kaufman, founder of Mophie, a company (named after his golden retrievers, Molly and
Sophie) that he started at age 18 while still in high school that makes iPod accessories such as cases,
armbands, and belt clips. “They can have a job they like. They can create a job for themselves.”*!
Because of young people such as Kaufman, the future of entrepreneurship looks very bright.

Women Entrepreneurs

Despite years of legislative effort, women still face discrimination in the workforce. However,
small business has been a leader in offering women opportunities for economic expression
through entrepreneurship. Increasing numbers of women are discovering that the best way to
break the “glass ceiling” that prevents them from rising to the top of many organizations is to start
their own companies. Women entrepreneurs have even broken through the comic strip barrier.
Blondie Bumstead, long a typical suburban housewife married to Dagwood, now owns her own
catering business with her best friend and neighbor Tootsie Woodly!

The number of women-owned businesses is growing 1.5 times faster than the national average.”>
Women now own 30.4 percent of all privately held businesses in the United States, but their com-
panies generate just 11 percent of business sales.”® Although women-owned businesses are smaller
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and far less likely to attract equity capital investments than those that men start, their impact is
significant.”* The more than 9.1 million women-owned companies in the United States employ
nearly 7.9 million workers and generate sales of more than $1.4 trillion a year (see Figure 1.6)!*
A study by Guardian Life Small Business Research Institute projects that women-owned
companies will generate between 5 million and 5.5 million jobs in the United States by 2018,
which represents more than half the total jobs small companies will generate in that period.”®

m ENTREPRENEURIAL PROFILE: Sophia Amoruso: Nasty Gal In 2006,

Sophia Amoruso, just 21 years old, started a business in her garage selling
vintage clothing on eBay. Today, Amoruso is CEO of Nasty Gal (named after a 1975
song by Betty Davis), an online clothing store that has a “crazy, freakishly loyal”
customer base of young women who clamor to purchase the company’s vintage-
inspired clothing, much of which she purchases from up-and-coming designers. Just
four years after launch, Nasty Gal's annual sales hit $128 million, a dramatic in-
crease from its first-year sales of $223,000. Nasty Gal now has 300 employees, a
10,000-square-foot headquarters in downtown Los Angeles, and a 50,000-square-
foot warehouse in Louisville, Kentucky. Amoruso recently launched a mobile Web
site, a Super Nasty magazine, and an in-house brand that includes collections of
dresses, tops, jeans, swimwear, and more. Amoruso's goal is to transform Nasty Gal
from a mere retailer to a full-fledged brand. She revels in meeting the challenges
that a fast-growing business present, saying that the business changes so quickly, it
is almost like working for a new business each month.”” W

Minority Enterprises

Another rapidly growing segment of the small business population is minority-
owned businesses. Hispanics, African Americans, and Asians are the minority
groups that are most likely to be entrepreneurs. Hispanics, who now make up the largest minority
population in the United States, own 8.5 percent of all businesses. African Americans, who make
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up about 13 percent of the U.S. population, own 7 percent of all businesses, and Asians own
5.9 percent of all businesses.”® Minority-owned businesses have come a long way in the last two
decades (see Figure 1.7), however, and their success rate is climbing.

% ENTREPRENEURIAL PROFILE: Britta Aragon: Cinco Vidas SkinLabs Inspired by her

father’s battle with cancer, Britta Aragon, a cancer survivor herself, worked with a team of
leading dermatologists, toxicologists, and holistic skin-care chemists to develop a line of nontoxic
skin care products that soothe, repair, and hydrate skin that has been damaged by the devastating
effects of cancer treatments, skin sensitivity, or skin disorders such as eczema. To sell her innova-
tive products, the former skin care therapist and makeup artist launched Cinco Vidas (“Five Lives”
in Spanish) SkinLabs in New York City in 2008. “After | went through cancer and later lost my
father to the disease, | knew that my purpose was to make a difference for other people going
through similar challenges—whether from cancer or from battling a variety of skin conditions,”
says Aragon. “Sometimes in tragedy, we find our life’s purpose.”®* B

Minority entrepreneurs own 22.5 percent of all businesses, and their economic impact is
significant. Minority-owned businesses generate $871 billion in annual revenues and employ
more than 5.9 million workers.'® The future is promising for this new generation of minority
entrepreneurs, who are better educated, have more business experience, and are better prepared
for business ownership than their predecessors.

Immigrant Entrepreneurs

The United States, which has long been a melting pot of diverse cultures, is the leading destina-
tion in the world for immigrants drawn to this nation by its promise of economic freedom and
prosperity. The immigrant population in the United States is more diverse than in the past, with
people coming from a larger number of countries. In 1960, 75 percent of the foreign-born popu-
lation came from Europe; today, most immigrants come from Mexico, and just 12 percent of the
immigrant population emigrates from Europe.'”! Unlike the unskilled “huddled masses” of the

FIGURE 1.7
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past, today’s 40.4 million immigrants, which make up 13 percent of the U.S. population, arrive
with more education and experience and often a desire to start a business of their own.'* In fact,
immigrants are significantly (1.9 times) more likely to start businesses than are native-born U.S.
citizens.'” Immigrant entrepreneurs start their businesses with more capital than do native-born
entrepreneurs and are more likely to export goods and services than their native-born counter-
parts. Immigrant-owned businesses account for 12 percent of total business revenues; however,
the annual sales immigrants’ businesses generate are just 71 percent of those that native-born en-
trepreneurs generate ($434,000 vs. $609,000).'%* Immigrant-owned businesses play an important
role in many key industries. In fact, immigrant entrepreneurs founded 24.3 percent of all the high
technology companies started in the United States between 2006 and 2012. These companies
employ 560,000 workers and generate $63 billion in annual sales.'”> Although many immigrants
come to the United States with few assets, their dedication, hard work, and desire to succeed
enable them to achieve their entrepreneurial dreams. Their impact is significant; immigrants or
children of immigrants started 41 percent of Fortune 500 companies.'*

m ENTREPRENEURIAL PROFILE: Ruben and Rosalinda Montalvo. After emigrating to
the United States from his native Mexico as an engineer for Gillette, Ruben Montalvo de-
cided to leave the corporate world behind and embark on a career as an entrepreneur. He
launched his first business, Cantinflas Mexican and Vegetarian Gourmet Cuisine, a restaurant in
Greer, South Carolina, with his wife Rosalinda using their savings and credit cards in 1994. Since
then, Montalvo has gone on to start a dozen other entrepreneurial ventures, including a healthy
quick service restaurant, Senor Wraps, a bistro in France, a real estate company, and an investment
company. Before financing Cantinflas themselves, Montalvo says that he and Rosalinda turned to
family and friends for funding but were turned down. At the time, having to rely on only on their
own capital seemed to be an obstacle, but, looking back, Motalvo says it turned out to be a bless-
ing. Montalvo admits that starting a business requires one to step out on faith, but he knows that
it was the right decision for him. Like most entrepreneurs, Montalvo sees needs—and business
opportunities—everywhere that serve as open doors for new business ventures.'”’ B

Starting a part-time business is a popular gateway to entrepreneurship. Part-time entrepreneurs
have the best of both worlds: They can ease into business for themselves without sacrificing the
security of a steady paycheck and benefits. The Internet (and particularly eBay) and mobile com-
munication devices make establishing and running a part-time business very easy; many part-
time entrepreneurs run online businesses from a spare bedroom in their homes or from wherever
they are.

m ENTREPRENEURIAL PROFILE: Anthony Lau: Cyclehoop \When Anthony Lau was a stu-

dent at London’s University College, a thief stole his bicycle even though he had chained it
to a signpost on one of the city’s busy streets. A short time later, the architectural student noticed
a design competition for a secure bicycle parking solution and began researching the problem. He
came up with a simple yet effective design involving two simple hoops that proved to be easy to
use and hard for thieves to defeat. He entered his design in the competition and won. After win-
ning the competition, Lau launched a part-time business, Cyclehoop, which he financed with his
own money, from his bedroom to market his invention. He landed contracts for the Cyclehoop
from two London boroughs, Islington and Southwark, and went on to win several business plan
competitions. Lau learns something from each business plan competition he enters and uses the
feedback he gets to refine his ideas and business model. Today, Cyclehoop generates annual sales
of £1.7 million and boasts an international presence, exporting its products to markets all over the
world, including the United States, Canada, Australia, New Zealand, Denmark, Sweden, and many
others. Lau also worked with a partner, Jessica Lee, to win a competition to design an indoor
bicycle shed for Google’s New York City office that he also plans to bring to market. Lau and Lee
came up with a system for storing bicycles vertically, stacking them on two levels and suspending
them from the ceiling, which conserves space.'”® B

A major advantage of going into business part-time is the lower risk in case the venture flops.
Many part-timers are “testing the entrepreneurial waters” to see whether their business ideas
will work, whether there is sufficient demand for their products and services, and whether they
enjoy being self-employed. As they grow, many successful part-time enterprises absorb more of
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entrepreneurs’ time until they become full-time businesses. Starting part-time businesses on a
small scale means that entrepreneurs can finance their companies themselves, allowing them to
retain complete ownership.

Home-based businesses are booming! An entrepreneur starts a home-based business on aver-
age every 12 seconds.'” Fifty-two percent of all small businesses are home based, and half of
these have at least one employee, which means that home-based companies employ 13.2 million
workers (including the owner).''” Home-based businesses are an important economic force; they
generate $427 billion a year in sales.''" Several factors make the home the first choice location
for many entrepreneurs:

e Operating a business from home keeps start-up and operating costs to a minimum. In fact,
44 percent of home-based entrepreneurs start their businesses for less than $5,000.''>

e Home-based companies allow owners to maintain flexible life and work styles. Many
home-based entrepreneurs relish being part of the “open-collar workforce.”

e Technology, which is transforming many ordinary homes into “electronic cottages,” allows
entrepreneurs to run a wide variety of businesses from their homes.

e Many entrepreneurs use the Internet to operate e-commerce businesses from their homes
that literally span the globe. They also rely heavily on social media to promote their home-
based businesses.

In the past, home-based businesses tended to be rather mundane cottage industries, such as
making crafts or sewing. Today’s home-based businesses are more diverse; modern “homepre-
neurs” are more likely to be running high-tech or service companies with annual sales of hundreds
of thousands of dollars. Twenty percent of home-based businesses generate between $100,000 and
$500,000 in annual revenue.'"

A family-owned business is one that includes two or more members of a family with financial
control of the company. Family businesses are an integral part of our economy. Of the nearly
28 million businesses in the United States, 90 percent are family owned and managed. These
companies account for 62 percent of total employment in the United States and 78 percent of all
new jobs, pay 65 percent of all wages, and generate 64 percent of the nation’s GDP. Not all of
them are small; 33 percent of the Fortune 500 companies are family businesses.''*

“When it works right,” says one writer, “nothing succeeds like a family firm. The roots run deep,
embedded in family values. The flash of the fast buck is replaced with long-term plans. Tradition
counts.”'"® Indeed, the lifespan of the typical family business is 24 years.''® Despite their magnitude,
family businesses face a major threat, a threat from within: management succession. In a recent
survey by PriceWaterhouseCoopers, one-third of family business owners expressed apprehension
about transferring the business to the next generation, and 9 percent of owners saw the potential for
family conflict as a result of the transition.''” Only 30 percent of family businesses survive to the
second generation, just 12 percent make it to the third generation, and only 3 percent survive into the
fourth generation and beyond. Business periodicals are full of stories describing bitter feuds among
family members that have crippled or destroyed once thriving businesses. The co-owner of one family
business explains the challenges of operating a family business this way: “The best part is working
with family. The worst part is working with family.”'"® To avoid the senseless destruction of thriving
family businesses, owners should do the following:

e Work to build positive relationships among family members both at and away from work

e Demonstrate respect for other family members’ abilities and talents

e Separate responsibilities in the company based on each person’s interests, abilities, and talents
e Develop plans for minimizing the potentially devastating effects of estate taxes

e Develop plans for management succession long before retirement looms before them

family-owned
business

one that includes two or
more members of a family
with financial control of the
company.



46 SECTION | » THE CHALLENGE OF ENTREPRENEURSHIP

copreneurs
entrepreneurial couples
who work together as
co-owners of their
businesses.

m ENTREPRENEURIAL PROFILE: Antonio, Mario, and Robert Pasin: Radio Flyer Since

1917, millions of children have played with red Radio Flyer wagons. At age 16, Antonio
Pasin, the son of an immigrant cabinet maker, started a business, The Liberty Coaster Company,
making wooden wagons in a Chicago workshop. Several years later, Pasin opened his own fac-
tory and began making his wagons from metal and called them Radio Flyers. “They were sim-
ply the buzzwords of the day,” explains Robert Pasin, Antonio’s grandson, who now runs the
company. Antonio retired from the family business when he was in his 70s, turning the com-
pany over to his son, Mario, who expanded the product line and renamed the business Radio
Flyer. In 1997, Mario turned over the reins of the family business to his son, Robert, who also
introduced new products, including tricycles, scooters, training bikes, and a line of wagons
made from plastic that customers can trick out with a plethora of nifty options. The third-
generation family business is still going strong with 70 employees and more than $100 million
in annual sales."® W

Copreneurs

Copreneurs are entrepreneurial couples who work together as co-owners of their businesses.
Nearly 4 million couples operate businesses together in the United States, but unlike the tradi-
tional “Mom and Pop” (Pop as “boss” and Mom as “subordinate”), copreneurs “create a divi-
sion of labor that is based on expertise as opposed to gender,” says one expert.'*” Managing a
small business with a spouse may appear to be a recipe for divorce, but most copreneurs say not.
Caterina Fake, who with her husband Sewart Butterfield launched Flickr, a photo-sharing Web
site, says that sharing with someone you love the intensity of launching a business, with its long
hours, terrifying moments of despair, crushing defeats, joyous victories, and raging uncertainty,
brings a couple closer together.'?! Successful copreneurs learn to build the foundation for a suc-
cessful working relationship before they ever launch their companies. Some of the characteristics
they rely on include the following:

e An assessment of whether their personalities will mesh—or conflict—in a business
setting

e Mutual respect for each other and one another’s talents

e Compatible business and life goals—a common vision

e Similar work ethic

e A view that they are full and equal partners, not a superior and a subordinate

e Complementary business skills that each acknowledges and appreciates and that lead to a
unique business identity for each spouse

e The ability to keep lines of communication open, talking and listening to each other about
personal as well as business issues

e A clear division of roles and authority, ideally based on each partner’s skills and abilities,
to minimize conflict and power struggles

e The ability to encourage each other and to lift up a disillusioned partner
e Separate work spaces that allow them to escape when the need arises

e Boundaries between their business life and their personal life so that one doesn’t consume
the other

e A sense of humor
e The realization that not every couple can work together

Although copreneuring isn’t for everyone, it works extremely well for many couples and
often leads to successful businesses. Both spouses work for a common purpose and bring their
unique talents to the business. Combining their skills with their dedication to the company pro-
duces a synergistic effect, in which one plus one equals more than two.'*
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m ENTREPRENEURIAL PROFILE: David Horvath and Sun-Min Kim After graduation in

2001, David Horvath sent a letter to his college sweetheart, Sun-Min Kim, who had re-
turned to Korea because her student visa had expired, and signed it with a silly drawing of a wide-
eyed monster with long arms, fangs, stubby legs, and a large head. As a surprise, Kim took the
drawing and made it into a plush, hand-sewn doll. Horvath happened to show the funny creature
to a friend who owned a toy store in Los Angeles, who was intrigued and ordered 20 dolls, which
sold quickly. When Horvath'’s friend called to order more dolls, the couple, who were married in
2005, began designing a collection of brightly colored dolls based on an “Ugly-verse” of 60 char-
acters they created. Orders trickled—and then poured—in, and the copreneurs started Pretty Ugly
LLC to market their line of dolls. Today, Pretty Ugly, which is based in Green Brook, New Jersey,
employs a dozen workers and sells a complete line of Uglydolls, books, games, apparel, accesso-
ries, and other items in more than 10,000 retail stores worldwide. The company Horvath and Kim
started together has generated sales of more than $100 million and sells more than 2 million
Uglydolls-branded items each year.'* B

Concentrating on shedding the excess bulk that took away their flexibility and speed, many
large American corporations have been downsizing in an attempt to regain their competitive
edge. For decades, one major corporation after another has announced layoffs—and not just
among blue-collar workers. According to placement firm Challenger, Gray, and Christmas,
from 2002 to 2012, corporations laid off an average of 80,200 employees per month.'*
Executives and line workers alike have experienced job cuts, and these corporate castoffs
have become an important source of entrepreneurial activity. Some 20 percent of discharged
corporate managers have become entrepreneurs, and many of those left behind in corporate
America would like to join them. “There is really no safe job anymore,” says Marty Bauer,
who left the banking industry to launch a start-up business after he witnessed one of his men-
tors being laid off just three years before he was to retire. Bauer and three friends started
RidePost, a Web site that allows travelers to meet and find safe rides from one destination to
another.'®

Many corporate castoffs are deciding that the best defense against future job insecurity is an
entrepreneurial offense. Accustomed to the support of the corporations they left, many corporate
castoffs decide to purchase franchises, where there is a built-in management system already in
place. Entrepreneur magazine surveyed the companies on its Franchise 500 list recently and
discovered that 77 percent of franchisors report that “second-career executives” (i.e., corporate
castoffs) are among the primary purchasers of their franchises.'*

The dramatic downsizing of corporate America has created another effect among the employees
left after restructuring: a trust gap. The result of this trust gap is a growing number of dropouts
from the corporate structure who then become entrepreneurs. Although their workdays may grow
longer and their incomes may shrink, those who strike out on their own often find their work
more rewarding and more satisfying because they are doing what they enjoy. Other entrepreneurs
are inspired to launch their companies after being treated unfairly by large, impersonal corporate
entities.

m ENTREPRENEURIAL PROFILE: Olivia DeCastro: A Public Affair PR and Diana Classic

Children After graduating from college, Olivia DeCastro embarked on a career in
corporate America, first with an advertising agency and then as public relations director for a
large hospital system. However, DeCastro became disenchanted with the limitations that
corporate hierarchies imposed and wanted to control her own destiny. In 2010, the 25-year-old
set aside a promising corporate career to launch her own public relations firm, A Public Affair
PR, and an upscale children’s clothing boutique, Diana Classic Children, in Palm Beach Gardens,
Florida. “I didn't feel like | had freedom in the corporate world,” says DeCastro. Within two
years, A Public Affair PR had a staff of six and offices in Miami, Florida, and Greenville, South
Carolina.'” m
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FIGURE 1.8

Entrepreneurial
Activity by Age
Group

Source: Based on Robert W.
Fairlie, Kauffiman Index of
Entrepreneurial Activity,
1996-2013, Kauffman Foun-
dation, April 2014, p. 13.

Because they have college degrees, a working knowledge of business, and years of manage-
ment experience, both corporate dropouts and castoffs may ultimately increase the small busi-
ness survival rate. A recent survey by Manta, an online small business community, reports that
69 percent of small business owners have college degrees, and 61 percent say a college degree
was important to their business success.'*® Better-trained, more experienced entrepreneurs are
more likely to succeed.

Retiring Baby Boomers

Because people are living longer and are remaining active as they grow older, the ranks of older
entrepreneurs are growing. In fact, according to studies by the Kauffman Foundation, the level
of entrepreneurial activity among people ages 55 to 64 actually exceeds that of people ages
20 to 34 (see Figure 1.8). The average age of the first-time entrepreneurs in the United States
is nearly 44.'% One advantage that older entrepreneurs have is wisdom that has been forged by
experience.

m ENTREPRENEURIAL PROFILE: Don Shula: Shula’s Steak Houses, LLC At age 64, Don

Shula, retired National Football League coach and Pro Football Hall of Fame member, and
several members of his family, including his son Dave who was also an NFL coach, started a restau-
rant company, Shula’s Steak Houses, LLC. The coaching legend, who racked up 347 career wins and
is the only coach to complete a perfect season in the NFL, applies the same work ethic to the res-
taurant business and now has more than 30 restaurants across the United States. In addition to
14 Shula’s Steak Houses, the Shulas also own four Shula’s Bar and Grills, one Shula’s On the Beach,
two Shula’s 2 Steak and Sports, and eight Shula’s 347 Grills. The family’s most recent start-up is
Shula Burger, an upscale burger eatery that features patties made from a combination of fresh
steak and ground beef, veggie burgers, turkey burgers, a large menu of side items, and an impres-
sive wine list. The décor is all sports, with sports events playing on large-screen televisions, foot-
ball memorabilia, and massive paintings of favorite plays from Shula’s playing and coaching days.
“I'm just a guy who rolls up his sleeves and goes to work,"” says Shula, now 83. “The bottom line
in coaching is winning. The bottom line in the restaurant business is winning. You want to win
every meal.”** |
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Launch a Successful Business While You Are Still in College

Collegiate entrepreneurs are becoming increasingly common as
colleges and universities offer more courses and a greater variety
of courses in the areas of entrepreneurship and small business
management. Launching a business while in college offers many
advantages, including access to research and valuable advice, but
starting an entrepreneurial career also poses challenges, including
a lack of financial resources, business experience, and time. What
are some of the most common myths that prevent young people
(not just college students) from launching businesses?

e | don’t have enough money to launch a business. One
of the greatest benefits of the shift in the United States to
a service economy is that service businesses usually are
inexpensive to start. One young entrepreneur worked with a
friend to launch a Web development company while in high
school, and their total start-up cost was just $80.

e | don't have enough time. Many companies that have grown
into successful, mature businesses were started by entrepre-
neurs in their spare time. Everyone has the same 24 hours
in a day. What matters is what you do with those hours.

¢ I'm not smart enough to start a company. SAT scores
and grades have little correlation to one’s ability to launch
a successful business. Quite a few successful entrepreneurs,
including Michael Dell (Dell Inc.), Richard Branson (Virgin),
Walt Disney (Disney), Mark Zuckerberg (Facebook), and
Debbi Fields (Mrs. Fields Cookies), dropped out of college
to start their businesses.

e |I'm not majoring in business. Success in entrepreneur-
ship is not limited to students who earn business degrees.
Anyone has the potential to be a successful entrepreneur.
At the University of Miami, only 20 percent of the students
who have participated in The Launch Pad, the school’s
start-up accelerator, have been business majors.

¢ I'm not creative enough to come up with a good idea for
a business. As you will learn in Chapter 3, everyone has the
potential to be creative. Some of the most successful businesses
are the result of an entrepreneur who recognized a simple need
that people had and created a business to meet that need.

e I don’t have any experience. Neither did Bill Gates
(Microsoft) and Michael Dell (Dell Inc.) when they launched
their companies, and things worked out pretty well for both
of them. Business experience can be an important factor
in @ company’s success, but every entrepreneur has to start
somewhere to gain that experience.

¢ | might fail. Failure is a possibility. In fact, the survival rate
of new companies after five years is 51 percent. Ask your-
self this: What is the worst that can happen if | launch a
business and it fails? Entrepreneurs do not allow the fear
of failure to stop them from trying to realize their dreams.

If you want to become a successful collegiate entrepreneur,
what can you do to increase the chances of your success? The
following tips will help.

Recognize That Starting a Business at an Early
Age May Be to Your Advantage

Young people tend to be highly creative, and that can provide
your company with a competitive advantage. In addition, young
people often accomplish things simply because they don’'t know
that they are not supposed to be able to do them!

