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INTRODUCTION

Our study presents a first examination of linking 
together several conceptual frameworks related to 
entrepreneurial activity. We do this with the hope 
of providing insight into building a business ecology 
that facilitates entrepreneurial activities in Japan. 
We address this issue in our conclusion. First, we 
look at entrepreneurial leadership and perceptions 
of risk in Japan and how these related to intellectual 
capital as a stock of resources and how and whether 
this stock of intellectual capital is processed through 
the effectuation framework to cope with the per-
ceived risk. We begin by looking at two aspects of 
entrepreneurial leadership consisting of both envi-
sioning the venture, called scenario enactment and 
assembling the resources, called cast enactment 

(Gupta et al., 2004). 
We assert that envisioning the venture is a pro-

cess of the entrepreneur articulating the goals and 
the risks associated with achieving those goals. We 
then examine how entrepreneurs perceive the 
sources of risk. This empirical understanding is 
important for in spite of March and Shapria (1987) 
call for more empirical work on how managers ac-
tually perceive risk, little empirical work has been 
done. This is especially the case in Japan, where 
outside of our study no work on this issue exists in 
the English language literature. In terms of under-
standing how cast enactment takes place, we link 
the entrepreneurial leadership concept to the intel-
lectual capital framework in order to gain insight 
into the resources that are available for entrepre-
neurs to use. 
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While research on intellectual capital provides 
insight into what resources are available, few stud-
ies have examined the processes or how the re-
sources are utilized. We are the first to propose a 
link between the intellectual capital literature and 
an emerging area of study within the field of entre-
preneurship; that is, effectuation. We assess the 
usefulness of the effectuation framework to exam-
ine how entrepreneurs use the resources available 
to them to cope with risk. We then discuss the im-
plications of these processes at both the firm level 
and societal level in terms of learning and the 
building of a business ecology that supports and 
fosters entrepreneurship in Japan.

SAMPLE AND METHODS IN A MULTIPLE 
CASE STUDY

The empirical element of our research project was 
conducted over a three-year period from 2005 to 
2007. An open-ended questionnaire was developed 
in 2005 drawing on previous research in the area of 
risk perception, (see for example, Sitkin and Pablo, 
1992; Weber et al., 1998; March and Shapria, 1987; 
Xu and Ruef, 2004). The final version of the ques-
tionnaire in English and Japanese was used to con-
duct semi-structured interviews that ranged from 
one and a half hours to three hours in length. 
Twenty-one interviews were conducted over a two-
year period from 2006 to 2007.1) 

The empirical study we present in this paper is a 
descriptive multiple case study (Yin, 2003; Baxter 
and Jack, 2008), in which we examined multiple 
sites using our questionnaire in order to describe 
how managers viewed risk and how they coped 
with that risk. We use the data collected through 
interviews to examine the utility of several concep-
tual frameworks in understanding how entrepre-
neurs manage risk. In this, we ask follow on ques-
tion and answer these through those frameworks. 
Our motivation in doing so is not to test those 
frameworks, but to present an initial exploration of 
their potential to generate more refined research 
questions that may be examined with more rigor-
ous empirical analysis.  

The focus of our study is on the individual man-
ager as the unit of analysis concerning risk percep-
tions and risk management. It is useful, however, to 

understand the company sites that each of our en-
trepreneurial managers is connected. The sites for 
our study included eight venture businesses (VB), 
seven small/medium sized established companies 
(SME/EC) engaged in product launches involving 
new technology, two foreign subsidiaries of non-
Japanese venture businesses (FS) and four venture 
angel companies (VA) which were also newly es-
tablished ventures in their own right. Since the 
focus of the study was on managerial perceptions of 
risk in entrepreneurial/intrapreneurial business 
activities, balance between start-up and SME estab-
lished enterprises was deemed essential. 

All these companies were involved in the semi-
conductor industry, an industry characterized by 
successive waves of technological innovation in 
both products and processes (Methé, 2006; Methé, 
1992; Methé, 1991). The inclusion of the two for-
eign subsidiaries was deemed useful for the study 
for two reasons. First, both were entrepreneurial 
start-ups in the semiconductor industry in their 
respective countries. Second, Japanese country 
managers managed both these companies. These 
companies fit the overall profile for inclusion, and 
added additional insight into the perceptions of 
risk through the cross-cultural element of their 
management. The Venture Angel companies were 
not originally included in the profile, but grew out 
of the recognition that the ecology of entrepreneur-
ial environment is still nascent, and the emergence 
of angel investors is an important part of that ecol-
ogy. Since these organizations were also start-ups, 
and were involved with funding semiconductor 
start-ups, there inclusion was a logical extension.

Each of the managers interviewed had consid-
erable business experience that ranged from about 
10 years to about 30 years. Most of the managers 
acquired their business experience as engineers and 
managers in Japan’s large established companies. 
This study uses the qualitative data collected during 
the interviews, supplemented where possible with 
data collected from other archival sources. 

ENTREPRENEURIAL LEADERSHIP

Entrepreneurial leadership is a central element of 
managing start-ups (Gupta, MacMillan, Surie, 
2004). As noted our study has the individual entre-
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preneur as its unit of analysis. Previous research has 
indicated that even when a team exists, there is 
often a “lead entrepreneur” who has a profound 
influence upon the team, centering the character 
and direction of the venture upon that individual 
(Ensley, Carland, Carland, 2000). In our sample the 
prominence of the “lead entrepreneur” was evident 
as represented in the following:

 Although the market share of our product 
has risen to about 70% in Japan and now is 
the main source of profit for our company, 
this business was a decision with high risk at 
first. Mr.ABC, the president, took strong 
initiative as a leader. Without his leadership 
this business would not have succeeded. 
Tough times for this business lasted quite 
along time, and in this period many objec-
tions were raised, since the business was 
making deficits. It was Mr. ABC’s strong 
consistency and support for the business 
that enable it to be where it is today. 