Build a Business Plan

One of the best ways to lower the probability that your business will
fail is to create a business plan. Doing so forces you to ask and then
answer some tough questions about your idea and your proposed
venture. “It's all about ‘derisking’ your idea,” says Gregg Fairbrothers,
who teaches entrepreneurship at Dartmouth’s Tuck School of Busi-
ness. “ldentifying, unblinkingly, what could go wrong and taking
whatever steps necessary to slash the odds that it will.”

Use All of the Resources Available to You

Many colleges and universities now offer courses in entrepreneur-
ship and small business management and have faculty members
who are experts in the field. In many cases, the people who are
teaching these classes are veteran entrepreneurs themselves with
tremendous reservoirs of knowledge and experience. Some colleges
provide special dorms for budding entrepreneurs that serve as busi-
ness incubators. Smart collegiate entrepreneurs tap into the pool of
resources that their campuses offer.

Don’t Go It Alone

Research from MIT’s Sloan School of Business suggests that starting
a business with cofounders increases the company’s probability of
success. Each additional founder up to four increases the likelihood
that a start-up will succeed. “Two or three cofounders seems to be
the sweet spot,” says one expert. Another study reports that solo
entrepreneurs take 3.6 times as long to launch than teams of two
or more cofounders. Cofounders bring complementary skill sets to
the venture, share the burden of the huge volume of work required
to launch, and provide an important support system when things
get tough. Four students at MIT who met at the school’s entre-
preneurship center launched Ministry of Supply (MoS), a company
whose goal is to revolutionize men’s business clothing by adding
“tech under the hood.” Aman Advani, Kit Hickey, Kevin Rustagi,
and Gihan Amarasiriwardena pooled their individual talents to cre-
ate garments that incorporate high-tech fabrics that regulate the
wearer's body heat, wick moisture, and neutralize bacteria that
cause body odor. MoS, whose products are based on technology
used to keep astronauts comfortable in space, began by selling
men’s shirts but has added a line of high-tech T-shirts and pants.

(continued)
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Hands On... How To (continued)

Find a Mentor

Most young entrepreneurs have not had the opportunity to gain a
wealth of business experience, but they do have access to mentors
who do. Mike Brown, who recently won the top prize at the annual
Global Student Entrepreneur Awards for his company ModBargains
.com, a business that sells aftermarket products for modifying cars
and trucks, says his first boss, who owns several businesses, served
as his mentor. ModBargains.com, which Brown started with fellow
car enthusiast Ron Hay, now has more than 4,000 products avail-
able and has surpassed annual sales of $1 million.

Learn to Be a “Bootstrapper”

Learning to start and manage a company with few resources is
good training for any entrepreneur. In the early days of their start-
ups, many successful entrepreneurs find creative ways to finance
their businesses and to keep their operating expenses as low
as possible. Because they lack the deep pockets of their larger
rivals, entrepreneurs must use their creativity, ingenuity, and street
smarts to market their companies effectively.

Manage Your Time Wisely

Taking college classes and running a business place a large work-
load on any collegiate entrepreneur, one that demands good time
management skills. The most successful entrepreneurs recognize

the importance of controlling their schedules (as much as possible)
and working as efficiently as they can.

Remember to Have Fun

College is supposed to be one of the best times of your life! Start-
ing and running a business also can be one of the most rewarding
experiences of your life. Doing both can double the fun, but it also
can create a great deal of stress. Balance is the key.

Sources: Based on Colleen Taylor, “For Start-Ups Pitching VCs, Three Is the Magic
Number,” Gigaom, May 13, 2011, http://gigaom.com/2011/05/13/multiple-founder-
startups/; “No Entrepreneur Is an Island: Cofounders Help Start-Ups Succeed,”
Nevada Institute for Renewable Energy and Commercialization, January 21, 2013,
http://nirec.org/no-entrepreneur-is-an-island-co-founders-help-startups-succeed/;
Michael Hughes, “Top 10 Articles to Help Entrepreneurs Find a Cofounder,”
CoFounders Lab, May 31, 2012, http://blog.cofounderslab.com/founders/how-to-
find-a-co-founder; Millie Kerr, “Fashion’s Final Frontier,” Entrepreneur, May 2013,
p. 78; Claire Martin, “Rolling Up Their Sleeves, as a Team,” New York Times, May 18,
2013, http://www.nytimes.com/2013/05/19/business/at-ministry-of-supply-team-
work-in-making-high-tech-apparel.html?pagewanted=all&_r=0; Adam Bluestein
and Amy Barrett, “Revitalize the American Dream: Bring on the Entrepreneurs!,”
Inc., July/August 2010, pp. 76-88; David Whitford, “Can You Learn to Be an
Entrepreneur?,” Fortune, March 22, 2010, p. 66; Robert Sherman, “Student Entre-
preneur Shares Hard-Won Lessons at YoungMoney.com,” Orange Entrepreneur,
Syracuse University, Fall 2007, p. 5; Daniel Jimenez, “The Best College Entrepre-
neurs of 2006,” Young Money, July 2007, http://www.youngmoney.com/entrepreneur/
student_entrepreneurs/070126; Michael Simmons, “Why Starting a Business Now
May Be the Best Way to Achieve Your Dreams,” Young Money, July 2003, http://www
.youngmoney.com/entrepreneur/student_entrepreneurs/031010_01; and Scott Reeves,
“How to Swing with Guerrilla Marketing,” Forbes, June 8, 2006, http://www.forbes
.com/2006/06/08/entrepreneurs-marketing-harley-davidson cx_sr_0608askanexpert.html.

LO6 The Power of “Small” Business

Describe the important role
that small businesses play
in our nation’s economy.

Of the 27.9 million businesses in the United States, approximately 27.8 million, or 99.7 percent,
are considered small. Although there is no universal definition of a small business (the U.S.

Small Business Administration has more than 800 definitions of a small business based on in-

small business
one that employs fewer
than 100 people.

FIGURE 1.9

Small Businesses
by Industry

Source: Statistics of U.S.
Businesses: U.S. All Indus-
tries by Sector, U.S. Census
Bureau, http://www.census.
gov/epcd/susb/2008/us/US--
HTM.
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dustry categories), a common delineation of a small business is one that employs fewer than
100 people. They thrive in virtually every industry, although the majority of small companies are
concentrated in the service, construction, and retail industries (see Figure 1.9). Although they
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may be small businesses, their contributions to the economy are anything but small. For exam-
ple, small companies employ 49.2 percent of the nation’s private sector workforce, even though
they possess less than one-fourth of total business assets. Almost 90 percent of businesses with
paid employees are small, employing fewer than 20 workers, but small companies account for
43 percent of total private payroll in the United States. Because they are primarily labor intensive,
small businesses actually create more jobs than do big businesses. In fact, between 1993 and
2013, small companies created 63 percent of the net new jobs in the U.S. economy.'?!

The ability to create jobs is not distributed evenly across the small business sector, however.
Research shows that the top-performing 5 percent of small companies create 67 percent of the net
new jobs in the economy, and they do so across all industry sectors, not just in “hot” industries,
such as high-tech. These young, job-creating small companies are known as gazelles, businesses
that grow at 20 percent or more per year for four years with at least $100,000 in annual sales.
Nearly 85 percent of these high-impact companies are located in urban areas. Not surprisingly,
cities with high levels of entrepreneurial activity boast higher levels of job creation than those
that are home to heavier concentrations of existing businesses.'*> “Mice” are small companies
that never grow much and don’t create many jobs. The majority of small companies are mice.'*?
In fact, 75 percent of small business owners say they are not seeking rapid growth for their busi-
nesses and want to keep them small.'** The country’s largest businesses, “elephants,” have con-
tinued to shed jobs for several years.'*

Small businesses also produce 46 percent of the country’s private GDP and account for
47 percent of business sales.*® In fact, the U.S. small business sector is the world’s third-largest
“economy,” trailing only the entire U.S. economy and China! One business writer describes the United
States as “an entrepreneurial economy, a system built on nimble, low-overhead small companies with
fluid workforces, rather than the massive conglomerates that upheld the economy for decades.”'"’

Small companies also are incubators of new ideas, products, and services. Small firms create
16 times more patents per employee than large companies.'*® Traditionally, small businesses have
played a vital role in innovation, and they continue to do so today. Many important inventions
trace their roots to an entrepreneur, including the zipper, laser, brassiere, escalator, light bulb,
personal computer, automatic transmission, air conditioning, and FM radio.

Putting Failure into Perspective

Because of their limited resources, inexperienced management, and lack of financial stability,
small businesses suffer relatively high mortality rates. As you learned earlier in this chapter, two
years after start-up, 34 percent of small companies have failed, and after five years, 51 percent
have failed.'® Figure 1.10 shows the failure rate for small businesses over time, clear evidence
of the constant “churn” that exists as entrepreneurs create new businesses and others close. New
companies that replace old ones with better ideas, market approaches, and products actually are
a sign of a healthy, entrepreneurial economy.

Because they are building businesses in an environment filled with uncertainty and shaped
by rapid change, entrepreneurs recognize that failure is likely to be part of their lives, but they
are not paralyzed by that fear. “The excitement of building a new business from scratch is greater
than the fear of failure,” says one entrepreneur who failed in business several times before finally
succeeding.'*” Entrepreneurs use their failures as a rallying point and as a means of refocusing
their business ventures for success. They see failure for what it really is: an opportunity to learn
what does not work! Successful entrepreneurs have the attitude that failures are simply stepping-
stones along the path to success. Basketball legend Michael Jordan displayed the same attitude.
“I’ve missed more than 9,000 shots in my career,” he says. “I lost almost 300 games. Twenty-six
times, I’ve been trusted to take the game-winning shot and missed. I've failed over and over and
over again in my life. And that is why I succeed.”'*!

Failure is a natural part of the creative process. The only people who never fail are those who
never do anything or never attempt anything new. Baseball fans know that Babe Ruth held the rec-
ord for career home runs (714) for many years, but how many know that he also held the record
for strikeouts (1,330)? Successful entrepreneurs know that hitting an entrepreneurial home run
requires a few business strikeouts along the way, and they are willing to accept them. Failure is
an inevitable part of being an entrepreneur, and true entrepreneurs don’t quit when they fail. One

gazelles

small companies that are
growing at 20 percent or
more per year with at least
$100,000 in annual sales;
they create 70 percent

of net new jobs in the
economy.

Put failure into the proper
perspective.
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FIGURE 1.10

Small Business
Failure Rate

Source: Based on data from
“Business Employment
Dynamics: Establishment
Survival,” Bureau of Labor
Statistics, 2013, http://www
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entrepreneur whose business burned through $800 million of investors’ money before folding
says, “If you’re an entrepreneur, you don’t give up when times get tough.”'*?

One hallmark of successful entrepreneurs is the ability to fail intelligently, learning why
they failed so that they can avoid making the same mistake again. James Dyson, whose company
makes one of the best-selling vacuum cleaners in the world, made 5,127 prototypes of his bagless
vacuum cleaner before he hit on one that worked. Dyson points out that he failed 5,126 times but
that he learned from each failure. Each failure brought him closer to a successful solution, so,
to him, failure is nothing to fear; it is part of the creative process.'** Like Dyson, entrepreneurs
know that business success depends on their ability not to avoid making mistakes but rather to be
open to the lessons that each mistake teaches. They learn from their failures and use them as fuel
to push themselves closer to their ultimate target. “Failure can teach not only what one is doing
wrong but also how to do it right the next time,” says one business writer. “It can be a useful,
even transformational, force for better business practices. It is best not to shove it under the rug
because it is, at some point, inevitable.”'** Entrepreneurs are less worried about what they might
lose if they try something and fail than about what they might lose if they fail to try.

Entrepreneurial success requires both persistence and resilience, the ability to bounce back
from failure. Thomas Edison, who earned 1,093 patents (a record that still stands), discovered
about 1,800 ways not to build a light bulb before hitting on a design that worked. “Results!”
Edison once exclaimed. “I have gotten a lot of results. I know several thousand things that won’t
work.”'* Walt Disney was fired from a newspaper job because, according to his boss, he “lacked
imagination and had no good ideas.” Disney also went bankrupt several times before he created
Disneyland. R. H. Macy failed in business seven times before his retail store in New York City
became a success. In the spirit of true entrepreneurship, these visionary business leaders refused
to give up in the face of failure; they simply kept trying until they achieved success. When it
comes to failure, entrepreneurs’ motto seems to be, Failure is temporary; quitting is permanent.

m ENTREPRENEURIAL PROFILE: Ziver Birg: Zivelo When Ziver Birg was an 18-year-old stu-
dent at Arizona State University, he started Afforablekiosks.com, an online business that sold
kiosks to other companies. His business grew, and Birg raised $3 million in equity capital to build his own
manufacturing operation. The financing was supposed to last his company three years, but Birg burned
through it in just nine months and ended up closing the business. Undaunted, Birg was back in business
18 months later with his second kiosk company, Zivelo. Today, Zivelo has 20 employees, generates an-
nual revenue of $4 million, and is about to build a 100,000-square-foot manufacturing facility.’*® |
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How to Avoid the Pitfalls

Although failure can be a valuable part of the entrepreneurial process, no one sets out to fail in
business. Now we must examine the ways to avoid becoming another failure statistic and gain
insight into what makes a successful business.

We have already emphasized the need for the right type of experience in the business you plan
to start. Get the best education in your business area you possibly can before you set out on your
own. Become a serious student of your industry. Read everything you can—trade journals, busi-
ness periodicals, books, and research reports—relating to your industry and learn what it takes
to succeed in it. Personal contact with suppliers, customers, trade associations, and others in the
same industry is another excellent way to get that knowledge. Smart entrepreneurs join industry
trade associations and attend trade shows to pick up valuable information and to make key con-
tacts before they open their doors for business.

m ENTREPRENEURIAL PROFILE: Steve Ells: Chipotle Mexican Grill Steve Ells has had a

passion for food his entire life. As a child, while his friends watched cartoons, he watched
cooking shows starring famous chefs Julia Child and Graham Kerr, the Galloping Gourmet. “In
grammar school, | learned how to make hollandaise from my Mom, and in high school, | started
throwing dinner parties and collecting cookbooks,” he recalls. After graduating from the Univer-
sity of Colorado in Boulder, he enrolled in the Culinary Institute of America to refine his cooking
skills. From there, he moved to San Francisco, where he worked at Stars, a restaurant that launched
the careers of many renowned chefs, and learned the details of operating a restaurant. One day,
while dining in a small taqueria in the Mission district of San Francisco, Ells noted the volume of
customers the restaurant handled and the system it used to serve them extremely efficiently.
Inspired by the experience, Ells decided to return to Denver, Colorado, where he launched the first
Chipotle Mexican Grill in 1993 with the help of an $85,000 loan from his father. “My friends and
family thought | was crazy,” recalls Ells, “but | had a very clear vision of the way Chipotle was
going to look and taste and feel. It was going to incorporate all of the things | had learned while
at the Culinary Institute and at Stars.” Ells's knowledge and experience in the restaurant industry
has paid off. Today, Chipotle, a publicly held company, has nearly 1,600 restaurants and generates
more than $3.2 billion in annual sales!* |

Before launching a business, an entrepreneur should define the business model on which he or
she plans to build a company and test it, preferably with actual customers or potential custom-
ers, to verify that it can be successful. Grand assumptions about capturing market share and
“hockey stick” revenue growth that never materialize have been the downfall of many start-up
businesses. Creating a successful business model requires entrepreneurs to identify all of the
model’s vital components, including the resources, the partners, the activities they must as-
semble, the customer segments they are targeting, the channels they will use to reach them, the
value proposition they offer customers, and the sources of revenue and accompanying costs they
will incur.

m ENTREPRENEURIAL PROFILE: Justin Mares: RoommateFit After encountering the

“classic horrible roommate” experience when he enrolled at the University of Pittsburgh,
Justin Mares thought he could come up with a better way to match roommates with the technol-
ogy used by online dating sites than the scant questionnaires most colleges use. To test the feasi-
bility of his idea, Mares researched and developed a basic screening model and pitched his idea to
100 college administrators, who expressed a great deal of interest in the service. “Schools are
concerned about retention, and this is one tool that can increase student satisfaction,”'*® he says.
Using a prize he won from the Collegiate Entrepreneurs’ Organization, Mares worked with a
psychologist to hone his software, which he named RoommateFit and which measures a variety of
personality traits. To test his business model, Mares convinced officials at Ohio University to par-
ticipate in a pilot study, and the results not only were impressive but also gave him the hard data
he needed to demonstrate RoommateFit's effectiveness. Out of the 1,000 freshmen who used
RoommateFit, 40 percent planned to stay with their roommates the following year. Mares then
applied for a slot in a Pittsburgh business accelerator, AlphalLab. AlphalLab accepted the start-up

Explain how an entrepreneur
can avoid becoming another
failure statistic.
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and provided Mares with $30,000 in start-up funds, office space, and access to office equipment.
Within six months, Mares had signed three more universities, which license RoommateFit's propri-
etary software for a fee of $2 to $3 per student. In addition to marketing RoommateFit to other
colleges and universities, the young entrepreneur also is planning to launch a consumer version
for roommate-seekers in New York City and San Francisco.' l

We will discuss the process of building and testing a business model in Chapter 4.

Develop a Solid Business Plan

If an entrepreneur’s business model passes the feasibility test, the next step is to prepare a busi-
ness plan. For any entrepreneur, a well-written business plan is a crucial ingredient in preparing
for business success. Without a sound business plan, a company merely drifts along without any
real direction. Yet entrepreneurs, who tend to be people of action, too often jump right into a busi-
ness venture without taking time to prepare a written plan outlining the essence of the business.
Not only does a plan provide a pathway to success, but it also creates a benchmark against which
an entrepreneur can measure actual company performance. Building a successful business begins
with implementing a sound business plan with laser-like focus.

A business plan allows entrepreneurs to replace sometimes-faulty assumptions with facts
before making the decision to go into business. The planning process forces entrepreneurs to
ask and then answer some difficult, challenging, and crucial questions about target customers,
market potential, competition, costs of doing business, pricing, realistic revenue forecasts, and
other matters.

m ENTREPRENEURIAL PROFILE: Frank Mobley: Immedion At 43, Frank Mobley bowed

to his independent streak, left a well-paying steady job with a successful data solutions
business, and started his own data support and security company, Immedion. Building on his
experience in the telecommunications and data solutions industries, Mobley saw a growing
need among mid-size companies for reliable servers that could store data securely and keep
companies’ Web sites up and running under any circumstances. He spent two months writing a
business plan, which was all he had to convince investors to put up the $2.5 million he needed
to launch Immedion. Mobley was able to use the business plan to sell his idea to investors, in-
cluding friends, family members, and even his former employers. When Mobley started his
company in Greenville, South Carolina, he had one data center and no clients. Today, Immedion
has four data centers, 300 clients, and is growing rapidly. Mobley considers his business to be
successful because his customers are satisfied, his investors are happy, and his employees enjoy
their work.”™™® |

We will discuss the process of developing a business plan in Chapter 5.

Understand Financial Statements

Every business owner must depend on records and financial statements to know the condition of
his or her business. All too often, entrepreneurs use these only for tax purposes and not as vital
management control devices. To truly understand what is going on in the business, an owner must
have at least a basic understanding of accounting and finance.

When analyzed and interpreted properly, these financial statements are reliable indicators
of a small firm’s health. They can be quite helpful in signaling potential problems. For example,
declining sales, slipping profits, rising debt, and deteriorating working capital are all symptoms
of potentially lethal problems that require immediate attention. We will discuss financial state-
ment analysis in Chapter 11.

Manage Financial Resources

The best defense against financial problems is to develop a practical information system and then
use this information to make business decisions. No entrepreneur can maintain control over a
business unless he or she is able to judge its financial health.

The first step in managing financial resources effectively is to have adequate start-up capital.
Too many entrepreneurs start their businesses undercapitalized. One experienced business owner
advises, “Estimate how much capital you need to get the business going and then double that



CHAPTER 1 e THE FOUNDATIONS OF ENTREPRENEURSHIP

figure.” His point is well taken; it almost always costs more (and takes longer) to launch a busi-
ness than any entrepreneur expects. Jake Burton, founder of Burton Snowboards, a company
that dominates the snowboard industry with 58 percent market share, made that mistake when
he started his now successful company in 1977 straight out of college. Looking back, Burton
acknowledges that he underestimated both the cost and the time that it would take to start the
business, mistakes that almost cost him the business. "'

The most valuable financial resource to any small business is cash. Although earning a profit
is essential to its long-term survival, a business must have an adequate supply of cash to pay its
bills. Some entrepreneurs count on growing sales to supply their company’s cash needs, but this
almost never happens. Growing companies usually consume more cash than they generate, and the
faster they grow, the more cash they gobble up! Business history is littered with failed companies
whose founders had no idea how much cash their businesses were generating and were spending
cash as if they were certain there was “plenty more where that came from.” Four years after former
professional baseball player Curt Schilling launched 38 Studios, a company he started to produce
massive multiplayer online games, the company ran short of cash and defaulted on a $1.1 million
interest payment that was part of a $75 million guaranteed loan. The company soon folded,
400 people lost their jobs, lenders lost $110 million, and Schilling himself lost $50 million.'**

We will discuss cash management techniques in Chapter 12.

Learn to Manage People Effectively

No matter what kind of business you launch, you must learn to manage people. Every busi-
ness depends on a foundation of well-trained, motivated employees. No business owner can do
everything alone. The people an entrepreneur hires ultimately determine the heights to which
the company can climb—or the depths to which it can plunge. Attracting and retaining a corps
of quality employees is no easy task, however. It remains a challenge for every small business
owner. “In the end, your most dominant sustainable resource is the quality of the people you
have,” says one small business expert.'** At Chipotle Mexican Grill, Steve Ells is quick to point
to the company’s dedicated 45,000 employees as one key to success. “We develop our people
and promote from within,” says Ells, noting that 85 percent of Chipotle’s salaried managers and
96 percent of its hourly managers are promoted from within the company, and many of them
started as burrito rollers in a restaurant.'>* We will discuss the techniques of managing and moti-
vating people effectively in Chapter 16.

Set Your Business Apart from the Competition

The formula for almost certain business failure involves becoming a “me-too business”—merely
copying whatever the competition is doing. Most successful entrepreneurs find a way to convince
their customers that their companies are superior to their competitors even if they sell similar
products or services. It is especially important for small companies going up against larger, more
powerful rivals with greater financial resources. Ideally, the basis for differentiating a company
from its competitors is founded in what it does best. For small companies, that basis often is
customer service, convenience, speed, quality, or whatever else is important to attracting and
keeping satisfied customers. We will discuss the strategies for creating a unique footprint in the
marketplace in Chapters 5 and 8.

Maintain a Positive Attitude

Achieving business success requires an entrepreneur to maintain a positive mental attitude to-
ward business and the discipline to stick with it. Successful entrepreneurs recognize that their
most valuable resource is their time, and they learn to manage it effectively to make themselves
and their companies more productive. None of this, of course, is possible without passion—
passion for their businesses, their products or services, their customers, and their communities.
Passion is what enables a failed business owner to get back up, try again, and make it to the top!
One business writer says growing a successful business requires entrepreneurs to have great faith
in themselves and their ideas, great doubt concerning the challenges and inevitable obstacles
they will face as they build their businesses, and great effort—Ilots of hard work—to make their
dreams become reality.'>

55
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Conclusion

As you can see, entrepreneurship lies at the heart of this nation’s free enterprise system: Small
companies truly are the backbone of our economy. Their contributions are as many and as diverse
as the businesses themselves. Indeed, diversity is one of the strengths of the U.S. small business
sector. Although there are no secrets to becoming a successful entrepreneur, entrepreneurs can
take steps to enhance the probability of their success. The remainder of this book will explore
those steps and how to apply them to the process of launching a successful business with an em-
phasis on building a sound business plan.

ing.

Chapter 2, “Ethics and Social Responsibility,” describes a framework for making ethical
decisions and ensuring that a business lives up to its social responsibility. Chapter 3, “In-
side the Entrepreneurial Mind: From Ideas to Reality,” explores the creative process that
lies at the heart of entrepreneurship and offers practical tips on how you can stimulate your
own creativity and that of your employees.

Section 2, “The Entrepreneurial Journey Begins” (Chapters 4 to 7), discusses the classic
start-up questions every entrepreneur faces, particularly conducting a feasibility analysis,
creating a business model, developing a strategy, building a business plan, choosing a form
of ownership, and alternative methods for becoming a business owner (franchising and
buying an existing business).

Section 3, “Launching a Business” (Chapters 8 to 13), focuses first on creating an effective
bootstrap marketing plan for a small company. These chapters address creating an effec-
tive e-commerce strategy and establishing pricing and credit strategies. This section also
explains how to develop the financial component of a business plan, including creating
projected financial statements and forecasting cash flow. These chapters offer existing busi-
ness owners practical financial management tools and explain how to find the sources of
funding, both debt and equity, necessary to launch a business.

Section 4, “Growing the Business” (Chapters 14 to 16), explains how to find the ideal
location for a business and plan for an efficient layout and how to penetrate global markets
successfully. This section also provides useful techniques for assembling a strong new
venture team and leading its members to success and discusses the importance of creating a
management succession plan to ensure that a company successfully makes the transition to
the next generation of owners.

As you can see, the journey down the road of entrepreneurship will be fascinating and excit-
Let’s get started!

Chapter Summary by Learning Objective

1. Define the role of the entrepreneur in business 2. Describe the entrepreneurial profile.
in the United States and around the world.

Entrepreneurs have some common characteristics,

Entrepreneurship is thriving in the United States, but including a desire for responsibility, a preference for
the current wave of entrepreneurship is not limited moderate risk, confidence in their ability to succeed,
to the United States; many nations across the globe desire for immediate feedback, a high energy level, a
are seeing similar growth in their small business sec- future orientation, skill at organizing, and a value of
tors. A variety of competitive, economic, and demo- achievement over money. In a phrase, they are tena-
graphic shifts have created a world in which “small is cious high achievers.

beautiful.”

Capitalist societies depend on entrepreneurs to

3A. Describe the benefits of entrepreneurship.

provide the drive and risk taking necessary for the Driven by these personal characteristics, entrepreneurs
system to supply people with the goods and services establish and manage small businesses to gain con-

they need.

trol over their lives, make a difference in the world,



3B.

become self-fulfilled, reap unlimited profits, contrib-
ute to society, and do what they enjoy doing.

Describe the drawbacks of entrepreneurship.

Entrepreneurs also face certain disadvantages, includ-
ing uncertainty of income, the risk of losing their
investments (and more), long hours and hard work, a
lower quality of life until the business gets established,
high stress levels, and complete decision-making
responsibility.

Explain the forces that are driving the growth
of entrepreneurship.

Several factors are driving the boom in entrepreneur-
ship, including the portrayal of entrepreneurs as he-
roes, better entrepreneurial education, economic and
demographic factors, a shift to a service economy,
technological advances, more independent lifestyles,
and increased international opportunities.

Explain the cultural diversity of entrepreneurship.

Several groups are leading the nation’s drive toward
entrepreneurship: young people, women, minorities,
immigrants, part-timers, home-based business owners,
family business owners, copreneurs, corporate cast-
offs, corporate dropouts, social entrepreneurs,

and retired baby boomers.
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6. Describe the important role that small

businesses play in our nation’s economy.

The small business sector’s contributions are many.
They make up 99.7 percent of all businesses, employ
49.2 percent of the private sector workforce, have
created nearly two-thirds of the net new jobs in the
economy, produce 46 percent of the country’s
private GDP, and account for 47 percent of all busi-
ness sales.

. Put failure into the proper perspective.

Entrepreneurs recognize that failure is a natural part of
the creative process. Successful entrepreneurs have the
attitude that failures are simply stepping-stones along
the path to success, and they refuse to be paralyzed by
a fear of failure.

. Explain how an entrepreneur can avoid

becoming another failure statistic.

Entrepreneurs can employ several general tactics to
avoid these pitfalls. They should know their busi-
nesses in depth, prepare a solid business plan, manage
financial resources effectively, understand financial
statements, learn to manage people, set their businesses
apart from the competition, and maintain a positive
attitude.

Discussion Questions

1-1. What forces have led to the boom in entrepreneur-

ship in the United States and across the globe?

1-2. What is an entrepreneur? Give a brief description of

the entrepreneurial profile.

1-3. Coming up with great business ideas may seem

easy, but only a true entrepreneur capitalizes on
them to turn them into reality. Why are entrepre-
neurs considered an important agent of change in
this global economy?

1-4. What are the major benefits of business ownership?
1-5. Which of the potential drawbacks to business

ownership are most critical?

1-6. There are many forces that drive the entrepreneurial

trend in today’s economy. Some entrepreneurs have
faced many challenges and setbacks that have pre-
vented them from succeeding in their new ventures.
Despite the major drawbacks, what’s still feeding
the entrepreneurial fire?

1-7. What contributions do small businesses make to our

economy?

1-8. Describe the small business failure rate.

1-9. One hallmark of successful entrepreneurs is the abil-

ity to “fail intelligently”. How can an entrepreneur
fail intelligently?

1-10. Identify a diverse group of entrepreneurs and their

accomplishments.

1-11. How can the small business owner avoid the com-

mon pitfalls that often lead to business failures?

1-12. As a business owner, is it necessary to know the

contributing factors to the small business failure
rate? Assuming that one is aware of all the aspects
of one’s business, how can a small business owner
study the business in depth?

1-13. Who are serial entrepreneurs?
1-14. How does cloud computing allow entrepreneurs to

build their companies without incurring high over-
head costs?

1-15. What might be one of the main reasons for young

people to be involved in business?

1-16. If one is planning to venture into business, what

is the most crucial ingredient in preparing for
a ensuring its success?
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1-17. Choose an entrepreneur in your community and 1-21.

interview him or her. What’s the “story” behind the
business?

1-18. How well does the entrepreneur fit the entrepre-
neurial profile described in this chapter?

1-22.

1-19. What advantages and disadvantages does the
entrepreneur see in owning a business?

1-20. What advice would he or she offer to someone
considering launching a business?

Select one of the categories under the section “The
Cultural Diversity of Entrepreneurship” in this chap-
ter and research it in more detail. Find examples of
business owners in that category and prepare a brief
report for your class.

Search through recent business publications (espe-
cially those focusing on small companies) and find an
example of an entrepreneur, past or present, who exhib-
its the entrepreneurial spirit of striving for success in the
face of failure. Prepare a brief report for your class.

Endnotes

Scan for Endnotes or go to www.pearsonglobaleditions.com/Scarborough
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Learning Objectives

On completion of this chapter, you will be able to:

1. Define business ethics and describe the three
levels of ethical standards.

2. Determine who is responsible for ethical
behavior and why ethical lapses occur.

3. Explain how to establish and maintain high
ethical standards.

4. Explain the difference between social
entrepreneurs and traditional entrepreneurs.

Ethics and Social Responsibility:
Doing the Right Thing

KidStock/Blend Images/Corbis

. Define social responsibility.
. Understand the nature of business’s responsibility

to the environment.

. Describe business’s responsibility to employees.
. Explain business’s responsibility to customers.

. Discuss business’s responsibility to investors.
10.

Describe business’s responsibility to the
community.
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stakeholders

the various groups and
individuals who affect and
are affected by a business.

Business ethics involves the moral values and behavioral standards that businesspeople draw on
as they make decisions and solve problems. It originates in a commitment to do what is right.
Ethical behavior—doing what is “right” as opposed to what is “wrong”—starts with the entre-
preneur. The entrepreneur’s personal values begin to shape the business from day one. Entrepre-
neurs’ personal values and beliefs influence the way they lead their companies and are apparent
in every decision they make, every policy they write, and every action they take. Additionally,
the entrepreneurs’ values set the tone for the culture that will guide the ethical actions of every
employee they bring into their business. Entrepreneurs who succeed in the long term have a solid
base of personal values and beliefs that they articulate to their employees, put into practice in
ways that others can observe, and are demonstrated throughout the culture of the organization.
Values-based leaders do more than merely follow rules and regulations; their consciences dictate
that they do what is right.

For many entrepreneurs, the ability to determine the values and ethics that will shape how
business will be conducted is a major motivation to launching a venture. For example, Blake
Jones spent several years working as an engineer in Nepal and Egypt. Jones found the caste sys-
tem in Nepal and the rigid social structure of Egypt appalling. When he returned to the United
States, Jones joined with two partners to form a company, Namasté Solar, built on their shared
value of the importance of full participation of all employees in the governance of the business.
To bring these values to life, Jones and his partners structured Namasté Solar as an employee
owned cooperative. The company Web site describes its business model as follows: “We choose
co-ownership over hierarchy, democratic decision-making over centralized leadership, sustain-
able growth over aggressive expansion, and collaboration over competition.”' Namasté Solar
designs and installs residential and commercial solar electric systems in Colorado. Seventy
percent of the employees are owners of the company, with each owning one share valued
at $5,000. All employee owners have an equal vote in important issues facing the company.
“A 22-year-old recent college grad who is an apprentice installing solar panels on rooftops has
the same vote as I have,” says Jones. “I regularly don’t get my way.””

The values and morals that entrepreneurs draw on to guide their ethical behaviors come
from a variety of sources, including their family upbringing, their faith traditions, mentors who
have shaped their lives, and the communities they grew up in. Bringing their personal values into
their decision making and actions in their businesses helps ensure that entrepreneurs will act
with integrity. Acting with integrity means that entrepreneurs do what is right no matter what the
circumstances.

In some cases, ethical dilemmas are apparent. Entrepreneurs must be keenly aware of the
ethical entrapments awaiting them and know that society will hold them accountable for their
actions. More often, however, ethical issues are less obvious, cloaked in the garb of mundane
decisions and everyday routine. Because they can easily catch entrepreneurs off guard and
unprepared, these ethical “sleepers” are most likely to ensnare business owners, soiling their
reputations and those of their companies. Repeated enough times, these unethical acts can
become habits that shape the moral character of the entrepreneur. To make proper ethical choices,
entrepreneurs must first be aware that a situation with ethical implications exists.

Complicating the issue even more is that, in some ethical dilemmas, no clear-cut right or
wrong answers exist. There is no direct conflict between good and evil, right and wrong, or
truth and falsehood. Instead, there is only the issue of conflicting interests among a company’s
stakeholders, the various groups and individuals who affect and are affected by a business. These
conflicts force entrepreneurs to identify their stakeholders and to consider the ways in which
entrepreneurs will deal with them (see Figure 2.1). For instance, when the founders of a local
coffee shop make business decisions, they must consider the impact of those decisions on many
stakeholders, including the team of employees who work there, the farmers and companies that
supply the business with raw materials, the union that represents employees in collective bargain-
ing, the government agencies that regulate a multitude of activities, the banks that provide the
business with financing, the founding partners and other external investors who helped fund the
start-up, the general public the business serves, the community in which the company operates,
the customers who buy the company’s products, and their families. When making decisions,
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entrepreneurs often must balance the needs and demands of a company’s stakeholders, knowing
that whatever the final decision is, not all groups will be satisfied.

Ethical leaders approach their organizational responsibilities with added dimensions of
thought and action. They link ethical behaviors to organizational outcomes and incorporate social
responsibility into daily decisions. They establish ethical behavior and concern for the environ-
ment as an integral part of organizational training and eventually as part of company culture.
How does a commitment to “doing the right thing” apply to employees, customers, and other
stakeholders, and how does it affect an entrepreneur’s daily decision making? Large technology
companies such as Apple, Google, Yahoo, Facebook, Microsoft, and Verizon have been facing an
ethical dilemma as they attempt to comply with the National Security Administration’s request
for information. The NSA operates a program known as Prism, which gathers telephone and
Internet data to capture information about foreign nationals living in America. The NSA gets this
information from technology companies that provide Internet and telephone services to consum-
ers and businesses. Technology companies gain significant revenue from the data they gather
from their users. For example, although Google offers many of its products such as Gmail and
the Google search engine free to most users, these products generate significant revenue from the
information Google amasses from its users’ Internet searches and emails. Google sells the data to
advertisers, which then use it to target ads to specific consumers. Although their customers gener-
ally are aware that data mining is commonly a part of having access to technologies at no cost,
there is an implied understanding that this data will be protected beyond Google’s internal use.
However, Google and other large technology companies have a duty to comply with the federal
government’s request for information tied to national security concerns and have turned over large
amounts of customer data to the NSA.? As evidenced by this example, balancing the demands of
various stakeholders to make ethical decisions is no easy task.

Business operates as an institution in our often complex and ever-evolving society. As such,
every entrepreneur is expected to behave in ways that are compatible with the value system of
society. It is society that imposes the rules of conduct for all business owners in the form of
ethical standards of behavior and responsibilities to act in ways that benefit the long-term interest
of all. Society expects business owners to strive to earn a profit on their investment. Ethics and
social responsibility simply set behavioral boundaries for decision makers. Ethics is a branch
of philosophy that studies and creates theories about the basic nature of right and wrong, duty,
obligation, and virtue. Social responsibility involves how an organization responds to the needs
of the many elements in society, including shareholders, lenders, employees, consumers, govern-
mental agencies, and the environment. Because business is allowed to operate in society, it has an
obligation to behave in ways that benefit all of society.

FIGURE 2.1
Key Stakeholders
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Define business ethics and
describe three levels of
ethical standards.

business ethics

the fundamental moral
values and behavioral
standards that form the
foundation for the people
of an organization as they
make decisions and interact
with stakeholders.

An Ethical Perspective

Business ethics consists of the fundamental moral values and behavioral standards that form the
foundation for the people of an organization as they make decisions and interact with stakehold-
ers. Business ethics is a sensitive and highly complex issue, but it is not a new one. In 560 BC,
the Greek philosopher Chilon claimed that a merchant does better to take a loss than to make
a dishonest profit. Maintaining an ethical perspective is essential to creating and protecting a
company’s reputation, but it is no easy task. Ethical dilemmas lurk in the decisions—even the
most mundane ones—that entrepreneurs make every day. Succumbing to unethical temptations
ultimately can destroy a company’s reputation, one of the most precious and most fragile posses-
sions of any business.

Building a reputation for ethical behavior typically takes a long time; unfortunately, destroy-
ing that reputation requires practically no time at all, and the effects linger for some time. One
top manager compares a bad reputation to a hangover: “It takes a while to get rid of, and it makes
everything else hurt.”> Many businesses flounder or even fail after their owners or managers are
caught acting unethically.

m ENTREPRENEURIAL PROFILE: Brian Whitfield, Edwin Todd, and Marsha Whitfield:

Sommet Group Brian Whitfield and his father-in-law Edwin Todd founded Sommet
Group to provide business services, including payroll, human resources, employee benefits, and
staffing, to small- and medium-sized companies. Outsourcing these functions allowed their clients
to focus on growing their business. Marsha Whitfield, Brian’s wife and Edwin Todd’s daughter,
served as Vice President of Payroll for the company. To help build brand awareness, the Sommet
Group entered into a multi-year naming rights agreement in 2007 with the Nashville Predators of
the National Hockey League. The company was seeking to become a nationally known provider
of outsourced business services. The home arena for the Predators became known as the Sommet
Center. However, soon the empire being built by the family-owned business began to unravel. In
2009, just two years after signing the agreement, the Nashville Predators sued the Sommet Group
to revoke the naming rights, alleging nonpayment of the agreed-upon naming rights fees. In July
2010 the FBI raided Sommet Group's headquarters, looking for evidence of fraud. In 2011 federal
agents also raided the home of Brian and Marsha Whitfield seeking additional evidence. That
same year Marsha filed for divorce. On March 1, 2012, the Whitfields and Todd were indicted in
federal court on 15 criminal counts, including wire fraud, conspiracy, theft from an ERISA plan,
and money laundering charges. The Whitfields allegedly stole more than $650,000 from an
employee pension plan to help pay for the arena naming rights obligations, to buy a houseboat,
and to build a pool at their home. The indictment also alleged that the Whitfields failed to report
almost $80 million of gross wages paid on behalf of Sommet clients, leading to an underpayment
of more than $20 million in income taxes. In July 2013, two former executives of Sommet reached
a plea deal with federal prosecutors. Edwin Todd agreed to plead guilty to one count of conspir-
acy. Marsha Whitfield agreed to testify against her former husband Brian Whitfield and pleaded
guilty to one count of conspiracy and one count of wire fraud.

As displayed in Figure 2.2, there are three levels of ethical standards:

1. The law, which defines for society as a whole those actions that are permissible and those
that are not. The law is the narrowest level of ethical standards. The law merely establishes
the minimum standard of behavior. Actions that are legal, however, may not be ethical.
Simply obeying the law is insufficient as a guide for ethical behavior; ethical behavior
requires more. Few ethical issues are so simple and one dimensional that the law can serve
as the acid test for making a decision.

2. Organizational policies and procedures, which serve as specific guidelines for people as
they make daily decisions. Policies and procedures include a broader definition of ethical
standards that go beyond what is defined by the law. Many colleges and universities have
created honor codes, and companies rely on policies covering everything from sexual
harassment and gift giving to hiring and whistle blowing.
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Policies and Procedures

Morality

3. The moral stance that employees take when they encounter a situation that is not governed
by levels 1 and 2. It is the broadest and most fundamental definition of ethical standards.
The values people learn early in life at home, from their religious upbringing, in the
communities they were raised in, in school, and at work are key ingredients at this level.
Morality is what shapes a person’s character. A strong determinant of moral behavior is
training. As Aristotle said thousands of years ago, you get a good adult by teaching a child
to do the right thing. A company’s culture can serve either to support or undermine its
employees’ concepts of what constitutes ethical behavior.

Ethics is something that every businessperson faces daily; most decisions involve some
degree of ethical judgment. Over the course of a career, entrepreneurs can be confident that they
will face some tough ethical choices. However, that is not necessarily bad! Situations such as
these give entrepreneurs the opportunity to flex their ethical muscles and do what is right. Entre-
preneurs set the ethical tone for their companies. The ethical stance employees take when faced
with difficult decisions often reflects the values that entrepreneurs have used to intentionally
shape the culture within their businesses.

m ENTREPRENEURIAL PROFILE: Joey Prusak, Dairy Queen manager Joey Prusak was

working at the Dairy Queen franchise where he had been employed for the previous five
years. A blind man, who was a regular customer, was standing at the counter paying his bill. While
the customer was getting money out of his wallet, he unknowingly dropped a twenty-dollar bill.
A woman standing behind him in line quickly picked up the twenty-dollar bill and put it in her purse.
When the woman stepped up to the counter to be served, Prusak asked her to return the money to
the man who had dropped it. She refused, claiming it was her money that she had dropped. Prusak
refused to serve her, saying that he would not serve her if she was going to be so “disrespectful” to
another customer. The woman became belligerent and stormed out of the store. Prusak served the
remaining customers in line, apologizing to each one for the incident. Prusak then went over to the
blind man, pulled out a twenty-dollar bill, and handed him the money, telling him that he had
dropped it on the floor when he was paying for his food. A customer who witnessed the entire
incident wrote a comment card describing what had happened. The owner of the franchise put the
comment card on a bulletin board for all of the employees to see. One of the employees took a
picture of the card and posted it on Facebook. The story then went viral. Billionaire Warren Buffet,
whose company Berkshire Hathaway owns American Dairy Queen Corporation, heard the story and
invited Prusak to be his special guest at the annual shareholder meeting of Berkshire Hathaway.” i

FIGURE 2.2

Three Levels of
Ethical Standards
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Moral Management

Although companies may set ethical standards and offer guidelines for employees, the ultimate
decision on whether to abide by ethical principles rests with the individual. In other words,
companies really are not ethical or unethical; individuals are. Managers, however, can greatly
influence individual behavior within the company. That influence must start at the fop of the
organization. The entrepreneur who practices ethical behavior establishes the moral tone for
the entire organization. Table 2.1 summarizes the characteristics of the three ethical styles of
management: immoral, amoral, and moral management.

IMMORAL MANAGEMENT Immoral managers are motivated by selfish reasons such as their
own gains or those of the company. The driving force behind immoral management is greed:
achieving personal or organizational success at any cost. Immoral management is the polar
opposite of ethical management; immoral managers do what they can to circumvent laws and
moral standards and are not concerned about the impact their actions have on others.

AMORAL MANAGEMENT The principal goal of amoral managers is to earn a profit, but their
actions differ from those of immoral managers in one key way: They do not purposely violate
laws or ethical standards. Instead, amoral managers neglect to consider the impact their decisions
have on others; they use free-rein decision making without reference to ethical standards. Amoral
management is not an option for socially responsible businesses.

MORAL MANAGEMENT Moral managers also strive for success but only within the boundaries of
legal and ethical standards. Moral managers are not willing to sacrifice their values and violate

TABLE 2.1 Approaches to Business Ethics

Organizational
Characteristics

Immoral Management

Amoral Management

Moral Management

Ethical norms

Motives

Goals

Orientation
toward law

Strategy

Management decisions, actions,
and behavior imply a positive and
active opposition to what is moral
(ethical).

Decisions are discordant with
accepted ethical principles.

An active negation of what is
moral is implicit.

Selfish. Management cares only
about its or its company’s gains.

Profitability and organizational
success at any price.

Legal standards are barriers that
management must overcome to
accomplish what it wants.

Exploit opportunities for corporate
gain. Cut corners when it appears
useful.

Management is neither moral nor
immoral; decisions are not based
on moral judgments.

Management activity is not related
to any moral code.

A lack of ethical perception and
moral awareness may be implicit.

Well-intentioned but selfish in the
sense that impact on others is not
considered.

Profitability. Other goals are not
considered.

Law is the ethical guide, preferably
the letter of the law. The central
question is, what we can do legally?

Give managers free rein. Personal
ethics may apply but only if
managers choose. Respond to
legal mandates if caught and
required to do so.

Management activity conforms
to a standard of ethical, or right,
behavior.

Management activity conforms to
accepted professional standards of
conduct.

Ethical leadership is commonplace.

Good. Management wants

to succeed but only within

the confines of sound ethical
precepts such as fairness, justice,
and due process.

Profitability within the confines
of legal obedience and ethical
standards.

Obedience toward letter and spirit
of the law. Law is a minimal ethical
behavior. Prefer to operate well
above what law mandates.

Live by sound ethical standards.
Assume leadership position when
ethical dilemmas arise. Enlightened
self-interest.

Source: Archie B. Carroll, “In Search of the Moral Manager,” reprinted from Business Horizons, March/April, Copyright 1987 by the Foundation for

the School of Business at Indiana University. Used with permission.
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ethical standards just to make a profit. Managers who operate with this philosophy see the law as
a minimum standard for ethical behavior.

The Benefits of Moral Management

One of the most common misconceptions about business is that there is a contradiction between
earning a profit and maintaining high ethical standards. In reality, companies have learned that
these two goals are consistent with one another. Elizabeth Riley, program manager of Impact
Engine, a Chicago-based business accelerator that supports for-profit start-ups with strong social
missions, says, “Much too often, business leaders are faced with an unnecessary choice between
profits and making the world a better place. This is a false construct that has been perpetuated for
far too long—profit and purpose should not be mutually exclusive.”® Many entrepreneurs launch
businesses with the idea of making a difference in society. They quickly learn that to “do good,”
their companies must first “do well.” Bridget Hilton, founder of Jack’s Soap, a for-profit com-
pany that addresses the problem of child mortality due to hygiene by donating one bar of soap to
a child in need for every bar of soap sold, says, “Cynics believe there’s no way to do good while
reaping financial rewards. We beg to differ.”