Studies of entrepreneurial leadership indicate 
that the challenge confronted by entrepreneurial 
leaders is two fold; consisting of both envisioning 
the venture, called scenario enactment and assem-
bling the resources, called cast enactment (Gupta et 
al., 2004). We first look at how the lead entrepre-
neur envisioned the venture in terms of the goals 
and prospects of returns form their activities. We 
then turn our attention to the perception of risks 
associated with achieving those goals.

ENTREPRENEURIAL LEADERSHIP AS 
SCENARIO ENACTMENT: RETURNS AND 
GOALS

Our findings indicate that these managers were 
concerned about the returns that they would receive 
from successfully carrying out their new business 
development activities. Their primary goal for 
starting their business was the development of new 
products based on new technologies. As such, they 
usually phrased their ideas about returns either in 
technological or in market share terms, and only 
occasionally in terms of profits or returns on invest-
ment. These following comments were typical of 

many discussed during the interviews.

 I really have to stress the potential of this 
technology. In 10–20 years this will be make 
up 60 percent of the market. As stated by a 
founder of a venture business (VB).

 Products based on our technology have be-
come the standard in the industry. As stated 
by the general manager of a foreign subsid-
iary of a venture business.

 We are pioneering a new materials technol-
ogy and are the only company in Japan ac-
tively working on commercializing this 
technology. As stated by a founder of a 
(VB).

 This company is a high-risk high return 
business. There is risk, but return is if you 
can make the products you can make billions 
so it is also high return. As stated by a 
founder of a (VB).

Surprisingly the primary concern of the entre-
preneurs was in achieving the goal of commercial-
izing a new technology through new products/
processes. They often talked in terms of becoming 
the standard or dominant in market share terms. 
Of lesser concern was making high returns in terms 
of profits. This indicates that Japanese entrepre-
neurs appear to be more of the “artisan” type as 
opposed to the “traditional” type of entrepreneur 
(Stanworth and Curran, 1976).  

Whether the ultimate goal of these entrepre-
neurs was to develop a new technology or make 
money, all these managers indicated that their ven-
ture activities were new to them and the process of 
starting up a new venture (especially a start up, but 
also launching new products based on new tech-
nologies) shared many of the characteristics of a 
transformative event (Jackson, 1986; Paul 2015).2) 
Inherent in any transformative event is a high de-
gree of uncertainty. Part of understanding the envi-
sioning process for an entrepreneur is to examine 
how they perceive risk.
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ENTREPRENEURIAL LEADERSHIP AS 
SCENARIO ENACTMENT: GOALS AND 
RETURNS

The ability to deal with the ambiguities and chal-
lenges of high-risk decisions and projects, were 
often seen as the key element in the success or fail-
ure of the project (Gimmon and Levie, 2010). The 
comments from the mangers in our study indicated 
that the type of “risk” they confronted in beginning 
their new ventures appeared to share characteristics 
closer to “ambiguity” and “uncertainty” (Knight, 
1921; Mosakowski, 1997; Meyer and Shi, 1995; 
Murmann and Sardana, 2013). As an integral part 
of scenario enactment, we turn our attention to 
how these entrepreneurs perceived risk.

 Many of the comments were as follows:  
 Risk is not having enough money to cover 

your costs and going bankrupt. 

 Another entrepreneur commented was as 
follows:

 Real risk is not at the starting point, but 
gradually risk gets higher and higher. In the 
seed phase if bankruptcy occurs there is very 
little money and people involved, but as we 
grow the level of risk increases. The level of 
risk is now higher than at founding.

 Further, we have this comment from another 
entrpreneur:

 Generally people say investing in ventures 
holds high risk, but I do not think so. I think 
the risk is not as high as that, rather there 
might be only a little risk. The reason is the 
scale for the investment is not that big since 
we invest in venture companies at a very 
early stage. Even if they fail, the loss does not 
damage us badly. 

 Finally we have these two comments, each 
from different entrepreneurs:

 The image of risk is different. In Japan you 
lose everything if the business fails. You lose 
the business and you also lose your personal 
assets if the business fails. 

 In terms of the perception of failure, in the 
US the idea is that if you fail you should learn 
from it and become a better business per-
son…In Japan, the failure stays with you as a 
negative and it is hard to get the money to 
start up another business. One failure basi-
cally stops you from doing anything else. 

In these comments the concept of risk as being 
related to bankruptcy or failure is evident. This 
perception was common among the respondents in 
this study. Unlike the classical definition of risk in 
decision theory, where risk is concerned with the 
variance of the probabilities of various gains and 
losses generated from an alternative (Pratt, 1964; 
Arrow, 1971), in our study, the entrepreneurs and 
managers defined risk as the chance of loss. Our 
study updates and enhances the finding from other 
studies that have noted that managers involved in 
new business activity tend to consider the negative 
consequences of the activities as risk (March and 
Shapira, 1987). Our study indicates that practicing 
entrepreneurs do not perceive ‘risk’ as a measure 
for the distribution of possible outcomes from a 
choice but ‘risk’ as a problem or hazard that must 
be overcome to achieve their goal.

Second these comments highlight how manag-
ers consider the chance or uncertainties that are an 
important part of how managers define risk chang-
ing over time (Conrath, 1967; Miller, 2009). In es-
sence, risk can be adjusted, but it can only be done 
by influences placed upon a variety of processes 
that in turn generate some saleable product and 
develop some kind of reputation for the company, 
which then make it easier to acquire the resources 
needed to prevent going bankrupt. Again, our study 
indicates that entrepreneurs perceive risk as not 
reducible to some simple formula, let alone a single 
quantifiable concept and the entrepreneurs saw risk 
more as Knight (1921) referred to uncertainty; 
something that was not necessarily predictable but 
could be influenced through their actions.