According to a survey by the public relations firm Edelman, 83 percent of U.S. consumers
say transparent and honest practices and operating as a business that one can trust are the most
important factors in a company’s reputation.'’ The Edelman survey also reports that people in the
United States (and globally) trust small businesses more than big businesses."!

m ENTREPRENEURIAL PROFILE: Patrick Woodyard and

Nick Meyer: Nisolo Patrick Woodyard began developing
the for-profit social venture he cofounded in 2011, called Nisolo,
when he was working in a microfinance project in Peru. Woodyard
observed talented craftsmen and artisans who were struggling
to find a market for their products. Woodyard launched Nisolo
to help Peruvian shoemakers expand the market for their hand-
made shoes. Nisolo sells high quality, fashionable men’s and
women's shoes handmade by artisans in Peru through e-commerce
and out of its showroom in Nashville, Tennessee. Nisolo sells shoes
that are both fashionable and help support the shoemakers living
in impoverished regions. With each purchase, customers receive a
business card from the shoemaker who makes their shoes. Nisolo’s
goal is to help Peruvian shoemakers receive a fair price and have
steady sales for their shoes. The shoes are high quality and retail
for an average price of $120 per pair. Nisolo pays the shoemakers
an average of $30 per pair, which is enough to pull them out of
poverty and provide a sustainable living for their families. “It's
about giving them jobs and empowering them,” says cofounder
Nick Meyer. Nisolo seeks to earn a profit while at the same time helping to provide economic
empowerment for the artisans who supply its handmade shoes by offering them a fair price for
their products.’> B

Patrick Woodyard, CEO

Although behaving ethically has value in itself, there are many other benefits to companies
that adhere to high ethical standards. First, companies avoid the damaging fallout from unethical
behavior on their reputations. Unethical businesses usually gain only short-term advantages; over
the long run, unethical decisions don’t pay. It’s simply not good business.

Second, a solid ethical framework guides managers as they cope with an increasingly com-
plex network of influence from external stakeholders. Dealing with stakeholders is much easier
if a company has a solid ethical foundation on which to build.

Third, businesses with solid reputations as ethical companies find it easier to attract and
retain quality workers. Max Lubarsky gets paid to volunteer for a variety of projects in Wash-
ington, D.C., including cleaning up the bird exhibit at the National Zoo, participating in Habitat
for Humanity building projects, and helping to beautify the grounds around various national
monuments. Lubarsky works for the Carlyle Group, which offers employees two paid days off
a year to perform volunteer work around the community. “It’s been a great opportunity to give
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TABLE 2.2 Reasons to Run a Business Ethically and the Factors
That Drive Business Ethics

Top Five Reasons to Run a Business Ethically
1. Protect brand and company reputation
2. Itis the right thing to do
3. Maintain customers’ trust and loyalty
4. Maintain investors’ confidence
5. Earn public acceptance and recognition
Top Five Factors That Drive Business Ethics
1. Corporate scandals
Marketplace competition
Demands by investors
Pressure from customers

A

Globalization

Source: The Ethical Enterprise: A Global Study of Business Ethics 2005-2015 (American Management Association/
Human Resource Institute, 2006), p. 2.

back to the community,” says Lubarsky. Lubarsky has a strong loyalty to Carlyle Group, as he
wants to work for a company where he can make a difference within both his profession and his
community."

Fourth, ethical behavior has a positive impact on a company’s bottom line. Research on
the relationship between corporate ethics and financial performance suggests that companies
that outperform their competitors ethically also outperform them financially due to the strong
employee commitment that an ethical culture creates.'* However, financial rewards should never
become the motivating force behind acting ethically. Entrepreneurs must strive to do the right
thing simply because it is the right thing to do!

Finally, a company’s ethical philosophy has an impact on its ability to provide value for its
customers. The “ethics factor” is difficult to quantify, yet it is something that customers consider
when deciding where to shop and which company’s products to buy. “Do I want people buying
Timberland boots as a result of the firm’s volunteer efforts?” asks CEO Jeffrey Swartz. “You
bet.”!> Timberland’s commitment to “doing good” in addition to “doing well” is expressed in its
slogan, “Boots, Brand, Belief.” Like other social entrepreneurs, Swartz’s goal is to manage the
company successfully so that he can use its resources to combat social problems.

Entrepreneurs must recognize that ethical behavior is an investment in the company’s future
rather than merely a cost of doing business. Table 2.2 shows the results of a comprehensive study
that was conducted by the American Management Association of global human resources direc-
tors who were asked about the reasons for their companies’ engaging in ethical behavior and the
factors that drive business ethics today.

Establishing an Ethical Framework

To cope successfully with the many ethical decisions they face, entrepreneurs must develop a
workable ethical framework to guide themselves and the organization. Although many frame-
works exist, the following five-step process works quite well:

Step 1. Identify the personal moral and ethical principles that shape all business
decisions. Entrepreneurs build the foundation for making ethical decisions by
understanding how their personal values come to life in business situations. This
starts with an inventory of the important principles that define one’s personal
values. The entrepreneur then determines how each of these principles affects
each of the major stakeholders of the business. Many entrepreneurs integrate
this proactive approach to ethical decision making into their business plans to
ensure the integrity of their business actions as they launch and grow their
business ventures.
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Step 2. Recognize the ethical dimensions involved in the dilemma or decision. Before
entrepreneurs can make informed ethical decisions, they must recognize that an
ethical situation exists. Only then is it possible to define the specific ethical issues
involved. Too often, business owners fail to take into account the ethical impact of
a particular course of action until it is too late. To avoid ethical quagmires, entre-
preneurs must consider the ethical forces at work in a situation—honesty, fairness,
respect for the community, concern for the environment, trust, and others—to
have a complete view of the decision.

Step 3. Identify the key stakeholders involved and determine how the decision will
affect them. Every business influences and is influenced by a multitude of
stakeholders. Frequently, the demands of these stakeholders conflict with one
another, putting a business in the position of having to choose which groups to
satisfy and which to alienate. Before making a decision,
managers must sort out the conflicting interests of the
various stakeholders by determining which ones have
important stakes in the situation. Although this analysis
may not resolve the conflict, it will prevent the company
from inadvertently causing harm to people it may have
failed to consider. More companies are measuring their
performance using a triple bottom line (3BL) that, in ad-
dition to the traditional measure of profitability, includes
the commitment to ethics and social responsibility and the
impact on the environment (“profit, people, and planet”).

m ENTREPRENEURIAL PROFILE: Jason Adkins: BrightHouse

Luxury Green Home Cleaning BrightHouse Luxury Green
Home Cleaning is a healthy, eco-friendly green home cleaning service,
operating out of offices in Jacksonville, Florida, and Nashville, Tennessee.
BrightHouse uses all natural and allergy-reducing products, HEPA

Jason Adkins, Owner

triple bottom

line (3BL)

measuring business
performance using profit-
ability, its commitment to
ethics and social respon-
sibility, and its impact on
the environment (“profit,
people, and planet”).
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filtrations, microfiber, and recyclable packaging. BrightHouse is affiliated with Cleaning for a
Reason Foundation, which provides free home cleaning services for women undergoing
treatment for cancer. Cleaning for a Reason partners with local cleaning companies such as
BrightHouse throughout the United States and Canada. Adkins says that all of BrightHouse’s
employees can attest to the fact that home cleaning is strenuous work. Providing cleaning for
cancer patients enables them to save their strength to tolerate treatment and get well.
BrightHouse’s non-toxic cleaning solution do not cause problems for cancer patients whose
immune systems are compromised by chemotherapy. Adkins hopes that a clean home can
comfort patients during their treatment and recovery.'® B

Step 4. Generate alternative choices and distinguish between ethical and unethical

responses. When entrepreneurs are generating alternative courses of action and
evaluating the consequences of each one, they can use the questions in Table 2.3
to guide them. Asking and answering questions such as these ensure that everyone
involved is aware of the ethical dimensions of the issue.

TABLE 2.3 Questions to Help Identify the Ethical Dimension of a Situation

Principles and Codes of Conduct

e Does this decision or action meet my standards for how people should interact?

o Does this decision or action agree with my religious teachings or beliefs (or with my personal
principles and sense of responsibility)?

o How will I feel about myself if I do this?

e Do we (or I) have a rule or policy for cases like this?

e Would I want everyone to make the same decision and take the same action if faced with these
circumstances?

e What are my true motives for considering this action?
Moral Rights

o Would this action allow others freedom of choice in this matter?

o Would this action involve deceiving others in any way?

Justice

o Would I feel this action was just (right) if I were on the other side of the decision?

o How would I feel if this action were done to me or someone close to me?

e Would this action or decision distribute benefits justly?

e Would it distribute hardships or burdens justly?

Consequences and Outcomes

o What will be the short- and long-term consequences of this action?

e Who will benefit from this course of action?
e Who will be hurt?
o How will this action create good and prevent harm?

Public Justification

o How would I feel (or how will I feel) if (or when) this action becomes public knowledge?

o Will I be able to explain adequately to others why I have taken the action?

o Would others feel that my action or decision is ethical or moral?

Intuition and Insight

e Have I searched for all alternatives? Are there other ways I could look at this situation?
Have I considered all points of view?

o Even if there is sound rationality for this decision or action, and even if I could defend it publicly,
does my inner sense tell me it is right?

e What does my intuition tell me is the ethical thing to do in this situation? Have I listened to my inner

voice?

Source: Sherry Baker, “Ethical Judgment,” Executive Excellence, March 1992, pp. 7-8.
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Step 5. Choose the “best” ethical response and implement it. At this point, there likely
will be several ethical choices from which managers can pick. Comparing these
choices to the “ideal” ethical outcome may help managers make the final decision.
The final choice must be consistent with the company’s goals, culture, and value
system as well as those of the individual decision makers.

Why Ethical Lapses Occur

Although most small business owners run their companies ethically, business scandals involv-
ing Enron, WorldCom, Tyco, and other high-profile companies have sullied the reputations of
businesses of all sizes. The best way for business owners to combat these negative public percep-
tions is to run their business ethically. When faced with an ethical dilemma, however, not every
entrepreneur or employee will make the right decision. According to KPMG’s Integrity Survey,
73 percent of workers say they have observed ethical lapses in their companies within the last year,
and 56 percent say the misconduct they observed would cause “a significant loss of public trust if
discovered.”'” Normally decent people who believe in moral values commit many unethical acts.
Figure 2.3 shows the results of the KPMG Integrity Survey that identifies the primary causes of
misconduct in businesses. Let’s explore some of the causes if ethical lapses in more detail.

An Unethical Employee

Ethical decisions are individual decisions, and some people are corrupt. Try as they might to
avoid them, small businesses occasionally find that they have hired a “bad apple.” Eliminating
unethical behavior requires eliminating these bad apples.

An Unethical Organizational Culture

In some cases, a company’s culture has been poisoned with an unethical overtone; in other words,
the problem is not the “bad apple” but the “bad barrel.” Pressure to prosper produces an environment
that creates conditions that reward unethical behavior, and employees act accordingly. Studies show
that companies with strong ethical cultures experience fewer ethical violations than those with weak
ethical cultures.'® In fact, an ethical culture positively influences the behaviors of employees inde-
pendently of the degree to which there is a match between employee and organizational values.'?

Causes of Ethical Lapses

Pressure to do whatever it 64
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Causes of Ethical
Lapses

Source: KPMG Integrity
Survey 2013, p. 12.
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Moral Blindness

Sometimes, fundamentally ethical people commit unethical blunders because they are blind to
the implications of their conduct. Moral blindness may be the result of failing to realize that an
ethical dilemma exists, or it may arise from a variety of mental defense mechanisms. One of the
most common mechanisms is rationalization:

“Everybody does it.”

“If they were in my place, they’d do it too.”

“Being ethical is a luxury I cannot afford right now.”

“The impact of my decision/action on (whomever or whatever) is not my concern.”
“I don’t get paid to be ethical; I get paid to produce results.”

Conducting ethics training and creating a culture that encourages employees to consider the
ethical impact of their decisions reduces the likelihood of moral blindness. Instilling a sense of
individual responsibility and encouraging people at all levels of an organization to speak up when
they see questionable actions create a company-wide ethical conscience. However, employees
are not the only ones who need guidance when facing ethical decisions. Entrepreneurs them-
selves should also seek out advice and counsel when it comes to ethics. One reason entrepreneurs
should establish advisory boards is to serve as a sounding board to help ensure that they under-
stand the moral and ethical dimensions of major decisions.

Competitive Pressures

If competition is so intense that a company’s survival is threatened, managers may begin to view
what were once unacceptable options as acceptable. Managers and employees are under such
pressure to produce that they may sacrifice their ethical standards to reduce the fear of failure or
the fear of losing their jobs. Without a positive organizational culture that stresses ethical behav-
ior regardless of the consequences, employees respond to feelings of pressure and compromise
their personal ethical standards to ensure that the job gets done.

Opportunity Pressures

When the opportunity to “get ahead” by taking some unethical action presents itself, some people
cannot resist the temptation. The greater the reward or the smaller the penalty for unethical acts,
the greater is the probability that such behavior will occur. If managers, for example, condone
or even encourage unethical behavior, they can be sure it will occur. Those who succumb to
opportunity pressures often make one of two mistakes: They overestimate the cost of doing the
right thing, or they underestimate the cost of doing the wrong thing. Either error can lead to disaster.

Globalization of Business

The globalization of business has intertwined what once were
distinct cultures. This cultural cross-pollination has brought about
many positive aspects, but it has created problems as well. Com-
panies have discovered no single standard of ethical behavior ap-
plies to all business decisions in the international arena. Practices
that are illegal in one country may be perfectly acceptable, even
expected, in another. Actions that would send a businessperson to
jail in Western nations are common ways of working around the
system in others.

m ENTREPRENEURIAL PROFILE: Rob Grabow: Intrepid

Sportswear Rob Grabow has always loved playing
basketball. His experience wearing poor quality, over-priced uni-
forms led him to start Intrepid Sportswear from his college dorm
room at Gonzaga University. Grabow’s business model for In-
. trepid Sportswear, which is based in Seattle, Washington, focuses
Robert Grabow, President, Intrepid Sportswear on efficiency by shipping product directly from the manufacturer
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TABLE 2.4 Ethics Research Reveals Features of Ethical Cultures

Leaders support and model ethical behavior.

Consistent communications come from all company leaders.

Ethics is integrated into the organization’s goals, business processes, and strategies.
Ethics is part of the performance management system.

Ethics is part of the company’s selection criteria and selection process.

The needs of the various stakeholder are balanced when making decisions.

A strong set of core values supports the vision and mission of the company.

® NNk WD =

The company maintains a long-term perspective on all decisions.

Source: Based on The Ethical Enterprise: A Global Study of Business Ethics 2005-2015 (American Management
Association/Human Resource Institute, 2006), pp. 5, 6, 10; Alexandre Ardichvili, James A. Mitchell and Douglas
Jondle, “Characteristics of Ethical Business Cultures,” Journal of Business Ethics, 2009 (85:4), pp. 445-451.

to the customer. The savings from eliminating buyers in international markets, wholesalers, and
U.S.-based sales representatives is passed along to their customers. Intrepid customers save as
much as 50 percent on uniforms compared to other suppliers. In addition to paying overseas
workers above-market wages, Intrepid also gives 5 to 10 percent of its net profits back to these
workers. Grabow says he gives back to his employees because it is ethical to share success with
those who helped create it. However, the practice also creates positive outcomes for his business.
Grabow finds that Intrepid Sportswear’s profit sharing has improved employee retention and
loyalty. His team is more willing to go above and beyond for the company. Grabow believes doing
the right thing and sound business practices are not mutually exclusive. Intrepid sells to teams in
all 50 states and to teams in eight countries in Europe. More than 6,400 teams have bought uni-
forms from Intrepid since Grabow started the business in his dorm room in 2002.2° m

Table 2.4 provides a summary of important ethics research concerning the characteristics
that are most important to establishing an ethical culture.

Establishing and Maintaining Ethical Standards
Establishing Ethical Standards

A study by the Southern Institute for Business and Professional Ethics found that small compa-
nies are less likely than large ones to have ethics programs.?' Although they may not have formal
ethics programs, entrepreneurs can encourage employees to become familiar with the following
ethical tests for judging behavior:

e The utilitarian principle. Choose the option that offers the greatest good for the greatest
number of people.

e Kant’s categorical imperative. Act in such a way that the action taken under the
circumstances could be a universal law or rule of behavior.

e The professional ethic. Take only those actions that a disinterested panel of professional
colleagues would view as proper.

e The Golden Rule. Treat other people the way you would like them to treat you.

o The television test. Would you and your colleagues feel comfortable explaining your
actions to a national television audience?

e The family test. Would you be comfortable explaining to your children, your spouse,
and your parents why you took this action?*?

Although these tests do not offer universal solutions to ethical dilemmas, they do help employees
identify the moral implications of the decisions they face. People must be able to understand the
ethical impact of their actions before they can make responsible decisions. Table 2.5 describes
ten ethical principles that differentiate between right and wrong, thereby offering a guideline for
ethical behavior.

LO3
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TABLE 2.5 Ten Ethical Principles to Guide Behavior

The study of history, philosophy, and religion reveals a strong consensus about certain universal and timeless values that are central to
leading an ethical life.

1.
2.

10.

Honesty. Be truthful, sincere, forthright, straightforward, frank, and candid; do not cheat, lie, steal, deceive, or act deviously.

Integrity. Be principled, honorable, upright, and courageous and act on convictions; do not be two-faced or unscrupulous or
adopt an ends-justifies-the-means philosophy that ignores principle.

Promise-keeping. Be worthy of trust, keep promises, fulfill commitments, and abide by the spirit as well as the letter of an
agreement; do not interpret agreements in a technical or legalistic manner to rationalize noncompliance or to create excuses for
breaking commitments.

Fidelity. Be faithful and loyal to family, friends, employers, and country; do not use or disclose information earned in
confidence; in a professional context, safeguard the ability to make independent professional judgments by scrupulously
avoiding undue influences and conflicts of interest.

Fairness. Be fair and open-minded, be willing to admit error and, when appropriate, change positions and beliefs; demonstrate a
commitment to justice, the equal treatment of individuals, and tolerance for diversity; do not overreach or take undue advantage
of another’s mistakes or adversities.

Caring for others. Be caring, kind, and compassionate; share, be giving, and serve others; help those in need and avoid
harming others.

Respect for others. Demonstrate respect for human dignity, privacy, and the right to self-determination for all people; be
courteous, prompt, and decent; provide others with the information they need to make informed decisions about their own lives;
do not patronize, embarrass, or demean.

Responsible citizenship. Obey just laws [if a law is unjust, openly protest it]; exercise all democratic rights and privileges
responsibly by participation [voting and expressing informed views], social consciousness, and public service; when in a position
of leadership or authority, openly respect and honor democratic processes of decision making, avoid secrecy or concealment of
information, and ensure others have the information needed to make intelligent choices and exercise their rights.

Pursuit of excellence. Pursue excellence in all matters; in meeting personal and professional responsibilities, be diligent,
reliable, industrious, and committed; perform all tasks to the best of your ability, develop and maintain a high degree of
competence, and be well informed and well prepared; do not be content with mediocrity, but do not seek to win “at any cost.”

Accountability. Be accountable; accept responsibility for decisions, for the foreseeable consequences of actions and inactions,
and for setting an example for others. Parents, teachers, employers, many professionals, and public officials have a special
obligation to lead by example and to safeguard and advance the integrity and reputation of their families, companies, professions,
and the government; avoid even the appearance of impropriety and take whatever actions are necessary to correct or prevent
inappropriate conduct by others.

Source: Michael Josephson, “Teaching Ethical Decision Making and Principled Reasoning,” Ethics: Easier Said Than Done, Winter 1988, pp. 28-29,
www.Josephsonlnstitute.org.

m ENTREPRENEURIAL PROFILE: Christopher Redhage

and Michael Rosen, ProviderTrust Christopher Red-
hage and Michael Rosen launched ProviderTrust to help health-
care providers ensure that their staff and vendors are all fully
licensed under Medicare and Medicaid regulations. The 2010
Affordable Care Act (also known as ObamaCare) expanded the
reach of these regulations and increased the penalties for non-
compliance. The company has experienced high growth from its
launch. The founders are committed to building a company
that is based on a clear set of core values. Every morning the
ProviderTrust employees meet for ten to fifteen minutes. There
are two items on the agenda for these daily meetings. The first
item on the agenda is to review one of their core values or key
business practices, which Redhage thinks it is important be-
cause it helps keep employees’ values aligned with the compa-
ny's core values and keeps everyone focused on a healthy,
ethical culture. The second item on the daily meething allows
each member of the team to talk about the one thing he or she

Christopher Redhage, will to accompllsh that day, which is always shared within the context of the core value or key
Co-founder, ProviderTrust Inc. business practlce [}
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Maintaining Ethical Standards

Establishing ethical standards is only the first step in an ethics-enhancing program; implementing
and maintaining those standards is the real challenge facing management. What can entrepre-
neurs do to integrate ethical principles into their companies? To create an environment that en-
courages ethical behavior, entrepreneurs must make building an intentional culture that is based
on a strong ethical foundation a core responsibility as leaders of their businesses.

SET THE TONE “The character of the leader casts a long shadow over the organization and can
determine the character of the organization itself,” says one business executive.?® Entrepreneurs
must set an impeccable ethical example at all times. Remember that ethics starts at the top. If
entrepreneurs and their managers talk about the importance of ethics and then act in an unethical
manner, they send mixed signals to employees. Workers believe the actions of those in charge
more than their words. What you do, how you do it, and what you say set the tone for your
employees. The values you profess must be aligned with the behaviors you demonstrate.

CREATE A COMPANY CREDO A company credo defines the values underlying the entire company
and its ethical responsibilities to its stakeholders. It offers general guidance in ethical issues. The
most effective credos capture the elusive essence of a company—what it stands for and why it’s
important—and they can be a key ingredient in a company’s competitive edge. A company credo is
especially important for a small company, where the entrepreneur’s values become the values driving
the business. A credo is an excellent way to transform those values into guidelines for employees’
ethical behavior. For example, Trustworth, a residential provider of elderly care operating in
England, developed the following credo: “Our residents are a mirror of ourselves should we reach
old age. They have been entrusted to our care and we have accepted that trust. We resolve to give
them the patience, loving care and understanding we would like to receive for ourselves.***

ESTABLISH HIGH STANDARDS OF BEHAVIOR It is essential to emphasize to everyone in the
organization the importance of ethics. All employees must understand that ethics is not negotiable.
The role that an entrepreneur plays in establishing high ethical standards is critical; no one
has more influence over the ethical character of a company than its founder. One experienced
entrepreneur offers this advice to business owners: “Stick to your principles. Hire people who
want to live by them, teach them thoroughly, and insist on total commitment.”*

INVOLVE EMPLOYEES IN ESTABLISHING ETHICAL STANDARDS Encourage employees to offer
feedback on how to establish standards. Involving employees improves the quality of a company’s
ethical standards and increases the likelihood of employee compliance.

CREATE A CULTURE THAT EMPHASIZES TWO-WAY COMMUNICATION A thriving ethical
environment requires two-way communication. Employees must have the opportunity to report
any ethical violations they observe. A reliable, confidential reporting system is essential to a
whistle-blowing program, in which employees anonymously report breaches of ethical behavior
through proper channels.