Third these comments also hold that as the size 
of the investment, both in terms of people and 
money increases, the level of risk is seen as increas-
ing. Comments like this were quite common among 
our sample of entrepreneurs and managers. Again, 
this is consistent with other research that has found 
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that the amount at stake often has a greater impact 
on the decision, than simply the probabilities re-
lated to the loss. This has been called loss aversion 
(Tversky and Kahneman 1991) or regret aversion 
(Bell, 1983). What is new from our study and criti-
cal here is the recognition by the entrepreneur that 
as the investment grows it becomes more readily 
visible to the business and financial communities 
and the society as a whole. The increasing visibility 
is associated with increasing the risk. 

The impact of public visibility is seen in the final 
two comments. The consequence of business failure 
through the impact on personal assets and the 
manager’s status in Japanese society is quite evident 
from these comments. Both the loss of face, and 
with it your reputation as a businessperson and the 
loss of personal assets is severe. The magnitude of 
the consequences of failure, for those involved in 
starting a venture business in the institutional con-
text of Japan is important in understanding the 
comparatively low level of entrepreneurial start-up 
initiation (JSBRI, 2005). We will explore these con-
sequences and their implications in later sections 
and especially our final section. For now it is im-
portant to note that once you fail publicly as an 
entrepreneur it is an all or nothing situation and 
you do not get a second chance.

A key finding from our study is that there is a 
bifurcation between the source of risk and the 
source of returns. Thus, the entrepreneurs intui-
tively differentiate between the domain of loss and 
the domain of gain. The domain of gain appears to 
the product or technology to conquer the market. 
Our study found that entrepreneur’s perceive that 
any technical problems could be overcome, and 
hence was not a real source of risk. Risk related to 
whether the entrepreneur could prevent the busi-
ness from failing. The business, in essence is the 
means for overcoming the technical challenges. 
Our study indicates that entrepreneurs bifurcate 
between the domain of loss/risk and the domain of 
gain/return. Returns flow from the technology and 
this flow is not directly connected to the sources of 
risk. The entrepreneurs made a distinction between 
the goal and the means to achieving the goal. They 
saw risk as related to the potential failure of the 
business as a means rather than a goal. These risks 
could be minimized, if one can know what are the 

sources of risk.

ENTREPRENEURIAL LEADERSHIP AS 
SCENARIO ENACTMENT: PERCEPTIONS OF 
WHAT ARE THE SOURCES OF RISK?

These entrepreneurs identified a number of sources 
for risk. As one founder of a VB that had been in 
business for about fifteen years put it succinctly: 

 I have three major problems to contend with, 
especially at the initial founding stage. The 
first was money. The second was customer 
relationships and the third was hiring good 
engineers. All three are important and the 
third one is very important now, because 
this is a high technology business. 

This comment was echoed by most of the par-
ticipants in the study and is consistent with other 
studies that have cited the acquisition of business 
resources as a major source of risk for managers 
involved in new business development activities 
(Alverez and Busenitz, 2001). This raises the ques-
tion of what are the resources available for the en-
trepreneur to counter the sources of risk?

ENTREPRENEURIAL LEADERSHIP AS CAST 
ENACTMENT: INTELLECTUAL CAPITAL

Intellectual capital plays an important role in ven-
turing activities of firms, whether start ups (Gately 
and Cuningham, 2014) or in established firms at-
tempting to gain competitive advantages through 
knowledge management (Nonaka and Takeuchi, 
1995; Hendriks and Sousa, 2012). Intellectual capi-
tal has been variously defined (Hayton, 2005; 
Gonzalez-Loureiro and Dorrego, 2012) and while it 
is beyond the scope of this study to review the intri-
cacies of the concept, we need to examine its main 
concepts in order to understand what resources are 
potentially available to entrepreneurs. 

Several comprehensive reviews of the intellec-
tual capital literature have been done (Inkinen, 
2015; Serenko and Bontis, 2013). There seems to be 
general agreement that intellectual capital, or the 
knowledge available to the firm to carry out its ac-
tivities and accomplish its goals, is made up of three 
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dimensions. These were human capital, organiza-
tional capital and relational/social capital (Inkinen, 
2015). Each of these will be briefly discussed.

Human capital encompasses all the abilities, 
knowledge, skills, motivation and attitudes of the 
people in the firm (see for example, Bontis, 1998; 
Hormiga, Batista-Cannino, Sanchez-Medina, 
2011b; f-Jardon and Marto, 2009). Organizational 
capital was found to be composed of all the struc-
tural and systems related elements of organizations 
that support the employees of the firm as they use 
their human capital to accomplish tasks (see for 
example, Bollen, Vergauwen, Schnieders, 2005; 
Delgado-Verde, Navas-Lopez,Cruz-Gonzalez, and 
Amores-Salvado, 2011). Relational/social capital 
was determined to be the knowledge embedded in 
the relations that the firm and people in the firm 
have with external individual and networks (Hsu 
and Fang, 2009; Huang and Hsueh, 2007). One of 
the key conclusions from this research is that the 
knowledge embedded in human and relational/so-
cial and the management of those knowledge com-
ponents is critical in the development of a firm’s 
organizational capital.

One of the conundrums confronting an entre-
preneurial start-up is that these organizations are 
often made up of very few people, generally a 
founder and one or two others and if any structure 
exists it would be considered organic. As such, or-
ganizational capital is very limited or non-existent 
in a venture company. Organizational capital can 
only be developed as a result of the movement of 
knowledge, through the idiosyncratic learning of 
the individuals in a start-up to systems and struc-
tures that are independent of the individuals and 
yet are always dependent on the individuals in the 
organization to refresh and rejuvenate the organi-
zational capital (Rowley, 2000). We ask then, what 
are the resources and how are these utilized in order 
for a venture start-up to grow into an established 
firm?

We assert that the critical elements of intellec-
tual capital available to a venture firm are found in 
the individual founder of the venture, its entrepre-
neurial leader. As such these relate to human capi-
tal, in the form of the personal characteristics of the 
individual entrepreneur, that entrepreneur’s expe-
rience and knowledge and the network of relation-

ships of the individual entrepreneurs (Hayton, 
2005; Debrulle, Maes, Sels, 2013). A particularly 
important element of entrepreneurial leadership, 
then is managing human and social capital (Hitt 
and Ireland, 2002). 

The intellectual capital framework is useful for 
understanding what resources an entrepreneur can 
utilize, since it is concerned with the stock of capi-
tal. The intellectual capital framework is less useful 
for understanding the flow of these capital stocks; 
that is, how those resources are acquired and uti-
lized. Specifically, how does an entrepreneur turn 
the intellectual capital stock into resource flows 
that can be used to cope with the sources of risk? 

ENTREPRENEURIAL LEADERSHIP, 
INTELLECTUAL CAPITAL AND 
EFFECTUATIONS: HOW DO 
ENTREPRENEURS COPE WITH THE 
SOURCES OF RISK?

In order to examine this question, we explore the 
applicability of the emerging conceptual framework 
of effectuation (Sarasvathy, 2001; Sarasvathy and 
Dew, 2005). Although effectuation is a recent3) 
(Sarasvathy, 2001) and rising in importance (Read, 
Song, Smit, 2009; Perry, Chandler, Markova, 2011; 
Fisher, 2012) conceptual framework for under-
standing the entrepreneurial process of confronting 
uncertainty, it has not been connected to the intel-
lectual capital literature. Our study is the first to 
link these two important frameworks together.

Although there are few empirical studies (Perry, 
Chandler, Markova, 2011) and there are many 
questions being raised about the framework (Arend, 
Sarooghi, Burkemper, 2015) there has been con-
ceptual and cased based studies (Sarasvathy, 2001, 
2003; Fisher, 2012; Perry, Chandler, Markova, 2011; 
Gabrielsson and Politis, 2011) that agree that the 
effectuation framework is composed of five basic 
elements that differentiate it from other ap-
proaches.4) We turn our attention to those five 
elements.

First, in the effectuation approach rather than 
beginning with a set of ends/goals an entrepreneur 
begins with a set of idiosyncratic means involving 
who they are or their character and personality, 
what they know or their experience and knowledge 
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and who they know or their network of contacts. 
Second, rather than making decisions around an 
unpredictable set of potential returns, entrepre-
neurs focus on affordable loss; that is, what they 
believe they can lose and still keep the venture sol-
vent. Third, entrepreneurs form alliances with vari-
ous stakeholders, such as venture capitalist or others 
who can provide funding, customers, and people or 
organizations who can supply essential employees. 
Fourth, while developing the venture, entrepre-
neurs look for or are open to contingencies to ex-
ploit and tend to be open and flexible to opportuni-
ties that arise through experimentation. Finally, 
entrepreneurs tend not to rely on attempting to 
predict an uncertain and unknowable future, but 
instead through their actions, attempt to control it 
(Sarasvathy, 2001, 2003; Perry, et al., 2011, Fisher 
2012.) 

We will explore the extent to which the effectua-
tion conceptual framework can link between the 
individual entrepreneur and intellectual capital. We 
have found already that our entrepreneurs begin 
with goals, and as such this would seem to invali-
date the effectuation framework and lend weight to 
the causal alternative. However, our study also 
showed that entrepreneurs made a distinction be-
tween the goal, which was to commercial a technol-
ogy and means to that goal, which was to establish 
a business that required the acquisition of people, 
money and customers. The acquisition of those re-
sources was the perceived sources of risk. As such 
we argue that it is important to look at whether the 
effectuation framework can assist our understand-
ing of how entrepreneurs as leaders use their human 
and social capital to minimize risk. In doing so we 
turn to the means based questions in the effectua-
tion framework.  

Who they are: The entrepreneur as leader 
When asked what did the Angel capital managers 
look for in the entrepreneurs who were running the 
venture businesses, the following comment was 
typical:

 The character of the entrepreneur is impor-
tant. Having a positive outlook and clear 
thinking and having a “hot atmosphere” are 
critical. After that the person’s specialty and 

human network. So in evaluating a venture 
we look to see if they have a good idea, the 
entrepreneur has a good character and good 
support. Those are the keys to success.

Our finding of a “hot atmosphere” is supported 
in studies that indicate that entrepreneurs who have 
hope, optimism and resiliency are better able to 
generate intellectual capital (Peterson, et al, 2009), 
but adds an important element in that it indicates 
this is a universal characteristic of entrepreneurs, 
since these earlier studies were conducted in 
Western institutional environments. This Angel 
capital manager went on to say that he would try to 
make adjustments if any of the above were lacking 
from the entrepreneur running the venture busi-
ness. He noted that:

 If the idea is good but the entrepreneur’s 
character is not good then we try to replace 
him with someone who has a good charac-
ter; that is, someone who has a positive out-
look and an outgoing personality and good 
management and personal skills and the 
person with the good ideas should be put 
into another area, say research and develop-
ment.  Ideally we like if we have a pair of 
people, one who is outgoing and one with 
technical creativity.

Again, our study indicates that in terms of “who 
they are” component of human capital, there is 
universality in terms of character. This part of the 
effectuation framework appears to link into the in-
tellectual capital framework through the personal-
ity part of human capital and is an area that will 
need further research concerning its universality.