ELIMINATE “UNDISCUSSABLES.” One of the most important things entrepreneurs can do to
promote ethical behavior is to instill the belief that it is acceptable for employees to question what
happens above them. Doing away with undiscussables makes issues transparent and promotes
trust both inside and outside the company.*®

DEVELOP A CODE OF ETHICS A code of ethics is a written statement of the standards of behavior
and ethical principles a company expects from its employees. A code of ethics spells out what
kind of behavior is expected (and what kind will not be tolerated) and offers everyone in the
company concrete guidelines for dealing with ethics every day on the job. Although creating a
code of ethics does not guarantee 100 percent compliance with ethical standards, it does tend to
foster an ethical atmosphere in a company. Workers who will be directly affected by the code
should have a hand in developing it.

ENFORCE THE CODE OF ETHICS THROUGH POLICIES Set appropriate policies for your organization.
Communicate them on a regular basis and adhere to them yourself so that others can see. Show
zero tolerance for ethical violations and realize that the adage “Don’t do as I do; do as I say”

company credo

a statement that defines
the values underlying the
entire company and its
ethical responsibilities to its
stakeholders.

code of ethics

a written statement of the
standards of behavior and
ethical principles a company
expects from its employees.
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does not work. Without a demonstration of real consequences and personal accountability from
the CEO, organizational policies are meaningless. Managers must take action whenever they
discover ethical violations. If employees learn that ethical breaches go unpunished, the code of
ethics becomes meaningless. Enforcement of the code of ethics demonstrates to everyone that
you believe ethical behavior is mandatory.

RECRUIT AND PROMOTE ETHICAL EMPLOYEES Ultimately, the decision in any ethical situation
belongs to the individual. Hiring people with strong moral principles and values is the best insurance
against ethical violations. To make ethical decisions, people must have (1) ethical commitment—
the personal resolve to act ethically and do the right thing; (2) ethical consciousness—the ability to
perceive the ethical implications of a situation; and (3) ethical competency—the ability to engage
in sound moral reasoning and develop practical problem-solving strategies.”’ Find colleges
and universities that incorporate business ethics into courses and make them prime recruiting
sources. Tina Byles Williams, owner of FIS Group, an investment advising and management firm,
understands how important it is to hire honest employees with a strong sense of ethics. Although
Williams knows that there is no foolproof hiring method, she has redesigned her company’s
selection process with an emphasis on screening for integrity.?

CONDUCT ETHICS TRAINING Instilling ethics in an organization’s culture requires more than
creating a code of ethics and enforcing it. Managers must show employees that the organization
truly is committed to practicing ethical behavior. One of the most effective ways to display that
commitment is through ethical training designed to raise employees’ consciousness of potential
ethical dilemmas. Ethics training programs not only raise employees’ awareness of ethical
issues but also communicate to employees the core of the company’s value system. Rob Kaplan,
professor of management practice at Harvard University, recommends that employees be trained
to follow a simple yet powerful three-step process when facing an ethical situation:

1. Slow down.
2. Seek advice and elevate the issue.
3. Don’t get bullied into making a quick decision you might later regret.”

REWARD ETHICAL CONDUCT The reward system is a large window into the values of an
organization. If you reward a behavior, people have a tendency to repeat the behavior.

SEPARATE RELATED JOB DUTIES This is a basic organizational concept. Not allowing the
employee who writes checks to reconcile the company bank statement is one example.

PERFORM PERIODIC ETHICAL AUDITS One of the best ways to evaluate the effectiveness of an
ethics system is to perform periodic audits. These reviews send a signal to employees that ethics
is not just a passing fad.

Social Entrepreneurship

Whereas traditional entrepreneurs seek opportunities to create market value, there is a growing
trend to use entrepreneurship to pursue opportunities to create social value. These social entre-
preneurs, people who start businesses so that they can create innovative solutions to society’s
most vexing problems, see themselves as change agents for society. Social entrepreneurs are
finding the resources to tackle challenging problems confronting the global economy, including
pollution, habitat destruction, human rights, AIDS, hunger, poverty, and others. Social entrepre-
neurship can be characterized by the following:

1. Social entrepreneurs seek solutions for social problems that are met by neither the market
nor government.

2. Creating social benefit rather than commercial success motivates social entrepreneurs.

3. Social entrepreneurs tackle social problems by taking full advantage of natural market
forces.™
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You Be the Consultant

Funding Social Ventures Through Franchise Businesses

Nonprofits are facing severe funding challenges. Although the
number of social ventures is increasing, funding from grants and
donations has declined. A recent survey found that 54 percent of
nonprofits were not able to generate enough funding to meet
demand for their services. As a result, 39 percent of nonprofits
surveyed plan to change the main way they raise funding. To meet
this challenge, several nonprofits have turned to a creative way to
fund their missions. Rather than rely on grants and donations, a
growing number are using franchise businesses to generate new
revenue streams to fund their causes.

Sandwich Shop Helps Build Housing

Affordable Homes of South Texas develops affordable housing
for low-income families. In the past, the agency relied on fed-
eral grants as its main source of funding. However, this source of
funding has declined steadily over the past several years due to
government budget cuts while demand for its services had contin-
ued to climb. Bobby Calvillo, the executive director of Affordable
Homes of South Texas, had an inspiration when he noticed lines
of people waiting for service in a sandwich shop nearby. Calvillo
wondered if Affordable Homes could open its own sandwich shop
to help provide badly needed funding for its clients. After getting
approval from his board, Calvillo began the process of buying a
Blimpie's sandwich franchise. Affordable Homes could not directly
own a franchise business because nonprofits are not allowed to
own such investments. Affordable Homes set up an investment
corporation as a parent entity and, under it, formed a limited
liability company that would own the franchise business. Calvillo
projects that the franchise will be able to fund the construction of
several homes once it is fully operational.

Clients of Training Center Bake Pizzas
to Generate Revenue

Dale Rogers Training Center trains and employs more than
1,100 people with disabilities in Oklahoma City each year. Due
to declining private funding, the nonprofit partnered with Papa
Murphy’s Pizza to open a franchise operation to provide additional
funding and offer a place for at least 15 of its clients to work. Dale
Rogers Training Center is not new to using social enterprises to
support its operating budget. The nonprofit generates 83 percent
of its revenue from several social enterprises, including janitorial,
cleaning, and delivery services. Dale Rogers Training Center re-
ceives 100 percent of the profits from the pizza shop and is able to
fill 75 percent of the store’s jobs with its clients. Even though this
Papa Murphy’s restaurant hires people with disabilities, it has the
same standards for its employees as every other Papa Murphy’s
store.

Ice Cream Sales Help Several Nonprofits

Ben and Jerry's is a leader in providing franchises to support
nonprofits, partnering with a variety of social ventures for more
than 20 years. One of the first is a franchise owned by Common
Ground, a New York nonprofit working to end homelessness.
The partnership with Common Ground operates three Ben and
Jerry's stores, which hire 15 clients served by the nonprofit. The
stores each took two to three years to break even. Ben and
Jerry's partners with several programs providing employment
and life skills training for disadvantaged youth. It has five loca-
tions owned by Juma Ventures, which supports disadvantaged
youth by offering them employment in its social enterprises
with the goal of getting them ready to attend and complete
college. Latin American Youth Center in Washington, D.C.,
Metro Community Investment in Minneapolis, Minnesota, and
Youth Job Center of Evanston, lllinois, all operate Ben and Jerry's
to provide employment and life training for their clients. Ben
and Jerry's operates franchises through the Postgraduate Center
for Mental Health in New York City and Second Chance in San
Diego, California, to provide revenue for these nonprofits and
job training for their clients. Finally, youth participating in the
Chicago Children’s Choir raise money for the choir by singing
as they serve customers in a franchise operated in Chicago’s
theater district.

1. What challenges does owning and operating a franchise
business create for these nonprofits? Explain.

2. What advantages do franchise businesses offer nonprofits
that seek side businesses to generate revenues to support
their causes?

3. Select a local nonprofit and work with a team of your
classmates to brainstorm ideas for a franchise business that
could help create a sustainable cash flow to support the
mission of the social venture. What advice can you offer
social entrepreneurs on how to develop alternative revenues
to replace declining grants and donations?

Sources: “Nonprofit Finance Fund Survey of 5900+ Nonprofits: Organizations
Innovating and Adapting to New Reality,” Nonprofit Finance Fund, March 25,
2013,  http://nonprofitfinancefund.org/announcements/2013/state-of-the-nonprofit-
sector-survey; Elizabeth Findell, “Nonprofit starts sandwich shop to gather revenue
to build housing,” The Monitor, May 24, 2013, www.themonitor.com/news/local/
article_032f820-c367-11e2-b381-001a4bcf6878.html; Hillary McLain, “Oklahoma
City pizza restaurant to provide opportunities for employees with disabilities,” The
Oklahoman, July 11, 2013, http://newsok.com/oklahoma-city-pizza-restaurant-to-
provide-opportunities-for-employees-with-disabilities/article/3861000; “Nonprofit-
Owned Franchises: A Strategic Business Approach,” Community Wealth Ventures,
Inc. & IFA Educational Foundation, March 2004, www.franchise.org/uploadedfiles/
files/nonprofit_owned.pdf.



www.themonitor.com/news/local/article_032f8f20-c367-11e2-b381-001a4bcf6878.html
www.themonitor.com/news/local/article_032f8f20-c367-11e2-b381-001a4bcf6878.html
http://newsok.com/oklahoma-city-pizza-restaurant-toprovide-opportunities-for-employees-with-disabilities/article/3861000
http://newsok.com/oklahoma-city-pizza-restaurant-toprovide-opportunities-for-employees-with-disabilities/article/3861000
www.franchise.org/uploadedfiles/files/nonprofit_owned.pdf
www.franchise.org/uploadedfiles/files/nonprofit_owned.pdf
http://nonprofitfinancefund.org/announcements/2013/state-of-the-nonprofitsector-survey
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Define social responsibility.

Social entrepreneurs use their creativity to develop solutions to social problems that range
from cleaning up the environment to improving working conditions for workers around the world;
their goal is to use their businesses to make money and to make the world a better place to live.

Social entrepreneurship is the fastest growing type of entrepreneurship in most parts of the
world. The Global Entrepreneurship Monitor survey of entrepreneurial activity reports that one-
third of entrepreneurs in the United States pursue a purely social entrepreneurial venture.’' Bill
Drayton, founder of Ashoka, an organization that promotes social entrepreneurship, says, “Social
entrepreneurs are not content just to give a fish or teach [someone] how to fish. They will not rest
until they have revolutionized the fishing industry.”*

m ENTREPRENEURIAL PROFILE: Jamie Yang, EGG-energy Jamie Yang wanted to address

an important issue facing much of Tanzania: Only 14 percent of its population has access to
electricity. Without reliable electricity, residents must rely on unsafe kerosene and disposable bat-
teries. These alternative power sources increase pollution and are expensive. EGG-energy seeks to
provide developing countries with affordable electrical service. EGG-energy sends electricians to
customers’ homes or businesses to install a full electrical system, including high-efficiency LED
light bulbs, wiring, and switches for a small one-time fee. These systems are then powered by safe
and efficient rechargeable batteries that last about five evenings for a typical household. EGG-
energy charges customers a small subscription fee to swap a depleted battery with a fully charged
one. The EGG-energy system costs customers less than half of what they spent on kerosene and
disposable batteries. As the electrical grid expands in Tanzania, customers can be connected using
the wiring already installed by EGG-energy. “We want to concentrate enough demand in an area,
such that it makes sense to come in and provide electrical services,” says Yang. As a social enter-
prise, EGG-energy seeks to make a profit while providing low-cost, safe energy to families who
have not had this service.**

Social Responsibility

The concept of social responsibility has evolved from that of a nebulous “do-gooder” to one of
“social steward” with the expectation that businesses will produce benefits not only for them-
selves but also for society as a whole. Society is constantly redefining its expectations of busi-
ness and now holds companies of all sizes to high standards of ethics and social responsibility.
Companies must go beyond “doing well”—simply earning a profit—to “doing good”—Iliving
up to their social responsibility. They also must recognize the interdependence of business and
society. Each influences the other, and both must remain healthy to sustain each other over time.
A growing recognition of social responsibility is true not only for large public corporations but
also for small businesses. Two surveys by SurePayroll shed light on the scope of small business
owners’ engagement in social responsibility. One survey reports that 55 percent of small busi-
nesses’ mission statements include a reference to achieving some type of social goal, and a sec-
ond report finds that 90 percent of small business owners give to charity and 70 percent donate
both money and time to local causes.*

Companies that are most successful in meeting their social responsibility select causes that
are consistent with their core values and their employees’ interests and skill sets. In fact, some
entrepreneurs allow employees to provide input into the decision concerning which causes to
support. A common strategy is to allow employees to provide pro bono work for the charitable
organizations they support.

m ENTREPRENEURIAL PROFILE: Doral Financial Corporation Doral Financial is a bank

holding company that operates Doral Bank in Puerto Rico. The Puerto Rican economy has
continued to languish since the Great Recession began in 2008. Doral Bank executives made the
decision to create growth for their financial institution by supporting women entrepreneurs. To
help differentiate its brand, the bank moved from spending money on traditional advertising to
supporting philanthropic causes. In addition to its long-term support for breast cancer research,
the bank began to offer free mammograms because breast cancer is a leading cause of death
among Puerto Rican women. The bank also donates funding to a nonprofit that provides micro
financing to help women start businesses. More than 25 women have received $50,000 loans
through this initiative. Doral Bank also hosts several free seminars that target women entrepreneurs.
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“It makes all the sense in the world. Rather than spending tons in advertising, our real investment
is spending time assisting the community,” says Jesus Mendez, executive vice president of Puerto
Rico operations at Doral Bank.>* W

In a free enterprise system, companies that fail to respond to their customers’ needs and
demands soon go out of business. Today, customers are increasingly demanding the companies they
buy goods and services from to be socially responsible. When customers shop for “value,” they no
longer consider only the price—performance relationship of the product or service; they also con-
sider the company’s stance on social responsibility. Whether a company supports a social or an envi-
ronmental cause has a significant effect on shoppers’ behavior. A study by Penn Schoen Berland, in
conjunction with Burson-Marsteller and Landor, reports that more than 75 percent of consumers say
social responsibility is important in their purchasing decisions. The survey finds that 55 percent of
consumers are more likely to choose a product that supports a certain cause when choosing between
otherwise similar products and that 38 percent are willing to pay more for products with added
social benefits.*® Other studies conclude that when price, service, and quality are equal among
competitors, customers buy from the company that has the best reputation for social responsibility.

Other studies show a connection between social responsibility and profitability. One team
of researchers evaluated 52 studies on corporate social responsibility that were conducted over
30 years and concluded that a positive correlation existed between a company’s profitability and
its reputation for ethical, socially responsible behavior. The relationship also was self-reinforcing.
“It’s a virtuous cycle,” says Sara Rynes, one of the researchers. “As a company becomes more
socially responsible, its reputation and financial performance go up, which causes them to be-
come even more socially responsible.”*” The message is clear: Companies that incorporate social
responsibility into their competitive strategies outperform those that fail to do so. Today’s so-
cially wired, transparent economy makes ethical and socially responsible behavior highly visible
and, conversely, improper behavior more difficult to hide.

One problem businesses face is defining just what socially responsible behavior is. Is it
manufacturing environmentally friendly products? Is it donating a portion of profits to chari-
table organizations? Is it creating jobs in inner cities plagued by high unemployment levels? The
nature of a company’s social responsibility efforts depends on how its owners, employees, and
other stakeholders define what it means to be socially responsible. Typically, businesses have
responsibilities to several key stakeholders, including the environment, employees, customers,
investors, and the community. Table 2.6 lists simple ways that small businesses can practice
social responsibility.

TABLE 2.6 Simple Ways for a Small Business to Be Socially Responsible
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1. Encourage recycling. Place recycling bins throughout the workplace. If the business sells retail products, encourage customers

to bring reusable shopping bags. Use recycled products whenever possible.

2. Support local fundraisers. Provide local fundraising events with donated products or services. Encourage employees to

participate in fundraising events as a team representing the company.

3. Join in community service. Allow employees to participate in community volunteer projects on company time. Designate a
day a year for all employees to help with a local charity, such as planting trees on Arbor Day, cleaning up a section of a local

highway, helping with a Habitat for Humanity building project, or volunteering at an inner city school.

4. Reduce energy usage. Encourage employees to help find ways to reduce energy consumption in your business. Provide

recognition to employees whose ideas help reduce energy usage.

5. Create a grant program. Set up a fund that local nonprofits can apply to for small grants. Create a matching program to

encourage employee giving to the fund by committing to company matching donations for their gifts.

6. Support local causes. Work with employees to identify local causes that the business can support by offering publicity for that
cause. Promotion can include flyers in the window, promotion on the company website, employee T-shirts supporting the cause,

and social media campaigns.

7. Partner with local schools. Partner with local schools by providing supplies and encouraging employees to serve as volunteers.

Mentor young people through a job shadowing program.

Source: Based on Lisa Mooney, “Ways for a Small Business to Show Social Responsibility,” AzCentral.com, n.d., http://yourbusiness.azcentral.com/
ways-small-business-show-social-responsibility-2392.html; Lalia Helmer, “7 Ways Small Business Can Embrace Social Responsibility,” Business

That Cares, September 21, 2010, http://businessthatcares.blogspot.com/2010/09/7-ways-small-business-can-embrace.html.


http://yourbusiness.azcentral.com/ways-small-business-show-social-responsibility-2392.html
http://yourbusiness.azcentral.com/ways-small-business-show-social-responsibility-2392.html
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the environment.

LO7

Describe business’s
responsibility to employees.

Business's Responsibility to the Environment

Due to a strong personal belief in environmental protection, many entrepreneurs seek to start
ventures that have a positive impact on the environment or take steps to operate their businesses
in ways that help protect the environment. Also driven by their customers’ interest in protect-
ing the environment, small businesses have become more sensitive to the impact their products,
processes, and packaging have on the planet. Environmentalism has become—and will continue
to be—one of the dominant issues for companies worldwide because consumers have added
another item to their list of buying criteria: environmental friendliness and safety. Companies
have discovered that sound environmental practices make for good business. In addition to lower-
ing their operating costs, environmentally safe products attract environmentally conscious cus-
tomers and can give a company a competitive edge in the marketplace. Socially responsible
business owners focus on the three Rs: reduce, reuse, and recycle:

e Reduce the amount of energy and materials used in your company, from the factory floor to
the copier room.

® Reuse whatever you can.

® Recycle the materials that you must dispose of.

m ENTREPRENEURIAL PROFILE: Scott Kelly and Jenn Rezeli, Re:Vision Architecture

Scott Kelly and Jenn Rezeli practice their commitment to the environment in every aspect
of their business. Re:Vision Architecture, based in Philadelphia, Pennsylvania, specializes in sus-
tainable architecture consulting and offers targeted consulting services to developers, building
owners, government agencies, manufacturers, schools, and design professionals. The company
offers a full-service staff of architects and planners who can design a sustainable building to con-
serve natural resources, lower operating costs, and enrich designs. Beyond its design practices,
Re:Vision Architecture’s business practices reflect its commitment to the environment. More than
75 percent of office supplies come from recycled materials. The company also rewards employees
for using public transportation and car-pooling.>* |

Many progressive small companies are taking their environmental policies a step further,
creating redesigned, “clean” manufacturing systems that focus on avoiding waste and pollu-
tion and using resources efficiently. That requires a different manufacturing philosophy. These
companies design their products, packaging, and processes from the start with the environment
in mind, working to eliminate hazardous materials and by-products and looking for ways to turn
what had been scrap into salable products. This approach requires an ecological evaluation of
every part of the process, from the raw materials that go into a product to the disposal or reuse of
the packaging that contains it.

m ENTREPRENEURIAL PROFILE: Alan Machin, a student at the University of Nottingham,

looked at the collection of old paint cans in his garage and came up with the idea for a
better paint container. His design, which incorporates a tube with a one-way valve that keeps air
out so the paint does not dry up, won an award in the prestigious RSA Design competition. A
special coating protects the paint in the tube from extreme temperatures, and the hexagonally-
shaped outer package is more efficient to ship and store. Both the tube and the outer package are
recyclable. Machin’s design is far superior to the traditional aluminum paint can, which has not
been updated since its invention in 1868. His clever paint package has the potential to reduce the
60 to 70 million gallons of paint that people in the United States discard each year, which creates
a serious environmental hazard. Several paint manufacturers have expressed interest in Machin’s
earth-friendly packaging.** |

Business's Responsibility to Employees

Few other stakeholders are as important to a business as its employees. It is common for man-
agers to say that their employees are their most valuable resource, but the truly excellent ones
actually freat them that way. Employees are at the heart of increases in productivity, and they
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add the personal touch that puts passion in customer service. In short, employees produce the
winning competitive advantage for an entrepreneur. Entrepreneurs who understand the value of
their employees follow a few simple procedures by doing the following:

e Listening to employees and respecting their opinions

e Asking for their input and involving them in the decision-making process
e Providing regular feedback—positive and negative—to employees

e Telling them the truth—always

e Letting them know exactly what’s expected of them

e Rewarding employees for performing their jobs well

e Trusting them; creating an environment of respect and teamwork

% ENTREPRENEURIAL PROFILE: Delight, Co. Delight Co. is a Korean company that makes

and distributes affordable hearing aid devices to the elderly population. To keep its prod-
ucts affordable, Delight manufactures standardized devices and distributes them through
company-owned stores located throughout the country. Through its efficient operations, Delight
sells its product for $299, which is equivalent to the government subsidy for hearing impaired
people in Korea. Delight employs senior citizens to deliver the products from the headquarters
to the branch stores and other hearing-impaired people to work in its manufacturing plant.
Delight offers its employees a wide array of benefits, including subsidized meals, transportation,
and housing. Also, Delight employees are eligible for company sponsored training and tuition
reimbursement.*

Several important issues face entrepreneurs who are trying to meet their social responsibility
to employees, including cultural diversity, drug testing, sexual harassment and privacy.

Cultural Diversity in the Workplace

The United States has always been a nation of astonishing cultural diversity (see Figure 2.4), a
trait that has imbued it with an incredible richness of ideas and creativity. Indeed, this diversity is
one of the driving forces behind the greatest entrepreneurial effort in the world, and it continues
to grow. The United States, in short, is moving toward a “minority majority,” and significant
demographic shifts will affect virtually every aspect of business. Nowhere will this be more
visible than in the makeup of the nation’s workforce (see Figure 2.5). In 2020, members of five
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different generations will be working side by side in the United States.*' By 2039, the majority of
the workforce in the United States will be a member of a minority.* The Hispanic population is
the fastest-growing sector in the United States, and Hispanics now make up the largest minority
population in the nation.

This rich mix of generations, cultures, and backgrounds within the workforce presents both
opportunities and challenges to employers. One of the chief benefits of a diverse workforce is the
rich blend of perspectives, skills, talents, and ideas employees have to offer. Also, the changing
composition of the nation’s population will change business’s customer base. What better way
is there for an entrepreneur to deal with culturally diverse customers than to have a culturally
diverse workforce? George Chavel, president and CEO of Sodexo says that diversity creates
opportunities for organizations to be more effective in the global economy.* Diversity is more
than just checking boxes to ensure that a broad spectrum of people work in a business, however.
Shirley Engelmeier, CEO of InclusionINC, recommends that entrepreneurs view diversity as a
way to build the base of competencies needed to build successful businesses. She stresses that
diversity is not about meeting a specific quota of different people. Diversity works only if it is tied
to improving the profitability of the business.**
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Managing a culturally diverse workforce presents a real challenge for employers, however.