What they know: Institutional context as related 
to Entrepreneurial Leadership
The training and experiences that were encountered 
in an established company for which these entre-
preneurs often worked from between 10 to 30 years 
before exiting to start their own companies pre-
pared these managers for handling some of the 
strategic elements of their jobs as entrepreneurs, 
such as developing a business plan, and for some of 
the elements of human resource management, 
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however most noted that they felt ill-prepared for 
issues related to finding and recruiting people to 
work for their start-up or for finding venture money. 
As one Angel capitalist noted:

 Especially in the high technology companies 
the managers are engineers and have no 
sense of finance and other business matters 
and often fail.

 As one venture business manager with many 
years of experience in a large established 
electronics company put it:

 Through my experiences at the company I 
feel I learned a lot and that gave me the initial 
confidence that I could manage a start-up 
business. In addition to my engineering ex-
periences I spent one and half years in the 
Strategic Planning department of the com-
pany and learned about the importance of 
the developing business strategy. However, I 
did not anticipate that there would be so 
many problems in getting the company 
going and I almost went bankrupt. I am in 
the red now, at least in terms of my personal 
financial return, but since my children are 
grown and my wife is OK with my taking 
this venture, I am sure it will work out. 

The last part of the above comment is particu-
larly telling with respect to the loss avoidance aspect 
of effectuation. Most of the entrepreneurs were in 
their late 40s or 50s and some had taken early re-
tirement form the large established companies they 
had worked at during their careers. This also meant 
that the personal lives of these entrepreneurs had 
moved to a place were they had minimized any 
personal loss. 

Our study indicates that in terms of the “what 
they know” component of human capital, there are 
strong institutional forces at work, both in terms of 
the knowledge and the sense of loss. This area of 
linkage between the effectuation and intellectual 
capital frameworks appears to be moderated by in-
stitutional factors. Our study indicates that further 
research into this moderating effect is necessary.

Whom they know: Finding Good People and 
Engineers
We have discussed the “who they are” and “what 
they know” means of human capital in entrepre-
neurial leadership and there links to intellectual 
capital. We now turn our attention to the third criti-
cal means of effectuation, “who they know” or rela-
tional/social capital. Having access to a network of 
people who understand the technology, and can 
interact with customers is critical for the survival of 
the company (Anderson, Park, Jack, 2007; Maurer 
and Ebers, 2006). Again our study indicates that the 
institutional context plays a moderating role. Being 
able to hire the right people from that network for 
the company is difficult, particularly in Japan. As 
one founder noted:

 Other things vary, but human resources are 
important all the way through. 

 Another founder noted that:
 Ten years ago when I graduated from uni-

versity, people did not really think being in a 
venture business was good. It was better to 
enter an established big company. People do 
not respect the entrepreneur and do not see 
the importance of ventures. The United 
States has a different view that puts more 
value on entrepreneurs and ventures. 
Parents, families, friends, will support and 
give money to a venture business in the 
United States, but to do this in Japan is very 
difficult. You need to change these cultural 
beliefs and norms. 

Part of the reason for the institutional lack of 
support for venture businesses comes from the un-
certainty about their ultimate fate. Given the harsh-
ness of bankruptcy, failure reflects on all who work 
for the company, not just the leader of the company. 
Success is more assured in an established company 
and noting that your graduates work for such a 
company reflects well on the university and the 
particular professor. He went on to indicate that:

 Also in the university with the professors at 
the labs and such, the professor knows about 
how many students get into big name com-
panies, but not how many start their own 
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business. So the prestige and reputation of 
working in a big company is evident and 
supported and the feeling is that the not so 
smart students cannot get in and start their 
own business. This ends up being a self-ful-
filling prophecy because smart students are 
encouraged to go into big name company 
and the not so smart ones go into venture 
businesses so the failure rate of ventures is 
high. This has to change and professors have 
to support smart people going into venture 
businesses. 

These comments can be understood in terms of 
the concept of learning, especially at the organiza-
tional but more importantly at the societal level 
(Wang and Ahmed, 2003; Keith and Allen, 2006; 
Armitage, Marschke Plummer, 2008). This societal 
learning includes not just the replacing of incen-
tives and relationships between entrepreneurs and 
universities. It also includes the replacing of norms 
and values embedded deeply in the culture and af-
fecting societal structures as fundamental as the 
family. There are limits to what individual entrepre-
neurs can accomplish in this regard and most do 
not try. Consequently, the entrepreneurs had to 
experiment with different approaches to attracting 
potential employees that were more directly within 
their decision-making control. For example, lead-
ership decisions concerning what at first glance 
would appear to be a financial resources decision 
were actually undertaken for the impact these deci-
sions would have on the company’s ability to attract 
new personnel. The CEO of one company that had 
been listed on one of the regional stock exchanges, 
decided to go through the effort to get listed on the 
Tokyo Stock Exchange, explained as follows:

 The most important advantage we think is to 
acquire good quality human resources. We 
think that human resources support a com-
pany, so we need good quality ones.

From this entrepreneur’s perspective, the key to 
attracting good personnel was enhanced when the 
reputation of the company was enhanced and being 
listed on the Tokyo Stock Exchange performed that 
reputational enhancing function. This reputational 

aspect of relational/social capital has been noted as 
important for venture businesses in other studies 
(Hormiga, et al., 2011a), but mainly in financial 
resource acquisition. However our study indicates 
that what at first glace appears to be a financial de-
cision is in reality a human resource decision in 
Japan. Hence, our study indicates that in terms of 
confronting contingencies in the social capital area 
an effectuation approach through experimentation 
is critical and that institutions may moderate this 
effect.