Molding workers with highly varied beliefs, backgrounds, and biases into a unified team takes
time and commitment. Stereotypes, biases, and prejudices present barriers workers and managers
must constantly overcome. Communication may require more effort because of language dif-
ferences. In many cases, dealing with diversity causes a degree of discomfort for entrepreneurs
because of the natural tendency to associate with people who are similar to us. These reasons
and others cause some entrepreneurs to resist the move to a more diverse workforce, a move that
threatens their ability to create a competitive edge.

How can entrepreneurs achieve unity through diversity? The only way is by managing diver-

sity in the workforce. In its Best Practices of Private Sector Employers, an Equal Employment
Opportunity Commission task force suggests following a “SPLENDID” approach to diversity:

Study. Business owners cannot solve problems they don’t know exist. Entrepreneurs
must familiarize themselves with issues related to diversity, including relevant laws.

Pian. Recognizing the makeup of the local population, entrepreneurs must set targets for
diversity hiring and develop a plan for achieving them.

Lead. A diversity effort starts at the top of the organization with managers communi-
cating their vision and goals to everyone in the company.

Encourage. Company leaders must encourage employees at all levels of an organization
to embrace the diversity plan.

Noiice. Entrepreneurs must monitor their companies’ progress toward achieving diversity
goals.

D iscussion. Managers must keep diversity on the company’s radar screen by communi-
cating the message that diversity is vital to business success.

Inciusion. Involving employees in the push to achieve diversity helps break down barriers
that arise.

Dedication. Achieving diversity in a business does not happen overnight, but entrepre-
neurs must be persistent in implementing their plans.*

The goal of diversity efforts is to create an environment in which all types of workers—

men, women, Hispanic, African American, white, disabled, homosexual, elderly, and others—
can flourish and can give top performances to their companies. In fact, researchers at Harvard
University report that companies that embrace diversity are more productive than those that shun
diversity. A distinguishing factor the companies supporting diversity share is the willingness of

people to learn from their coworkers’ different backgrounds and life experiences.

46

Managing a culturally diverse workforce requires a different way of thinking, and that

requires training. In essence, diversity training will help make everyone aware of the dangers of
bias, prejudice, and discrimination, however subtle or unintentional they may be. Managing a
culturally diverse workforce successfully requires a business owner to do the following:

Assess your company’s diversity needs. The starting point for an effective diversity man-
agement program is assessing a company’s needs. Surveys, interviews, and informal con-
versations with employees can be valuable tools. Several organizations offer more formal
assessment tools—cultural audits, questionnaires, and diagnostic forms—that also are useful.

Learn to recognize and correct your own biases and stereotypes. One of the best ways

to identify your own cultural biases is to get exposure to people who are not like you. By
spending time with those who are different from you, you will learn quickly that stereo-
types simply don’t hold up. Giving employees the opportunity to spend time with one an-
other is an excellent way to eliminate stereotypes. The owner of one small company with a
culturally diverse staff provides lunch for his workers every month with a seating arrange-
ment that encourages employees to mix with one another.

Avoid making invalid assumptions. Decisions that are based on faulty assumptions are
bound to be flawed. False assumptions built on inaccurate perceptions or personal bias
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have kept many qualified minority workers from getting jobs and promotions. Make sure
that it does not happen in your company.

Push for diversity in your management team. To get maximum benefit from a culturally
diverse workforce, a company must promote nontraditional workers into top management.
A culturally diverse top management team that can serve as mentors and role models
provides visible evidence that nontraditional workers can succeed.

Concentrate on communication. Any organization, especially a culturally diverse one,
will stumble if lines of communication break down. Frequent training sessions and regular
opportunities for employees to talk with one another in a nonthreatening environment can
be extremely helpful.

Make diversity a core value in the organization. For a cultural diversity program to work,
top managers must “champion” the program and take active steps to integrate diversity
throughout the entire organization.

Continue to adjust your company to your workers. Rather than pressure workers to con-
form to the company, entrepreneurs with the most successful cultural diversity programs are
constantly looking for ways to adjust their businesses to their workers. Flexibility is the key.

As business leaders look to the future, an increasingly diverse workforce stares back. People
with varying cultural, racial, gender and lifestyle perspectives seek opportunity and acceptance
from coworkers, managers, and business owners. Currently, women make up 46 percent of the
U.S. workforce, and minority workers make up more than 33 percent of the labor force.*’ Busi-
nesses that value the diversity of their workers and the perspectives they bring to work enjoy
the benefits of higher employee satisfaction, commitment, retention, creativity, and productivity
more than those companies that ignore the cultural diversity of their workers. In addition, they
deepen the loyalty of their existing customers and expand their market share by attracting new
customers. In short, diversity is a winning proposition from every angle!

One of the realities of our society is substance abuse. The second reality, which entrepreneurs now
must face head on, is that substance abuse has infiltrated the workplace. In addition to the lives it
ruins, substance abuse takes a heavy toll on business and society. Drug and alcohol abuse by employ-
ees results in reduced productivity (an estimated $262.8 billion per year), increased medical costs,
higher accident rates, and higher levels of absenteeism. Alarmingly, 66 percent of all drug abusers
and 77 percent of alcohol abusers are employed.** Small companies bear a disproportionate share of
the burden because they are less likely to have drug-testing programs than large companies and are
more likely to hire people with substance abuse problems. Abusers who know that they cannot pass a
drug test simply apply for work at companies that do not use drug tests. In addition, because the prac-
tice of drug testing remains a controversial issue, its random use can lead to a variety of legal woes
for employers, including invasion of privacy, discrimination, slander, or defamation of character.
An effective, proactive drug program should include the following five elements:

1. A written substance abuse policy. The first step is to create a written policy that spells out
the company’s position on drugs. The policy should state its purpose, prohibit the use of
drugs on the job (or off the job if it affects job performance), specify the consequences of
violating the policy, explain the drug-testing procedures the company will use, and describe
the resources available to help troubled employees.

2. Training for supervisors to detect substance-abusing workers. Supervisors are in the best
position to identify employees with alcohol or drug problems and to encourage them to get
help. The supervisor’s job, however, is not to play “cop” or “therapist.” The supervisor should
identify problem employees early and encourage them to seek help. The focal point of the
supervisor’s role is to track employees’ performances against their objectives to identify the
employees with performance problems. Vigilant managers look for the following signs:

e Frequent tardiness or absences accompanied by questionable excuses
e Long lunch, coffee, or bathroom breaks
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Frequently missed deadlines

Withdrawal from or frequent arguments with fellow employees
Excessive sensitivity to criticism

Declining or inconsistent productivity

Inability to concentrate on work

Disregard for personal safety or the safety of others
Deterioration of personal appearance

3. An employee education program. Business owners should take time to explain the
company’s substance abuse policy, the reasons behind it, and the help that is available to
employees who have substance abuse problems. Every employee should participate in
training sessions, and managers should remind employees periodically of the policy, the
magnitude of the problem, and the help that is available. Some companies have used inserts
in pay envelopes, home mailings, lunch speakers, and short seminars as part of their
ongoing educational efforts.

4. A drug-testing program, when necessary. Experts recommend that business owners
seek the advice of an experienced attorney before establishing a drug-testing program.
Preemployment testing of job applicants generally is a safe strategy to follow as long as it
is followed consistently, however in many cases you can only test someone if they already
have a conditional offer for employment from your company. Testing current employees
is a more complex issue, but, again, consistency is the key. If you test one employee, you
should test them all.

5. An employee assistance program. No drug-battling program is complete without a way to
help addicted employees. An employee assistance program (EAP) is a company-provided
benefit designed to help reduce workplace problems such as alcoholism, drug addiction,

a gambling habit, and others and to deal with them when they arise. Although some
troubled employees may balk at enrolling in an EAP, the company controls the most pow-
erful weapon in motivating them to seek and accept help: their jobs. The greatest fear that
substance-abusing employees have is losing their jobs, and the company can use that fear
to help workers recover. EAPs, which cost between $18 and $30 per employee each year to
operate, are an effective weapon in the battle against workplace substance abuse. Research
shows that EAPs can pay for themselves quickly by reducing absenteeism and tardiness by
25 percent and increasing productivity by 25 percent.*’ Unfortunately, only 21 percent of
small companies (compared to 76 percent of large companies) offer EAPs.”

m ENTREPRENEURIAL PROFILE: Eastern Industries Eastern Industries, a Pennsylvania-

based company that produces building supplies, concrete, asphalt, and stone, operates in
an industry that traditionally has been plagued by substance abuse problems. A recent study
shows that 15.1 percent of workers in the construction industry had substance abuse problems,
second only to the food service industry. Initially, Eastern’s substance abuse policy was simple: We
test for drugs, and if you fail the test, you are fired. The all-or-nothing policy affected the com-
pany’s ability to keep and retain skilled workers, so managers decided to adopt a new policy that
includes prevention, testing, and rehabilitation. Eastern includes educational sessions on sub-
stance abuse in its employee orientation program and ongoing programs for all workers. If an
employee fails a drug test, he or she can enroll in an employee assistance program including
rehabilitation that, once successfully completed, allows the worker to return to his or her job.
Managers at Eastern say the program has been a tremendous success, allowing them to keep
good workers they would have lost under the old policy and giving employees the opportunity to
correct bad decisions and keep their jobs.>' B

Sexual harassment is a problem in the workplace. Thousands of workers file sexual harassment
charges with the Equal Employment Opportunity Commission (EEOC) against their employers
every year. Since awareness of sexual harassment has increased, there has been a steady decline
in charges filed over the past decade. Sexual harassment is a violation of Title VII of the Civil
Rights Act of 1964 and is considered to be a form of sex discrimination. Studies show that

employee assistance
program (EAP)

a company-provided benefit
designed to help reduce
workplace problems such as
alcoholism, drug addiction,
a gambling habit, and other
conflicts and to deal with
them when they arise.
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sexual harassment
any unwelcome sexual
advance, request for
sexual favors, and other
verbal or physical sexual
conduct made explicitly or
implicitly as a condition of
employment.

sexual harassment occurs in businesses of all sizes, but small businesses are especially vulnerable
because they typically lack the policies, procedures, and training to prevent it.

Sexual harassment is any unwelcome sexual advance, request for sexual favors, and other
verbal or physical sexual conduct made explicitly or implicitly as a condition of employment.
Women bring about 82 percent of all sexual harassment charges.’” Jury verdicts reaching into the
millions of dollars are not uncommon. In 2013, there were 7,256 sexual harassment claims filed
with the EEOC that yielded a total of $44.6 million in settlements to the victims.* Retaliation,
such as demotions and assignments to less attractive work against employees who file complaints
of sexual harassment, occurs too often, but the most common form of employer retaliation is ter-
mination. Types of behavior that may result in sexual harassment charges include the following.

QUID PRO QUO HARASSMENT The most blatant and most potentially damaging form of sexual
harassment is quid pro quo (“this for that”), in which a superior conditions the granting of a
benefit such as a promotion or raise on the receipt of sexual favors from a subordinate. Only
managers and supervisors, not coworkers, can engage in quid pro quo harassment.

HOSTILE ENVIRONMENT Behavior that creates an abusive, intimidating, offensive, or hostile
work environment also constitutes sexual harassment. A hostile environment usually requires
a pattern of offensive sexual behavior rather than a single, isolated remark or display. When
judging whether a hostile environment exists, courts base their decisions on how a “reasonable
woman” would perceive the situation. (The previous standard was that of a “reasonable person.”)
Examples of what creates a hostile work environment might include the following:

e Displaying sexually suggestive pictures or posters
e Engaging in sexually related humor within hearing of someone who takes offense

e Talking about sexual matters where others can hear (as in colorfully relating one’s
“conquests”)

e Making sexual comments to other employees
e Dispensing assignments based on sexual orientation
e Repeatedly asking a coworker for a date after having been refused multiple times**

Although not easily defined, a hostile work environment is one in which continuing unwel-
come sexual conduct in the workplace interferes with an employee’s work performance. Sexual
harassment is sexually related behavior that is unwelcome, unwanted, and repeated. Most sexual
harassment charges arise from claims of a hostile environment.

HARASSMENT BY NONEMPLOYEES An employer can be held liable for third parties (customers,
sales representatives, and others) who engage in sexual harassment if the employer has the ability
to stop the improper behavior. For example, one company required a female employee to wear an
extremely skimpy, revealing uniform. She complained to her boss that the uniform encouraged
members of the public to direct offensive comments and physical contact toward her. The
manager ignored her complaints, and later she refused to wear the uniform, which resulted in her
dismissal. When she filed a sexual harassment claim, the court held the company accountable for
the employee’s sexual harassment by nonemployees because it required her to wear the uniform
after she complained of harassment.”

No business wants to incur the cost of defending itself against charges of sexual harass-
ment, but those costs can be devastating for a small business. Multi-million-dollar jury awards
in harassment cases are becoming increasingly common because the Civil Rights Act of 1991
allows victims to collect punitive damages and emotional distress awards. A jury awarded eight
former employees of Four Amigos Travel, Inc. and Top Dog Travel, Inc. $20,251,963 after they
won a lawsuit claiming daily sexual harassment of women employees in the workplace. The
complaint was filed against travel agency owner Ronald Schlom and male managers by employ-
ees describing unwanted sexual advances, physical touching, and repeated propositions for sex.
The suit described a work environment that was filled with sexual banter, abuse of power, and
outright disrespect for women. The company fired the manager who brought forward the victims’
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complaints. The jury returned a unanimous verdict awarding $3.75 million in compensatory dam-
ages, $16 million in punitive damages, and $501,963 in back pay to the former employees. ‘“This
was a long journey for these women who were forced to work under unspeakable conditions
at this workplace,” said Gregory Lee McClinton, the EEOC’s lead attorney in the case. “Their
testimony about how the sexual harassment occurred and how it affected their lives was very
powerful ">

The U.S. Supreme Court has expanded the nature of an employer’s liability for sexual
harassment, rejecting the previous standard that the employer had to be negligent to be liable
for a supervisor’s improper behavior toward employees. In Burlington Industries v. Ellerth, the
court ruled that an employer can be held liable automatically if a supervisor takes a “tangible
employment action,” such as failing to promote or firing an employee whom he has been sexually
harassing. The employer is liable even if he or she was not aware of the supervisor’s conduct. If
a supervisor takes no tangible employment action against an employee but engages in sexually
harassing behavior, such as offensive remarks, inappropriate touching, or sexual advances, the
employer is not automatically liable for the supervisor’s conduct. However, an employer would
be liable for such conduct if, for example, he or she knew (or should have known) about the
supervisor’s behavior and failed to stop it.”’

A company’s best weapons against sexual harassment are education, policy, and procedures.

EDUCATION Preventing sexual harassment is the best solution, and the key to prevention is
educating employees about what constitutes sexual harassment. Training programs are designed
to raise employees’ awareness of what might be offensive to other workers and how to avoid
sexual harassment altogether.

POLICY Another essential ingredient is a meaningful policy against sexual harassment that
management can enforce. The policy should do the following:

e C(Clearly define what behaviors constitute sexual harassment

e State in clear language that harassment will not be tolerated in the workplace

e Identify the responsibilities of supervisors and employees in preventing harassment
e Define the sanctions and penalties for engaging in harassment

e Spell out the steps to take in reporting an incident of sexual harassment

In another case, the Supreme Court ruled that an employer was liable for a supervisor’s
sexually harassing behavior even though the employee never reported it. The company’s liability
stemmed from its failure to communicate its sexual harassment policy throughout the organiza-
tion. This ruling makes employers’ policies and procedures on sexual harassment the focal point
of their defense.

PROCEDURE Socially responsible companies provide a channel for all employees to express their
complaints. Choosing a person inside the company (perhaps someone in the human resources
area) and one outside the company (a close adviser or attorney) is a good strategy because it
gives employees a choice about how to file a complaint. At least one of these people should be a
woman. When a complaint arises, managers should do the following:

e Listen to the complaint carefully without judging. Taking notes is a good idea. Tell the
complainant what the process involves. Never treat the complaint as a joke.

e Investigate the complaint promptly, preferably within 24 hours. Failure to act quickly is
irresponsible and illegal. Table 2.7 offers suggestions for conducting a sexual harassment
investigation.

e Interview the accused party and any witnesses who may be aware of a pattern of harassing
behavior privately and separately.

e Keep findings confidential.

e Decide what action to take, relying on company policy as a guideline.
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TABLE 2.7 What to Do When an Employee Files a Sexual Harassment Complaint

When an employee files a sexual harassment complaint, the Equal Employment Opportunity Commission (EEOC) recommends that
employers (1) gather detailed information about the complaint from both of the parties involved and (2) seek out other evidence that
helps explain what happened. The following checklist helps to ensure that EEOC recommendations are adhered to:

o Careful assess the victim’s statements to ensure that it is consistent throughout and credible.

e Do not weight the accused party’s statement of denial too heavily.

o Seek evidence that supports both party’s stories, not just evidence that supports or refutes the accusations through careful
interviews of other employees close to the situation and by talking to those who the victim confided in about the events that they

claim occurred, such as coworkers or professionals.

o Ask other employees about any changes in how the two parties interact in the workplace both before and after the alleged

incident.

o Examine the background of the victim and the accused for other similar incidences looking for patterns, making sure to follow up

with other employees who may have claimed similar harassment.

To make a just decision on a sexual harassment complaint, gather as much information as possible, not only about the events in
question but also about general information about both parties. Ask probing questions of the victim, the accuser and of all witnesses

to the alleged incident.

Source: “Questions for Investigations,” Women’s Studies Database at the University of Maryland, www.mith2.umd.edu/WomensStudies/

GenderlIssues/SexualHarassment/questions-for-investigations.

e Inform both the complaining person and the alleged harasser of the action taken.

e Document the entire investigation.’®

The accompanying “Hands On . . . How To” feature includes a quiz on sexual harassment for both

employees and managers.

Hands On... How To

> 4

How to Avoid Sexual Harassment Charges

The Equal Employment Opportunity Commission handles about
7,500 charges of sexual harassment each year from both women
and men. Not surprisingly, women file 82 percent of the charges.
Experts say many other employees are sexually harassed but never
file charges because of the stigma associated with doing so. What
can you do to ensure you provide your employees a safe work
environment that is free of sexual harassment? Consider the fol-
lowing case and then take the accompanying quizzes on sexual
harassment.

Theresa Waldo was the only woman working in the Trans-
mission Lines Department, a traditionally male-dominated job
in which workers maintain and repair high-voltage power lines,
sometimes at heights up to 250 feet, for Consumers Energy (CE).
Her supervisor told her the company did not “have women in this
department” and had never had them there and that “they are
not strong enough” to do the job. Despite resistance from her
supervisor and coworkers, Waldo, who started her career with CE
as a meter reader, was participating in a four-year Line Apprentice
Training Program that would entitle her to a higher-paying job.

On several occasions, Waldo’s supervisor told her that he would
“wash her out” of the apprenticeship program.

During her time in the apprenticeship program, Waldo
alleges that she faced an “abusive and dysfunctional environ-
ment” in which she was constantly “bombarded with sexually
abusive and derogatory language and conduct.” Male coworkers
subjected her to magazines, calendars, playing cards, and other
items that contained photographs of nude women. They also re-
ferred to Waldo using derogatory, sexually offensive names and on
one 90-degree day intentionally locked her in a port-a-potty for
20 minutes. On another occasion, her supervisor ordered her to
clean up the tobacco spit of the male workers; when she refused,
her coworkers locked her in a trailer. Waldo complained to the
company’s management about the sexual harassment on several
occasions, but managers failed to take any meaningful action to
stop the behavior.

After Waldo had successfully completed three years of the
apprenticeship program, CE removed her from it and transferred
her to the Sub Metro Department, where her pay was $4 less per
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hour. She filed a sexual harassment charge, alleging that the com-
pany had created a hostile work environment, committed sexual
harassment, and engaged in gender discrimination and retaliation.

1. Does Waldo have a legitimate sexual harassment com-
plaint? Explain.

One of the primary causes of sexual harassment in the work-
place is the lack of education concerning what constitutes ha-
rassment. The following quizzes ask you to assume the roles of
an employee and of a manager when answering the questions.
Learning from these quizzes can help your company avoid prob-
lems with sexual harassment.
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A Test for Employees

Answer the following true/false questions:

1. If Ijust ignore unwanted sexual attention, it will usually
stop.

2. If I don’t mean to sexually harass another employee, he or
she cannot perceive my behavior as sexually harassing.

3. Some employees don’'t complain about unwanted sexual
attention from another worker because they don't want to
get that person in trouble.

4. If I make sexual comments to someone and that person
doesn’t ask me to stop, | can assume that my behavior is
welcome.

5. To avoid sexually harassing a woman who comes to work
in a traditionally male workplace, men simply should not
haze her.

6. A sexual harasser may be told by a court to pay part of a
judgment to the employee he or she harassed.

7. A sexually harassed man does not have the same legal
rights as a woman who is sexually harassed.

8. About 84 percent of all sexual harassment in today’s
workplace is male to female harassment.

9. Sexually suggestive pictures or objects in a workplace don’t
create a liability unless someone complains.

10. Displaying nude pictures can constitute a hostile work en-
vironment even though most employees in the workplace
think they are harmless.

11. Telling someone to stop his or her unwanted sexual
behavior usually doesn't do any good.
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A Test for Managers

Answer the following true/false questions:

1. Men in male-dominated workplaces usually have to change
their behavior when a woman begins working there.

2. Employers are not liable for the sexual harassment of one
of their employees unless that employee loses specific job
benefits or is fired.

3. Supervisors can be liable for sexual harassment committed
by one of their employees against another.

4. Employers can be liable for the sexually harassing behavior
of management personnel even if they are unaware of that
behavior and have a policy forbidding it.

5. Itis appropriate for a supervisor, when initially receiving a
sexual harassment complaint, to determine if the alleged
recipient overreacted or misunderstood the alleged harasser.

6. When a supervisor is to tell an employee that an allegation
of sexual harassment has been made against him or her by
another employee, it is best for the supervisor to ease into
the allegation instead of being direct.

7. Sexually suggestive visuals or objects in a workplace don’t
create a liability unless an employee complains about them
and management allows them to remain.

8. The lack of sexual harassment complaints is a good indica-
tion that sexual harassment is not occurring.

9. Itis appropriate for supervisors to tell an employee to han-
dle unwelcome sexual behavior if they think the employee is
misunderstanding the behavior.

10. The intent behind employee A's sexual behavior is more
important than the impact of that behavior on employee B
when determining if sexual harassment has occurred.

11. If a sexual harassment problem is common knowledge in
a workplace, courts assume that the employer has knowl-
edge of it.
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Sources: Reprinted with permission from Industry Week, November 18, 1991,
p. 40. Copyright Penton Publishing, Cleveland, Ohio; Sexual Harassment Manual

for Managers and Supervisors (Chicago: Commerce Clearing House), 1992, p. 22;

Andrea P. Brandon and David R. Eyler, Working Together (New York: McGraw-Hill),
1994; Theresa Waldo v. Consumers Energy Company, 2010 U.S. District Lexus
55068; 109 Fair Employment Practices Case (BNA) 11348, June 4, 2010; John
Agar, “Consumers Energy Ordered to Pay $8 Million in Sexual Harassment Lawsuit
Verdict,” Mlive, October 8, 2010, www.mlive.com/news/grand-rapids/index.ssf/2010/
10/consumers_energy_ordered_to_pa.html.
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Explain business’s
responsibility to customers.