Whom they know: Finding Customers 
The ability to develop a steady and stable source of 
sales revenue is also critical for moving the venture 
out of its earliest stage of development and into a 
stage where it can develop into a fully functioning 
company with organizational capital. Finding that 
first customer, especially if it is a large established 
company does a lot to legitimize the venture busi-
ness and allows it to overcome its “liability of new-
ness” (Aldridge and Fiol, 1994). Finding the first 
customer also plays a critical role in developing the 
pre-commitments that can evolve into commit-
ments of resources that ultimately define the ven-
ture and market (Sarasvathy and Dew, 2005). 
Sometimes the first major customer is also a major 
investor. As one venture business president noted:

 We visited many large companies asking for 
funding but could not get anything. Venture 
capitalists were also not putting money into 
our company. FJH company (a large estab-
lished electronics company) originally came 
in as a co-research partner and then about 
six months later invested a lot of money in 
us. After that we could money easily because 
we had the chip and a strategic partner and 
we had gotten good press. 

This strategy of using a major company as both 
a customer and an investor, however, has pitfalls, 
that can in turn increase risk for the venture busi-
ness. This relates to another aspect of the effectua-
tion framework, the contingent aspect of the pre-
commitments and the need for flexibility and 
various stakeholders co-evolving the market and 
the firm by strengthening some relationships while 
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pruning others. As one venture business founder 
noted:

 Our first partnership was with RST company. 
They were looking for technology our com-
pany was working on. The managing direc-
tor of that company convinced his company 
to not only tie up with us as suppliers, but 
also to investing us through a capital tie up. 
We became a production subsidiary. This 
relationship lasted three years and lead to 
our finding MNO as a customer. We had to 
terminate the capital tie up with RST com-
pany because staying with them makes it 
difficult to develop other customers. At that 
time a venture capitalist offered us an invest-
ment that would allow us to buy out RST 
and become independent. 

Venture business managers often noted that 
they would trade on their unique capabilities in 
high technology research, especially before their 
own product was launched. However, they noted 
that they had to be very careful in selecting research 
partners. As one venture business manager noted:

 One of my main customers is STU company. 
I do not sell to MNO company even though 
they are in the same business. STU is not as 
comprehensive as MNO so it cannot or at 
least does not copy my technology, but MNO 
can.

Even when a customer is found, who is willing 
to take a chance on an unknown company selling a 
product that has not been tested for a long time in 
the market, using some novel technology, there are 
difficulties in the way large companies treat smaller 
companies in Japan. One venture business founder/
CEO related how he had difficulty even after he had 
confirmed orders for his product, which was a spe-
cialized piece of semiconductor manufacturing 
equipment. After they had developed the prototype 
and had demonstrated it, they received an order for 
five units. He went on to note that:

 We received an order for five sets from a 
large Japanese semiconductor materials 

company. We had the factory building, but 
we did not have enough money to start pro-
duction. Because we had the order we could 
get money from a venture capitalist and we 
began our production and sent the five com-
pleted sets to the company. But the custom 
in this business is to give an oral order for 
equipment, so nothing is written down. The 
big company did not pay us for the equip-
ment we delivered. 

Our study indicates that the entrepreneur’s so-
cial capital is critical in the use of alliances and 
pre-commitments and the taking advantage of 
contingencies through flexibility and experimenta-
tion to co-evolve the firm in a market can be ob-
served in the statements above. These elements of 
the effectuation approach also appear to interact 
with the intellectual capital aspects of social capital 
and are moderated by the institutional environment 
in that social capital may vary in its value based on 
the size and age of the enterprise. 

Whom they know: Funding, Cash Flow, Money
It is obvious that getting funding for the venture 
business is a major element of ensuring the success 
of the venture. A fundamental question for a ven-
ture business founder is how do you cover the costs 
of developing a product when you do not have any 
revenue? This is why early stage funding in the 
United States and other market-based models of 
capitalism (Clausen, 2011) is through Angels and 
venture capitalists. The following comment from 
the founder/CEO of a venture business help to il-
lustrate how difficult this is in Japan.

 So the former president of this company 
wanted to get some money from venture 
capital companies, but I disagreed with him. 
I feel that venture capital companies in Japan 
do not use proper criteria for evaluating high 
technology venture businesses. They (the 
venture capital companies) only want to get 
profits from the venture business as soon as 
possible, even if only a small profit, so they 
do not really evaluate the technology poten-
tial. Venture capital companies in Japan have 
been destroying venture businesses, espe-
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cially the high technology/high risk/high 
return types. Angel investors do evaluate the 
technology potential and are useful.

Now this contingency has generated the risk of 
getting money from venture capital companies that 
do not understand the new technology of the ven-
ture. In the US the flexible response would be to go 
to Angel investors who do understand the technol-
ogy. However, in Japan there are further problems 
as noted by this same founder/CEO:

Funding risk in Japan is high because there are 
not many Angels. 

This founder/CEO did have an experimental 
mechanism for dealing with the need for early stage 
funding that understood the technological poten-
tial of his venture business. This particular founder/
CEO had been working in a large established 
Japanese electronics company for about 30 years 
before taking on his current new business develop-
ment project of starting his company. As he stated:

 I have my own network and I use it. They 
(the people he knows) understand technol-
ogy. Even though they are still employed in 
established companies and do not want to 
start their own venture business, they have 
money that they would be willing to invest. I 
talk with them and get them to invest in my 
company.

 These people, in my network, are technology 
pros and understand how to evaluate the 
potential of the technology. They are also 
risk tolerant because they have steady in-
comes from their jobs and can wait for the 
technology to develop. 

In order to gain access to revenue, some of the 
managers of the venture businesses interviewed 
have experimented with contract research with 
larger companies as a form of pre-commitment. 
This strategy was used but more by venture busi-
nesses that were developing new technologies, 
which were still closer to their science knowledge 
base and less likely to immediately yield a commer-
cial product. These relationships, did linger, how-
ever, even when products had been commercial-

ized. As one venture business founder noted:

 About 20 percent to 30 percent of our reve-
nue comes from co-research and develop-
ment with large companies.