Privacy

Modern technology has given business owners the ability to monitor workers’ performance as
they never could before, but where is the line between monitoring productivity and invasion of
privacy? With a few mouse clicks, it is possible for managers to view e-mail messages employees
send to one another, listen to voice-mail or telephone conversations, and actually see what is on
their monitors while they are sitting at their computer terminals. Some employers have begun to
demand Facebook usernames and passwords from job applicants although this is a violation of
the Facebook terms of use, has been made illegal in several states, and is considered by many
experts to be a violation of employee privacy. Employers have established policies that pro-
hibit employees from stating negative information—or in some cases any information—about
the company in any social media (including Facebook, Twitter, blogs, and so forth). Employers
can monitor all activities, including Web usage and text messages that employees send on their
employer-issued smart phones. Managers use electronic monitoring to track customer service
representatives, word-processing clerks, data entry technicians, and other workers for speed, ac-
curacy, and productivity. Even truck drivers, the “lone rangers of the road,” are not immune to
electronic tracking. Most trucking companies outfit their trucks with GPS devices they use to
monitor drivers’ exact locations at all times, regulate their speed, make sure they stop only at
approved fueling points, and ensure that they take the legally required hours of rest. Although
many drivers support the use of these devices, others worry about their tendency to create George
Orwell’s “Big Brother” syndrome.

E-mail also poses an ethical problem for employers. Internet users have more than 4.1 billion
e-mail accounts worldwide (974 million of which are business e-mail accounts), and people
send more than 108 billion business e-mails per day.* Most workers do not realize that, in most
states, employers legally can monitor their e-mail and voice-mail messages without notification.
However, this is limited to company e-mail accounts; employers cannot monitor personal e-mail
accounts. Only two states (Connecticut and Delaware) require companies to notify employees
that they are monitoring e-mail.

To avoid ethical and legal problems, business owners should follow these guidelines:

e Establish a clear policy for monitoring employees’ communications. Employees should
know that the company is monitoring their e-mails and other forms of communication, and
the best way to make sure they do is to create an unambiguous policy. Once you create a
policy, be sure to follow it. Some managers ask employees to sign a consent form acknowl-
edging that they have read and understand the company’s monitoring policy.

e Create guidelines for the proper use of the company’s communication technology and
communicate them to everyone. A company’s policies and guidelines should be reason-
able and should reflect employees’ reasonable expectations of privacy.

e Monitor in moderation. Employees resent monitoring that is unnecessarily invasive. In
addition, excessively draconian monitoring may land a company in a legal battle.

Business’s Responsibility to Customers

One of the most important group of stakeholders that a business must satisfy is its custom-
ers. Building and maintaining a base of loyal customers is no easy task because it requires
more than just selling a product or a service. The key is to build long-term relationships with
customers. Socially responsible companies recognize their duty to abide by the Consumer
Bill of Rights, first put forth by President John Kennedy. This document gives consumers the
following rights.

Right to Safety

The right to safety is the most basic consumer right. Companies have the responsibility to provide
their customers with safe, quality products and services. The greatest breach of trust occurs when
businesses produce products that, when properly used, injure customers.
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Think before You Tweet

There has been increasing attention given to employee posts on
social media sites such as Facebook and Twitter. The National
Labor Relations Board (NLRB) and several judges have begun to
define what is protected, private speech when it is posted on a
personal Facebook or Twitter account. Several cases have helped
bring this issue into focus.

Employee Rants about Tip

The owner of a New York City food truck called the Milk Truck
fired an employee, Brendan O'Connor, when he tweeted from his
personal Twitter account about not receiving a tip. Glass, Lewis &
Co. employees ordered $170 worth of grilled cheese sandwiches
and milkshakes. After not receiving any tip, O'Conner tweeted,
“Shout out to the good people of Glass, Lewis & Co. for placing a
$170 order and not leaving a tip. @glasslewis.” After Glass, Lewis &
Co. employees found the tweets, the company expressed its dis-
pleasure to the owner of Milk Truck. O’Connor was promptly fired
by the owner, who said O’Conner had embarrassed the company.
The owner of Milk Truck apologized to Glass, Lewis & Co., via
Twitter. The apology was accepted. However, O’Connor has more
than 300 followers on his Twitter account. Most of the discussion
on Twitter about O’Connor’s firing blasted both Milk Truck and
Glass, Lewis & Co.

Tweets about Illegal Activity

Sunith Baheerathan, an employee of Mr. Lube in Toronto, Ontario,
used Twitter to try to find dealers to buy marijuana. In his tweets,
he suggested that dealers could bring the drugs to Mr. Lube,
where he was working. The tweet went viral and soon came to
the attention of the police, who joined in the Twitter conversation.
“Awesome! Can we come to0?” read a tweet sent by the York
Regional Police’s official Twitter feed. Baheerathan's next tweet
read "Just got the call of termination.” Another of his tweets said,
“Gotta watch what you tweet nowadays, even the freedom of
speech & the right to an entitled opinion isn’t safe.”

New Hire Loses Offer

Connor Riley had just gotten a job offer from CISCO Systems,
which is based in San Jose, California. Riley was pursuing a mas-
ter's degree in information systems and management at the
University of California, Berkeley. After receiving her offer, Riley
tweeted, “Cisco just offered me a job! Now | have to weigh the
utility of a fatty paycheck against the daily commute to San Jose
and hating the work.” It was not too long before Riley received a

reply tweet from someone who claimed to be a Cisco employee.
It read, “Who is the hiring manager? I'm sure they would love to
know that you will hate the work. We here at Cisco are versed in
the Web." Riley is not working at Cisco, after all.

Although the National Labor Relations Board (NLRB) protects
the use of Facebook and Twitter as equivalent to the modern-day
water cooler, there are limits on what speech is protected in so-
cial media. Employees can use social media to communicate with
each other about work conditions, for example. However, there
are clear limits on social media posts that are abusive, target indi-
viduals, give away company secrets and so forth. The boundaries
between protected speech and posts that might leave employees
subject to disciplinary action remain a gray area of employment
law. Employees should be careful when they tweet, and employers
should have clear policies that fall within the emerging guidelines
established by the courts and the NLRB.

1. If you were the judge reviewing the O'Connor case, how
would you rule? Explain your reasoning.

2. If you were the judge in the Riley case, how would you rule?
Explain your reasoning.

3. What policies would you put in place as a business owner
about employee comments on social media sites like Face-
book and Twitter? Explain your policies based on the cases
discussed here.

Sources: Based on Hillary Dixer, “Food Truck Employee Fired for Tip-Shaming
on Twitter,” Eater, July 30, 2013, http://eater.com/archives/2013/07/30/food-truck-
employee-fired-for-tipshaming-on-twitter.php; Rachel Tepper, “Brendan O’Connor,
Former Milk Truck Employee, Fired for Tip-Shaming Customers on Twitter,”
Huffington Post, July 31, 2013; Rachel Quigley, “Food truck employee fired after he
calls company out on Twitter for not leaving a tip on a $170 order - prompting an angry
online backlash,” Daily Mail, July 31, 2013, http://www.dailymail.co.uk/news/article-
2381982/Milk-Truck-employee-Brendan-OConnor-fired-calls-company-Twitter-
leaving-tip.html; “Guy gets pink slip after apparently requesting pot delivery on Twitter,”
MSN Now, August 15, 2013, http://now.msn.com/sunith-baheerathan-reportedly-asked-
for-marijuana-on-twitter-fired-from-job; Michelle McQuigge, “Sunith Baheerathan
Loses Job After Tweet Looking for Marijuana,” Huffington Post, August 14, 2013,
http://www.huffingtonpost.ca/2013/08/14/sunith-baheerathan-marijuana-twitter_
n_3756992.html; “York Region police ask to tag along after man tweets ‘need a
spliff*,” The Star, August 14, 2013, www.thestar.com/news/crime/2013/08/14/man_
tweets_need_a_spliff_york_regional_police_asks_to_tag_along.html; “Mr. Lube
employee fired after asking for pot via Twitter,” The Province, August 15, 2013,
www.theprovince.com/business/Tweet+seeking+greases+skids+under+Lube+
employee+Toronto+suburb/8788823/story.html; Helen A.S. Popkin, “Twitter Gets
You Fired in 140 Characters or Less,” NBC News, March 23, 2009, www.nbcnews
.com/id/29796962/ns/technology_and_science-tech_and_gadgets/#.UkSIEBb3B-
V; Helen A.S. Popkin, “Getting the Skinny on Twitter’s ‘Cisco Fatty,”” NBC News,
March 29, 2013, www.nbcnews.com/id/29901380/ns/technology_and_science-
tech_and_gadgets/t/getting-skinny-twitters-cisco-fatty/#.UkSZDRb3B-U; Catharine
Smith and Bianca Bosker, “Fired Over Twitter: 13 Tweets That Got People CANNED,”
Huffington Post, July 14, 2010, http://www.huffingtonpost.com/2010/07/15/fired-
over-twitter-tweets_n_645884.html#s112801title=Cisco_Fatty_Loses.
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Product liability cases can be controversial, such as the McDonald’s coffee lawsuit, in which
a jury found that the fast-food giant’s coffee was too hot when served and caused a serious injury
when a customer at a drive-through window spilled coffee in her lap. In other situations, the evi-
dence is clear that a product suffers from fundamental flaws in either design or construction and
caused an injury to its user when used properly.

Many companies have responded by placing detailed warning labels on their products that
sometimes insult customers’ intelligence. Consider the following actual examples from product
warning labels:

e “Does not supply oxygen” on a dust mask

e “Caution: Do not swallow” on a clothes hanger

e “Wash hands after using” on a common extension cord

e “Not for human consumption,” a warning on a package of plastic fishing worms

e “Combustion of this manufactured product results in the emissions of carbon monoxide,
soot and other combustion by-products which are known by the State of California to cause
cancer, birth defects, or reproductive harm” on a box of matches

e “Do not use while sleeping,” a product warning for a Vidal Sassoon hair dryer

e “This product is not intended for use as a dental drill” on a Dremel rotary power tool®

Right to Know

Consumers have the right to honest communication about the products and services they buy and
the companies that sell them. In a free market economy, information is one of the most valuable
commodities available. Customers often depend on companies for the information they need to
make decisions about price, quality, features, and other factors. As a result, companies have a
responsibility to customers to be truthful in their advertising.

Unfortunately, not every business recognizes its social responsibility to be truthful in
advertising. The Federal Trade Commission reached a settlement requiring Reebok to refund
$25 million to customers because its advertising promised, without any evidence, that the com-
pany’s EasyTone shoes could firm users’ butts and legs with every step.®' Businesses that rely on
unscrupulous tactics may profit in the short term, but they will not last in the long run.

Right to Be Heard

The right to be heard suggests that the channels of communication between companies and their
customers run in both directions. Socially responsible businesses provide customers with a mech-
anism for resolving complaints about products and services. Some companies have established
a consumer ombudsman to address customer questions and complaints. Others have created
customer hot lines, toll-free numbers designed to serve customers more effectively. Today, many
businesses actively monitor social media, watching for customer complaints or negative com-
ments that customers make about the company or its products and services and then addressing
them promptly.

Another effective technique for encouraging two-way communication between customers
and companies is the customer report card. The Granite Rock Company, a business that supplies
a variety of building materials to construction companies, relies on an annual report card from its
customers to learn how to serve them better. Although the knowledge an entrepreneur gets from
customer feedback is immeasurable for making improvements, only 1 in 12 small companies
regularly schedules customer satisfaction surveys such as Granite Rock’s. This tool can boost a
company’s profitability significantly.

Right to Education

Socially responsible companies give customers access to educational material about their prod-
ucts and services and how to use them properly. The goal is to give customers enough informa-
tion to make informed purchase decisions. A product that is the wrong solution to the customer’s
needs results in a disappointed customer who is likely to blame the manufacturer or retailer for the
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But Is It Safe?

Kali Hardig, a 12-year-old from Arkansas, spent a day swimming
and enjoying the attractions at Willow Springs Water Park. Willow
Springs was a popular local attraction that offered a lake for
swimming, a water slide, water trampolines, concessions, and a
picnic area. A day after her visit to Willow Springs, Kali's mother
rushed her to the hospital. She had a high fever, was vomiting,
and had an excruciating headache. Centers for Disease Control
and Prevention and the Arkansas Department of Public Health de-
termined that Kali had contracted parasitic meningitis caused by a
brain-eating amoeba.

The amoeba, called Naegleria fowleri, enters through
the noses of people who come into contact with contami-
nated water or soil. Most cases occur in the summer because
the amoeba is most often found in water that is 115 degrees
Fahrenheit. The amoeba can enter a human victim only through
the nose. Drinking contaminated water cannot lead to infection.
The amoeba moves from the nose into the brain, causing the brain
to swell (meningitis), and in 99 percent of cases leads to the death
of the infected person. Naegleria is very rare, with only 128 cases
ever reported in the United States. However, only two people have
survived this infection. Doctors put Kali into a drug-induced coma
to help her fight the infection.

This was the second case of Naegleria linked to Willow
Springs. Authorities believe that another person was infected at
the water park in 2010. However, the owners of the park said
they had not been informed about the first infection until Kali's
case was diagnosed. Authorities admit that the exact source of the
strain is not traceable to a specific location, but were convinced
that the chronology of events and other evidence strongly linked
both cases to the lake at Willow Springs. The Arkansas Depart-
ment of Public Health asked the owners of the water park to vol-
untarily close the park to protect public health. David and Lou Ann
Ratliff, owners of Willow Springs Water Park, said in a statement:

"We, David and Lou Ann Ratliff, as general management of
Willow Springs Water Park, have received new information re-
garding Naegleria fowleri, and have elected to close the park as
of July 25 at the request of the Arkansas Department of Health.
Though the odds of contracting Naegleria are extremely low,
they are just not good enough to allow our friends or family to
swim. For the thousands of people who love Willow Springs,
we will be taking this time to determine the feasibility of in-
stalling a solid bottom to the lake. We will not ever reopen as
a sand bottom lake. We covet your prayers and our Willow
Springs family will continue to be in our thoughts and prayers.”

The owners of Willow Springs are not sure about the future
of their business or what else they might do with the property.
Willow Springs first opened as a water park in 1928. David Ratliff
was exploring the possibility of building a hard surface for the
lake bottom. However, given the high cost of this alternative, he
said he doubts they will be able reopen as a water park. They are
exploring alternative businesses that will attract local residents as
customers.

By August, Kali was showing signs of recovery. She woke up
and spoke briefly to her mother. By early September Kali was able to
leave the hospital for short trips with her mother to go to the mov-
ies and eat at local restaurants. On September 11, 2013, against all
odds, Kali was released to go home from the hospital. She had be-
come only the third person to recover from the Naegleria infection.

1. How could the owners of Willow Springs have ensured the
safety of their customers and prevented the infections from
occurring? Explain.

2. Would it have been ethical for Willow Springs to remain
open after Kali's case came to light even though there could
never be definitive evidence linking the infection to their
lake? Explain.

3. What do you think the owners of Willow Springs should do
with their property? Should they reopen the water park if
they can ensure that the water is safe to swim in? Explain.

4. Create a detailed diagram of all of the stakeholders of
Willow Springs. How is each of the stakeholders affected by
the water park’s actions? What conclusions can you draw
from this analysis? Explain.

Sources: Based on “Girl Contracts Brain Eating Amoeba after Swimming at Arkansas
Water Park,” Fox News, July 29, 2013, www.foxnews.com/health/2013/07/29/girl-
contracts-brain-eating-amoeba-after-swimming-at-arkansas-water-park/; “Naegleria
fowleri - Primary Amebic Meningoencephalitis (PAM),” Centers for Disease Control
and Prevention, August 23, 2013, www.cdc.gov/parasites/naegleria/treatment.html;
“ADH Confirms Case of Parasitic Meningitis,” Arkansas Department of Health, July 26,
2013, www.arkansas.gov/health/newsroom/index.php?do:newsDetail=1&news_
id=921; Mark Johanson, “Willow Springs Water Park In Little Rock Closed After
Second Child Contracts Rare Brain-Eating Amoeba,” International Business Times,
July 29, 2013, www.ibtimes.com/willow-springs-water-park-little-rock-closed-
after-second-child-contracts-rare-brain-eating-amoeba; Katie Moisse, “Brain-Eating
Amoeba Victim Shows Signs of Recovery,” ABC News, August 21, 2013; http://
abcnews.go.com/blogs/health/2013/08/21/brain-eating-amoeba-victim-shows-
signs-of-recovery/; David Harten, “Willow Springs Shuts for Season after Para-
site Discovered,” Arkansas Online, July 26, 2013, www.arkansasonline.com/
news/2013/jul/26/willow-springs-shuts-down-season-after-parasite-di/;“Prayers
for Kali Le Ann,” Facebook, n.d., https://www.facebook.com/pages/Prayers-
For-Kali-Le-Ann/279567398852251.

mistake. Consumer education is an inexpensive investment in customer satisfaction (especially
when done online) and the increased probability that a satisfied customer will be a repeat buyer.

Right to Choice

Inherent in the free enterprise system is the consumer’s right to choose among competing prod-
ucts and services. Socially responsible companies do not restrict competition, and they abide by
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Discuss business’s
responsibility to investors.

Discuss business’s
responsibility to the
community.

U.S. antitrust policy, which promotes free trade and competition in the market. The foundation
of this policy is the Sherman Antitrust Act of 1890, which forbids agreements among sellers that
restrain trade or commerce and outlaws any attempts to monopolize markets.

Business’s Responsibility to Investors

Companies have the responsibility to provide investors with an attractive return on their invest-
ments. Although earning a profit may be a company’s first responsibility, it is not its only respon-
sibility; meeting its ethical and social responsibility goals is also a key to success. Investors today
want to know that entrepreneurs are making ethical decisions and acting in a socially responsible
manner. Those who invest in entrepreneurial ventures are a small community (see Chapter 13).
Reputation can mean everything for an entrepreneur because most investors invest more on the
basis of the entrepreneur’s track record than on the entrepreneur’s idea. Maintaining high stan-
dards of ethics and social responsibility translates into a business culture that sets the stage for
future equity investments and in more profitable business operations.

Companies also have the responsibility to report their financial performance in an accurate
and timely fashion to their investors. Businesses that misrepresent or falsify their financial and
operating records are guilty of violating the fiduciary relationship with their investors.

m ENTREPRENEURIAL PROFILE: Russell Daniel, Daniel Enterprises, Inc. Russell Daniel,

of Louisville, Kentucky, offered investors a healthy return on their investments in his firm,
Daniel Enterprises. Daniel promised his investors returns on their investments of 10 to 15 percent.
He said their investments would be used to purchase and rehabilitate houses, which in return
would be sold for a profit. Daniel used the money received from investors to pay out returns
promised to previous investors and for unrelated personal investments. Daniel provided investors
with false and fictitious mortgages totaling more than $530,000, which contained a forged signa-
ture of a notary public. Many of the properties that he claimed were located in Kentucky did not
exist or were actually located in other states, and Daniel did not have any authority to issue mort-
gages on those properties. However, Daniel could not maintain his fraud and was eventually
caught and prosecuted in federal court. Daniel pleaded guilty to devising a scheme to defraud
investors and to obtain money and property from investors by means of false and fraudulent pre-
tenses, representations, and promises. He was sentenced to 37 months in federal prison and was
ordered to pay $2,797,000 in restitution for his real estate schemes that resulted in the loss of
more than $1 million for investors.5> l

Business's Responsibility to the Community

As corporate citizens, businesses have a responsibility to the communities in which they operate.
In addition to providing jobs and creating wealth, companies contribute to the local community
in many different ways. Socially responsible businesses are aware of their duty to put back into
the community some of what they take out as they generate profits; their goal is to become a
neighbor of choice.

Experts estimate that 80 percent of companies worldwide engage in some type of socially
responsible activity.** The following are just a few examples of ways small businesses have found
to give back to their communities:

e Act as volunteers for community groups such as the American Red Cross, United Way,
literacy programs, and community food banks.

e Participate in projects that aid the elderly or economically disadvantaged.
e Adopt a highway near the business to promote a clean community.
e Volunteer in school programs, such as Junior Achievement.

In a recent survey, 92 percent of consumers say that given the opportunity, they would buy
products with a social and/or environmental benefit.** Even small companies that may be short
on funding can support causes by choosing them strategically and discovering creative ways to
help them. The key to choosing the “right” cause is finding one that makes an impact and whose
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purpose resonates with customers, employees, and owners. Small companies can commit their
employees’ talent and know-how, not just dollars, to carefully chosen social causes and then tell
the world about their cause and their dedication to serving it. By forging meaningful partnerships,
both the businesses and the causes benefit in unique ways. Over the years, companies have helped
social causes enjoy financial rewards and unprecedented support. In addition to doing good, com-
panies have been able to enhance their reputations, deepen employee loyalty, strengthen ties with
business partners, and sell more products or services.

m ENTREPRENEURIAL PROFILE: Melissa Rich: Inter-

Schola Melissa Rich started her social enterprise, Inter-
Schola, based on a conversation she had about what schools do
with old equipment and other materials. After doing some re-
search, she discovered that there was an opportunity to help
schools transform unwanted assets and other materials into cash
by selling them on eBay. She keeps about 35 percent of the sales’
proceeds, and the school gets the rest. For example, InterSchola
recently sold five pianos, a vending machine, and a 35-year-old
school bus for the Lemon Grove School District in California. The
school received $2,400 in cash and helped clean out some badly
needed storage space. “We've tried to do our own auctions in-
house, but it was pretty rinky dink,” said Bret Felix, projects and
facilities supervisor for the school district. “InterSchola has been
at it long enough they know how to do it with eBay and get the
word out to so many more potential buyers.” Since the launch of
the business in 2004, InterSchola has sold more than $15 million
in materials, providing schools with approximately $10 million in
badly needed cash.®°> | Melissa Rich, founder of InterSchola

Entrepreneurs such as InterSchola who demonstrate their sense of social responsibility not
only make their communities better places to live and work but also stand out from their com-
petitors. Their efforts to operate ethical, socially responsible businesses create a strong sense of
loyalty among their customers and their employees.

Conclusion

Businesses must do more than merely earn profits; they must act ethically and in a socially respon-
sible manner. Establishing and maintaining high ethical and socially responsible standards must
be a top concern of every business owner. Managing in an ethical and socially responsible manner
presents a tremendous challenge, however. There is no universal definition of ethical behavior,
and what is considered ethical may change over time and may be different in other cultures.

Finally, business owners and managers must recognize the key role they play in influencing
their employees’ ethical and socially responsible behavior. What owners and managers say is
important, but what they do is even more important! Employees in a small company look to the
owner and managers as models; therefore, owners and managers must commit themselves to
following the highest ethical standards if they expect their employees to do so.

Chapter Summary by Learning Objective

1. Define business ethics and describe the stakeholders. Small business managers must con-
three levels of ethical standards. sider the ethical and social as well as the economic

. .. implications of their decisions.
e Business ethics involves the fundamental moral p

values and behavioral standards that form the foun-
dation for the people of an organization as they
make decisions and interact with organizational

o The three levels of ethical standards are (1) the law,
(2) the policies and procedures of the company, and
(3) the moral stance of the individual.
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2. Determine who is responsible for ethical
behavior and why ethical lapses occur.

e Social entrepreneurs use entrepreneurship to pursue
opportunities to create social value by creating inno-

. vative solutions to society’s most vexing problems.
e Managers set the moral tone of the organization. There Y £p

communication.

Involve employees in establishing ethical standards.

are three ethical styles of management: immoral, 5. Define social responsibility.
amoral, and moral. Although moral management has . e ,
L . . N e Social responsibility is the awareness of a company’s
value in itself, companies that operate with this phi- . . .
. . . - managers of the social, environmental, political,
losophy discover other benefits, including a positive . . .
. human, and financial consequences of their actions.
reputation among customers and employees.
Ethical lapses occur for a variety of reasons: 6. Understand the nature of business’s
y » responsibility to the environment.
Some people are corrupt (“the bad apple”).
The company culture has been poisoned e Environmentally responsible business owners focus
(“the bad barrel”). on the three Rs: reduce the amount of materials
.. . used in the company from the factory floor to the
Competitive pressures push managers to compromise. .
_ copier room, reuse whatever you can, and recycle
Managers are tempted by an opportunity to the materials you must dispose of.
“get ahead.” be b bil
- . . 7. Describe business’s responsibilit
Managers in different cultures have different views to emplovees P y
of what is ethical. ployees.
. . P e Companies have a duty to act responsibly toward one
3. Explain how to establish and maintain high p . Y P Y
. of their most important stakeholders: their employees.
ethical standards. . .
Businesses must recognize and manage the cultural
e Philosophers throughout history have developed vari- diversity that exists in the workplace, establish a re-
ous tests of ethical behavior: the utilitarian principle, sponsible strategy for combating substance abuse in
Kant’s categorical imperative, the professional ethic, the workplace (including drug testing), prevent sexual
the Golden Rule, the television test, and the family test. harassment, and respect employees’ right to privacy.
A small business manager can maintain high ethical 8. Explain business’s responsibility to customers.
standards in the following ways: )
e Every company’s customers have a right to safe
Create a company credo. . .
) products and services; to honest, accurate informa-
Develop a code of ethics. tion; to be heard; to education about products and
Enforce the code fairly and consistently. services; and to choices in the marketplace.
Hire the right people. 9. Discuss business’s responsibility to investors.
Conduct ethical training. . o .
o _ & . e Companies have the responsibility to provide
Perform periodic ethical audits. investors with an attractive return on their invest-
Establish high standards of behavior, not just rules. ments and to report their financial performances in
Set an impeccable ethical example at all times. an accurate and timely fashion to their investors.
Create a culture emphasizing two-way 10. Describe business’s responsibility to the

community.

e Increasingly, companies are seeing a need to go be-

yond “doing well” to “doing good”—being socially
responsible community citizens. In addition to provid-
ing jobs and creating wealth, companies contribute to
the local community in many different ways.

4. Explain the difference between social
entrepreneurs and traditional entrepreneurs.

e Traditional entrepreneurs seek opportunities to
create market value and profit.

Discussion Questions

2-1. What is ethics?

2-2. Discuss the three levels of ethical standards.

2-3. Define social responsibility which set behavioral
standards for decision makers.

2-4. Where does each of your core values come from
(e.g., religious faith, family, personal philosophy)?

2-5. Why is each of your core values important to you?

2-6. In any organization, who determines ethical
behavior?



2-7

2-8
2-9

2-10.

2-11.

2-12

2-13.

2-14.

2-15.

2-16.

2-17

2-18.

2-19.

2-20.

2-21.

2-22.

2-23.
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. Why are unethical blunders committed in certain
situations?

. What are the benefits of moral management?

. Why do ethical lapses occur in businesses?

Describe the various methods for establishing ethi-

cal standards.

Which is most meaningful to you?

. Why is it most meaningful to you?

What can business owners do to maintain high ethi-

cal standards in their companies?

What is the term used for people who pursue oppor-

tunities to create social value?

How do social entrepreneurs differ from traditional

entrepreneurs?

Describe some simple ways that an organization

can be socially responsible.

. What is social responsibility?

Describe business’s social responsibility to the

environment.

Describe business’s social responsibility to its

employees.

Describe business’s social responsibility to its

customers.

Describe business’s social responsibility to its

investors.

Describe business’s social responsibility to the

community.

What can businesses do to improve the quality of

our environment?

2-24.

2-25.

2-26.

2-27.

2-28.

2-29.

2-30.
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Describe the steps to be taken by a business owner to
successfully manage a culturally diversified workforce.
Entrepreneurs have discovered that sound environ-
mental practices make good business. How do so-
cially responsible entrepreneurs create a competitive
edge in the marketplace?

Many owners of trucking companies use electronic
communications equipment to monitor their driv-

ers on the road. They say the devices allow them to
remain competitive and to serve their customers bet-
ter by delivering shipments of vital materials exactly
when their customers need them. They also point

out that the equipment can improve road safety by
ensuring that drivers get the hours of rest the law re-
quires. Opponents argue that the surveillance devices
work against safety. “The drivers know they’re being
watched,” says one trucker. “There’s an obvious temp-
tation to push.” What do you think about this practice?
Modern technology has given business owners the
ability to monitor their workers’ performance. Discuss
whether or not such monitoring is an ethically correct
action.

Managing a culturally diverse workforce presents a
real challenge for small business owners. How can
they achieve unity among their employees from a
diverse background?

What rights do customers have under the Consumer
Bill of Rights?

Why do some organizations create a customer report
card?

Beyond the Classroom. ..

2-31

2-32.

2-33.

2-34.

. Interview a social entrepreneur in your community
to determine the social need addressed by the entre-
preneur and the solution applied to that social need.
Was the social venture established as a nonprofit or
a for-profit social enterprise?

If the firm is a nonprofit, what are its primary
sources of funding?

If the firm is a for-profit social enterprise, what is
the primary source of revenues and how are the
profits used to address the social need the company
has as its primary focus?

2-35.

2-36.

2-37.

A key concern with any social enterprise is sustain-
ability of funding. What recommendations can you
make to the social entrepreneur to ensure the
sustainability of the venture over the long term?
Work with a team of your classmates to identify an
unmet social need in your community. Identify
alternative approaches you can develop to address
this social need. Describe the social venture you
would establish to meet the social need.

What are the various ways you could generate the fund-
ing you would need to operate your social venture?

Endnotes

Scan for Endnotes or go to www.pearsonglobaleditions.com/Scarborough
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Learning Objectives

On completion of this chapter, you will be able to:

1. Explain the differences among creativity,
innovation, and entrepreneurship.

2. Describe why creativity and innovation are such
an integral part of entrepreneurship.

3. Understand how the two hemispheres of the
human brain function and what role they play in
creativity.

Inside the Entrepreneurial
Mind: From Ideas to Reality

Andrew Rich/Getty Images, Inc.

. Explain the 10 “mental locks” that limit

individual creativity.

. Understand how entrepreneurs can enhance the

creativity of their employees as well as their own
creativity.

. Describe the steps in the creative process.
. Discuss techniques for improving the creative

process.

. Describe the protection of intellectual property

through patents, trademarks, and copyrights.
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One of the tenets of entrepreneurship is the ability to create new and useful ideas that solve the
problems and challenges people face every day. Entrepreneurs achieve success by creating value
in the marketplace when they combine resources in new and different ways to gain a competitive
edge over rivals. From Alexander Fleming’s pioneering work that resulted in a cure for infections
(penicillin) and the founders of the Rocket Chemical Company’s fortieth try to create an industrial
lubricant (WD-40) to Jeff Bezos’s innovative use of the Internet in retailing (Amazon.com) and
Ted Turner’s around-the-clock approach to the availability of television news (CNN), entrepre-
neurs’ ideas have transformed the world.

As you learned in Chapter 1, entrepreneurs can create value in a number of ways—inventing
new products and services, developing new technology, discovering new knowledge, improving
existing products or services, finding different ways of providing more goods and services with
fewer resources, and many others. Indeed, finding new ways of satisfying customers’ needs,
inventing new products and services, putting together existing ideas in new and different ways,
and creating new twists on existing products and services are hallmarks of the entrepreneur!

Since Earl Dickson invented the Band-aid in 1920 for his wife, who experienced frequent
cuts while preparing food, entrepreneurs have been working to improve the simple but effective
invention. Tsai Cheng-Yu and Hsu Hao-Ming, two students at Shih Chien University in Taiwan,
created the AmoeBAND, a Band-aid with cut-away sections that allow it to be adjusted to fit the
location of the wound so that it stays on and a sensor that alerts the wearer if the wound becomes
infected. Inventors at the European Center of Innovative Textiles in Lille, France, have devel-
oped a new fabric for use in dressing wounds that incorporates antiviral, antibacterial, and other
medicines into the fibers. They also are experimenting with nonwoven textiles that serve as seeds
for rebuilding human tissue. Jeff Skiba, a former medical consultant and founder of Vomaris
Innovations, won approval from the Food and Drug Administration (FDA) for an adhesive ban-
dage called Procellera that is equipped with microscopic batteries that pass a small amount of
electrical current (just 1.2 volts) over the injured area to accelerate the healing process.' Like
many innovators, these entrepreneurs have achieved success by taking a common item, bandages,
that had existed for many years and looking at it in a different way.

Creativity, Innovation, and Entrepreneurship

According to the Battelle R&D Magazine, U.S. companies, government agencies, and universities
invest more than $465 billion annually in research and development (R&D).? Small companies
are an important part of the total R&D picture. One study by the Small Business Administration
reports that small companies produce 16 times more patents per employee than their larger rivals.
What is the entrepreneurial “secret” for creating value in the marketplace? In reality, the “secret”
is no secret at all: It is applying creativity and innovation to solve problems and to exploit oppor-
tunities that people face every day. Creativity is the ability to develop new ideas and to discover
new ways of looking at problems and opportunities. Innovation is the ability to apply creative
solutions to those problems and opportunities to enhance or enrich people’s lives. Harvard’s Ted
Levitt says creativity is thinking new things and innovation is doing new things. In short, entre-
preneurs succeed by thinking and doing new things or old things in new ways. Simply having
a great new idea is not enough; transforming the idea into a tangible product, service, or busi-
ness venture is the essential next step. “Big ideas are just that—ideas—until you execute,” says
Krisztina Holly, an entrepreneur who serves on the National Advisory Council for Innovation and
Entrepreneurship.?

Successful entrepreneurs develop new ideas, products, and services that solve a problem
or fill a need and, in doing so, create value for their customers and wealth for themselves. As
management legend Peter Drucker said, “Innovation is the specific instrument of entrepreneurs,
the act that endows resources with a new capacity to create wealth.”* In a world that is changing
faster than most of us ever could have imagined, creativity and innovation are vital to a company’s
success—and ultimate survival. That’s true for businesses in every industry—from automakers to
tea growers—and for companies of all sizes. A recent survey by Adobe of people in the world’s
five largest economies reports that 80 percent of people believe unlocking creative potential is
the key to economic and societal growth, yet only one in four people say they are living up to
their creative potential. In addition, the survey reveals a creativity gap, in which 75 percent of

Explain the differences
among creativity,
innovation, and
entrepreneurship.

creativity

the ability to develop new
ideas and to discover new
ways of looking at prob-
lems and opportunities.

innovation

the ability to apply creative
solutions to problems and
opportunities to enhance or
to enrich people’s lives.
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respondents say they are under increasing pressure to be productive rather than creative; yet just
25 percent of their work time is devoted to creativity. The primary barrier to creativity on the job?
Lack of time. In addition, 59 percent of the survey’s respondents say their educational systems
stifle individual creativity.’

Although big businesses develop many new ideas, creativity and innovation are the signa-
tures of small, entrepreneurial businesses. Creative thinking has become a core business skill,
and entrepreneurs lead the way in developing and applying that skill. In fact, creativity and
innovation often lie at the heart of small companies’ ability to compete successfully with their
larger rivals. Even though they cannot outspend their larger rivals, small companies can create
powerful, effective competitive advantages over big companies by “out-creating” and “out-
innovating” them! If they fail to do so, entrepreneurs don’t stay in business very long. Leadership
expert Warren Bennis says, “Today’s successful companies live and die according to the quality
of their ideas.”

Some small businesses create innovations reactively in response to customer feedback or
changing market conditions, and others create innovations proactively, spotting opportunities on
which to capitalize. Sometimes innovation is revolutionary, creating market-changing, disruptive
breakthroughs that are the result of generating something from nothing. More often, innovation is
evolutionary, developing market-sustaining ideas that elaborate on existing products, processes,
and services that result from putting old things together in new ways or from taking something
away to create something simpler or better. Apple did not invent the digital music player, but
Steve Jobs’s company created a player that was easier to use and offered a “cool” factor that
existing MP3 players did not have. One experimenter’s research to improve the adhesive on tape
resulted in a glue that hardly stuck at all. Although most researchers might have considered the
experiment a total failure and scrapped it, this researcher asked a simple, creative question: What
can you do with a glue when you take away most of its stickiness? The answer led to the inven-
tion of one of the most popular office products of all time: the Post-It note, a product that now
includes more than 4,000 variations.

Entrepreneurial innovation encompasses not only new products and services but also new
business models. As graduate students, Larry Page and Sergey Brin, cofounders of Google, real-
ized that the Internet’s ocean of information had outpaced people’s ability to locate the informa-
tion they wanted with existing search engines. Convinced that Internet users would value more
relevant search results, the entrepreneurs developed a new service, Google’s PageRank system,
an algorithm that screens Internet searches and organizes them to produce the most relevant
results. As traffic on their search engine grew, the young entrepreneurs created a new business
model that involved selling advertising space (paid listings) by auctioning to businesses key
words that visitors used in their searches. Today, their innovative business model accounts for
91 percent of Google’s revenue (nearly $51 billion annually), and Google dominates the search
engine market with 68 percent of all searches conducted.’

Some entrepreneurs stumble onto their ideas by accident but are clever enough to spot the
business opportunities they offer.

m ENTREPRENEURIAL PROFILE: Brian Levin: Perky Jerky Serial entrepreneur Brian Levin,

who created the first text-message voting system (the one used on American Idol), and a
friend were on a chairlift on the snowy slopes in Snowbird, Utah, one morning when Levin
reached into his backpack for a package of beef jerky. Unfortunately, an energy drink had spilled
onto the package, soaking the jerky, but Levin and his friend were hungry and ate it anyway. As
they skied down the mountain, the duo experienced an energy boost. The jerky, now quite ten-
der because of its soaking, had taken on the characteristics of the energy drink but had retained
its peppery flavor. Inspired, Levin spent the next two years working with a food laboratory to
refine a process for making an energy-boosting jerky around which he built a company to mar-
ket the new product, which he named Perky Jerky. The company now generates annual sales of
$10 million.® m

More often, creative ideas arise when entrepreneurs look at something old and think some-
thing new or different. Legendary Notre Dame football coach Knute Rockne, whose teams
dominated college football in the 1920s, got the idea for his constantly shifting backfields
while watching a burlesque chorus routine! Rockne’s innovations in the backfield (which
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included the legendary “Four Horsemen”) and his emphasis on the forward
pass (a legal but largely unused tactic in this era) so befuddled opposing
defenses that his teams compiled an impressive 105-12-5 record.’

m ENTREPRENEURIAL PROFILE: Brian Spaly: Trunk Club Brian

Spaly, who cofounded pants retailer Bonobos while in college, re-
cently became CEO of Trunk Club, a Chicago-based company that has
taken the concept of a personal shopper that many upscale department
stores provide for their best clients and moved it online. Fashion-
challenged men around the world who need to dress well but do not
enjoy shopping can go to the Trunk Club Web site and join for free. After
answering some basic questions about their sizes and fashion prefer-
ences, they gain access to a personal shopper, who handles all of their
clothing purchases and ships various items in a trunk at the customer’s
request. The typical trunk includes 6 to 10 items from companies such as
Gant, Ben Sherman, Jack Spade, Barbour, Bonobos, and others that in-
clude items ranging from outerwear and shoes to suits and jeans, all
based on the customer’s individual preferences and style. The average
price is $150 per item, and customers need only to text or e-mail their
personal shoppers with a “send trunk” message to receive a trunk. Trunk
Club pays all shipping costs (both ways), and customers pay only for the items they keep. The typi-
cal Trunk Club member, a professional man between the ages of 25 and 50 with an annual income
that exceeds $100,000, keeps one-third of the items his personal shopper ships. “The apparel busi-
ness is an area where there’s a lot of room for innovation,” says Spaly. Trunk Club recently landed
an $11 million Round A investment led by venture capital firm U.S. Venture Partners and is on
track to generate annual sales of $45 million."" m

© Bettman/CORBIS

Entrepreneurship is the result of a disciplined, systematic process of applying creativity and
innovation to needs and opportunities in the marketplace. It involves applying focused strategies
to new ideas and new insights to create a product or a service that satisfies customers’ needs
or solves their problems. It is much more than random, disjointed tinkering with a new gadget.
Millions of people come up with creative ideas for new or different products and services; most
of them, however, never do anything with them. Entrepreneurs are people who connect their
creative ideas with the purposeful action and structure of a business. Thus, successful entre-
preneurship is a constant process that relies on creativity, innovation, and application in the
marketplace.

Innovation must be a constant process because most ideas don’t work and most innova-
tions fail. One writer explains, “Trial—and lots of error—is embedded in entrepreneurship.”"!
For every 5,000 to 10,000 new drug discoveries, only about 250 get to preclinical trials, and
only 5 of those make it to clinical trials. Just one or two drugs emerge from clinical trials for
review by the U.S. Food and Drug Administration, and only one typically gets to the market in
a process that typically takes 10 to 15 years.'? New products are crucial to companies’ success,
however. According to Robert Cooper, a researcher who has analyzed thousands of new prod-
uct launches, new products (those launched within the previous three years) account for an
impressive 38 percent of sales at top-performing companies.'? Still, successful entrepreneurs
recognize that many failures will accompany innovations, and they are willing to accept their
share of failures because they know that failure is merely part of the creative process. Rather
than quit when they fail, entrepreneurs simply keep trying. While working as a textbook editor,
James Michener had an idea for a book based on his experiences in the Solomon Islands during
World War II. He sent the manuscript to a publisher and received the following note: “You are
a good editor. Don’t throw it all away trying to be a writer. I read your book. Frankly, it’s not
really that good.” Michener persisted and went on to publish South Pacific, for which he won
a Pulitzer Prize and which became the basis for one of Broadway’s most successful musicals
of all time."*

Entrepreneurship requires business owners to be bold enough to try their new ideas, flexible
enough to throw aside those that do not work, and wise enough to learn about what will work
based on their observations of what did not. We now turn our attention to creativity, the creative
process, and methods of enhancing creativity.
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Describe why creativity
and innovation are
such an integral part of
entrepreneurship.

FIGURE 3.1

How Creative Are
You? Can You
Recognize the Well-
Known Phrases
These Symbols
Represent?

Sources: Terry Stickels,
“Frame Games,” USA
Weekend, June 28-30, 2013,
p. 14; February 24-26, 2012,
p- 15; August 30-September 1,
2013, p. 11; August 23-25,
2013, p. 14; July 5-7, 2013,
p. 14; July 12-14, 2013,

p- 14; July 26-28, 2013, p. 14;
August 16-18, 2013, p. 14;
August 9-11, 2013, p. 14;
June 21-23, 2013, p. 14;
August 24, 2013, p. 14;
February 3-5, 2012, p. 14;
March 22-24, 2013, p. 14;
July 29-31, 2011, p. 14;
March 2-4, 2012, p. 14;
September 9-11, 2011, p. 18;
May 24-26, 2013, p. 14.
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Creativity—Essential to Survival

In this fiercely competitive, fast-faced, global economy, creativity is not only an important source for
building a competitive advantage but also a necessity for survival. When developing creative solu-
tions to modern problems, entrepreneurs must go beyond merely relying on what has worked in the
past. “The alternatives are to ‘make change’ or ‘be changed,” says Langdon Morris, cofounder of
InnovationLabs and an expert on innovation. “Making change brings considerable advantages, but
being changed carries a huge load of negative consequences. The choice isn’t really a choice at all.
You’ve got to pursue innovation, and you’ve got to do it to obtain long lasting benefits.’'> Compa-
nies that fail to become engines of innovation are more likely to lose ground to their more creative
competitors and ultimately become irrelevant and close their doors. Transforming their organizations
into engines of innovation requires entrepreneurs to cast off the limiting assumptions, beliefs, and
behaviors and to develop new insights into the relationship among resources, needs, and value. In
other words, they must change their perspectives, looking at the world in new and different ways.

Entrepreneurs must always be on guard against traditional assumptions and perspectives about
how things ought to be because they are certain killers of creativity. Such self-imposed mental con-
straints that people tend to build over time push creativity right out the door. These ideas become so
deeply rooted in our minds that they become immovable blocks to creative thinking—even though
they may be outdated, obsolete, and no longer relevant. In short, they act as logjams to creativity.
That’s why children are so creative and curious about new possibilities; society has not yet brain-
washed them into an attitude of conformity, nor have they learned to accept traditional solutions as
the only solutions. By retaining their creative “inner child,” entrepreneurs are able to throw off the
shackles on creativity and see opportunities for creating viable businesses where most people see what
they’ve always seen (or, worse yet, see nothing). Creative exercises, such as the one in Figure 3.1, can
help adults reconnect with the creativity they exhibited so readily as children.
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Many years ago, during an international chess competition, Frank Marshall made what has
become known as one of the most beautiful—and one of the most creative—moves ever made on
a chess board. In a crucial game in which he was evenly matched with a Russian master player,
Marshall found his queen under serious attack. Marshall had several avenues of escape for his queen
available. Knowing that the queen is one of the most important offensive players on the chessboard,
spectators assumed that Marshall would make a conventional move and push his queen to safety.

Using all the time available to him to consider his options, Marshall picked up his queen—
and paused—and put it down on the most illogical square of all—a square from which the queen
could easily be captured by any one of three hostile pieces. Marshall had done the unthinkable!
He had sacrificed his queen, a move typically made only under the most desperate of circum-
stances. All the spectators—even Marshall’s opponent—groaned in dismay. Then the Russian
(and finally the crowd) realized that Marshall’s move was, in reality, a brilliant one. No matter
how the Russian opponent took the queen, he would eventually be in a losing position. Seeing the
inevitable outcome, the Russian conceded the game. Marshall had won the match in a rare and
daring fashion: he had won by sacrificing his queen!'®

What lesson does this story hold for entrepreneurs? By suspending conventional thinking
long enough to even consider the possibility of such a move, Marshall was able to throw off the
usual assumptions constraining most chess players. He had looked beyond the traditional and
orthodox strategies of the game and was willing to take the risk of trying an unusual tactic to win.
The result: He won. Although not every creative business opportunity entrepreneurs take will be
successful, many who, like Frank Marshall, are willing to go beyond conventional wisdom will
be rewarded for their efforts. Successful entrepreneurs, those who are constantly pushing tech-
nological and economic boundaries forward, constantly ask, “Is it time to sacrifice the queen?”

Merely generating one successful creative solution to address a problem or a need usually
is not good enough to keep an entreprencurial enterprise successful in the long run, however.
Success—even survival—in the modern world of business requires entrepreneurs to tap their
creativity (and that of their employees) constantly. Entrepreneurs can be sure that if they have
developed a unique, creative solution to solve a problem or to fill a need, a competitor (perhaps
one six times zones away) is hard at work developing an even more creative solution to render
theirs obsolete. This extremely rapid and accelerating rate of change has created an environment
in which staying in a leadership position requires constant creativity, innovation, and entrepre-
neurship. A company that has achieved a leadership position in an industry but then stands still
creatively is soon toppled from its number one perch.

For many years, conventional wisdom held that a person was either creative—imaginative,
free-spirited, entrepreneurial—or not—Ilogical, narrow-minded, rigid. Today, we know better.
Research shows that anyone can learn to be creative. “Every person can be taught techniques and
behaviors that help them generate more ideas