Again, our study finds a link between the intel-
lectual capital framework and the effectuation 
framework in that the entrepreneur’s social capital 
is critical in gaining monetary resources and reduc-
ing the risk of business failure, thus allowing the 
venture to work towards its goal of commercializing 
its new technology. 

CONCLUDING THOUGHTS AND 
CONSIDERATIONS ON TRIPLE LOOP 
LEARNING

The research presented above should be seen as a 
starting point for further research. We utilized 
qualitative data in the form of interviews to ask and 
develop preliminary answers to a number of re-
search questions concerning the utility of several 
emerging conceptual frameworks. It is hoped that 
through this process we can stimulate more refined 
research in the future.

Our first contribution came in gaining more 
empirical insight into how practicing entrepreneurs 
and managers concerned with new business devel-
opment perceived risk. Our study is the only repre-
sentation in English of how Japanese entrepreneurs 
perceive risk that we are aware of in the research 
literature on entrepreneurship. We found that en-
trepreneurs make a strong distinction between the 
goals of commercializing new technologies through 
a new business project or venture and risk, which is 
seen as primarily related to factors that can cause 
the project or business to fail or go bankrupt. We 
also found that these entrepreneurs saw the key 
sources of risk as related to the acquisition of em-
ployees to work for the new venture, customers to 
purchase the new venture’s products and funding 
for the new venture. This is the first time in the 
English research literature that this bifurcation be-
tween the goal and the risk has been explored in the 
context of Japanese entrepreneurs, especially in 
how it relates to entrepreneurial leadership, intel-
lectual capital and effectuation.
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For the effectuation framework, the indication 
is that entrepreneurs, in high technology start-ups 
in Japan, begin with the goal of commercializing a 
specific technology or product and not with a set of 
means or resources per se. This may indicate that 
one of the boundary conditions of the full frame-
work may depend on the type of technology or 
product and the background of the entrepreneur.

In order to understand how the entrepreneurs 
in our study overcame the risk related to gaining 
resources we examined the usefulness of the intel-
lectual capital framework. Another major finding 
of our study was in answering the following: when 
an entrepreneurial venture has no financial capital 
or existing revenue stream from paying customers, 
how can it develop these resources? What resources 
are at hand for the start-up to use in order to sustain 
it? 

For a venture firm we found that the most vital 
resources were the human and relational/social 
capital of the entrepreneur. A further contribution 
comes from our finding that entrepreneurs exert 
leadership to leverage their human and relational/
social capital to acquire financial capital, employees 
and customers. We pushed further into how this 
could be done by examining the utility of the ef-
fectuation framework in understanding the process 
by which the stocks of human and relational capital 
could be converted into flows of resources.

Our findings with respect to the effectuation 
framework are more mixed. As noted above, in 
terms of goal-oriented behavior, we found that the 
goal of developing a specific technology or product 
and making it commercially successful was quite 
strong, and that these goals provided an anchor for 
the entrepreneurs. They did not meander greatly 
from these goals. However we also found that in 
confronting the sources of risk in founding a busi-
ness or initiating a project and utilizing their human 
and relational capital, they did adopt many of the 
effectual approaches. 

First since entrepreneurs are working with their 
idiosyncratic human and relational capital, we 
found that one could use the three questions con-
cerning who, what and whom as a way to link with 
the concepts of human and relational capital to the 
effectuation concepts. Second in terms of the pro-
cesses of converting the knowledge resources to 

something that can be utilized by the organization 
we found that the entrepreneurs in our study were 
concerned about minimizing loss in the acquisition 
of resources, they engaged in experiments and had 
to be flexible in moving towards their goals. Further, 
they did engage in pre-commitments form poten-
tial customers or others in developing their busi-
nesses. This co-evolving of the business with pre-
commitment partners did lead to a meander as the 
needs for cash flow of the venture and the needs of 
the partners-customers waxed and waned in 
strength thus affecting the technology under im-
mediate development, but in the end the entrepre-
neurs were motivated back to their original starting 
goals concerning the technology or product that 
was the initial launch point for the venture. 
Consequently, it appears that the effectuation ap-
proach channels the learning process into an orga-
nizational capital set that is tied to the entrepreneur’s 
unique personal characteristics, knowledge and 
network.

A third contribution generated from our exami-
nation of the effectuation framework, is that we 
found that the “who” element may be universal in 
that entrepreneurs in Japan share many of the same 
personal characteristics of optimism, hope and re-
siliency, but for both the “what” and “whom” ele-
ments, the institutional environment had a strong 
influence. The mechanisms of this influence and 
their implications are discussed in pervious work 
(Methé, 2014). The implications of this finding that 
we wish to explore for this paper concern the pro-
cess of learning, both at the organizational and so-
cietal levels. At the organizational level we are con-
cerned with the conversion of human capital and 
relational/social capital into organizational capital, 
that is the structure and systems processes and 
procedures that form organizational routines and 
organizational memory for accomplishing tasks 
and achieving goals. 

The entrepreneur as the first “legitimator” of the 
venture can begin the process by providing the 
necessary human and relational capital and through 
leadership guide the growth of the firm and thus 
may act as the first “teacher” in moving the knowl-
edge from the individual entrepreneur to other in-
dividuals in the organization and by setting up 
systems within the firm to facilitate the process of 
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organizational learning. This type of knowledge 
management requires that both single and double 
loop learning be employed (Wang and Ahmed, 
2003), especially in terms of an effectuation ap-
proach that emphasizes both experimentation and 
flexibility when confronting contingencies. The 
ability of an entrepreneur to act not only as a “legiti-
mator” but also as a “teacher” or “mentor” may help 
explain why some ventures are started, succeed for 
a while and then fail. 

To transfer the human and relational/social 
knowledge of the entrepreneur, single loop learning 
would be engaged, but as the venture confronts 
contingencies, and the entrepreneur must experi-
ment and become flexible, then double loop learn-
ing must be engaged. It may be, however, that even 
double loop learning would be inadequate and a 
higher order, triple loop learning would be required 
(Blackman, Connelly and Henderson, 2004; 
Romme and van Witteloostuijn, 1999). There is still 
some confusion and debate as to what constitutes 
triple loop learning however, scholarly consensus 
indicates that it is clearly linked with some aspect of 
transformation, purpose and reflexivity (Tosey, 
Visser, Saunders, 2011) and consequently relate to 
changing deeply embedded norms and cultural 
values. This ability to engage in triple loop learning 
by an entrepreneur at the organizational level may 
be rare, but possible. In our study several entrepre-
neurs had to manage across country and cultural 
boundaries. While these activities were engaged in 
to generate revenue from sales, it is possible that 
through these activities transformations were oc-
curring at a deeper level in the individual entrepre-
neur and in the organization. Whether conscious 
or not, the seeds of triple loop learning may have 
begun to germinate.

In order to generate sustainable entrepreneurial 
business ecology, however, these individual efforts 
are necessary but insufficient. It is less possible that 
the individual entrepreneurs by themselves would 
be able to generate triple loop learning at the soci-
etal level. This would take a concerted effort on the 
part of not only the Japanese government but also 
other organizations in Japan, such as the large es-
tablished companies who make up much of the 
potential employee pool along with universities, to 
fundamentally change. Previous attempts to initiate 

a self-sustaining entrepreneurial ecology, by the 
government of Japan appeared to be single or at 
best double loop learning oriented. Earlier attempts 
to stimulate an entrepreneurial ecology utilized 
government programs and the setting up of special 
geographic areas for high technology research and 
development, in the hope of fostering venture busi-
nesses. More resources were made available, but 
without altering the underlying governing 
variables. 

This type of single loop learning has been sup-
plemented by later attempts to foster ventures by 
engaging in double loop learning through the es-
tablishment of special capital markets, such as the 
Mothers and JASDAC. Coupled with changes in 
the regulatory regimen for launching a business 
and doing an initial public offering, the governing 
variables concerning the development of new ven-
tures were changed. Even this type of double loop 
learning has met with limited success.  However, 
there still does not exist a self-sustaining entrepre-
neurial ecology in Japan. It appears that double 
loop learning at the societal level may be necessary 
but not sufficient to generate such a self-sustaining 
environment.

Engaging in triple loop learning may at the soci-
etal level also have to be utilized, before such a 
self-sustaining environment would be generated. 
What would triple loop learning look like? We en-
countered some suggestion of it concerning the re-
cruitment of potential employees, when the sugges-
tion was made to change norms and values of 
parents to support their children entering venture 
businesses. Another example, of a triple loop at-
tempt would have to address the subconscious as 
well as conscious mindset concerning business 
failure. Rather than viewing a business failure as 
some catastrophe that zeros out the reputation of 
the entrepreneur, each “failure” should be viewed as 
a learning opportunity for both the individual en-
trepreneur and for society as a whole. The learning 
effects would emanate not only from the direct ef-
fect of learning by doing, but also from vicarious 
learning (Denrell, 2003). Further, the network of 
entrepreneurs and venture angles would grow and 
be enriched if second and third chances were al-
lowed. The learning community of entrepreneurs 
would benefit from those who “failed” as well as 
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those who “succeeded”. The current societal mind-
set and its devastating effect on the reputation of 
those who fail make that impossible now. A societal 
level mindset allowing for more trial and error 
would make it possible to provide an institutional 
environment that allows for second, third and 
fourth chances and encourages the entrepreneur, 
and especially those considering to enter as entre-
preneurs to persist in their endeavors. Persistence 
is the “god parent” of venture businesses. Further 
research into the specifics of triple loop learning for 
generating a self-sustaining entrepreneurial busi-
ness ecology should be encouraged as a first step. 
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NOTES

1) The data was collected several year ago and some 
may wonder if these data are somewhat dated. 
Recent articles and examinations of the Japanese 
institutional environment indicate that the ele-
ments that we study are still active and relevant. 
See for example; Singer, S., Amoros, J.E., Arreola, 
D.M., and Global Entrepreneurship Research 
Association (2014) Global Entrepreneurship 
Monitor	 2014	 Global	 Report London Business 
School, Regents Park, London, UK; Schuman, 
M. (October 31, 2016) “Is Japan too scared to 
succeed?” Bloomberg View, https://www.
bloomberg.com/view/articles/2016-10-31/ja-
pan-may-be-too-scared-of-failure-to-succeed; 
Ranasinghe, D. and Holliday, K (April, 29, 2013) 
“What are Asian entrepreneurs afraid of?” 
CNBC, http://www.cnbc.com/id/100682512; 
Fifield, A., (June 22, 2016), “Japanese entrepre-
neurs face a special challenge: the ‘wife block’, 
The Washington Post, https://www.washington 
post.com/world/asia_pacific/japanese-entre...
ca-324c-11e6-ab9d-1da2b0f24f93_story.html? 

utm_term=.7076cd3f8140. The institutional 
environment for starting a business in Japan has 
been examined before and has been considered 
harsh (Methé and Bracker, 1994) and Japan is 
consistently rated low in entrepreneurial activity 
(Bosma and Harding, 2007; Kelly, Bosma and 
Amoros, 2011). Finally, it has often been ob-
served that change in the Japanese business en-
vironment is neither straightforward nor evenly 
paced even when it occurs and has the pattern 
of maintaining continuity through change 
(Methé, 2005; Methé, 2006).

2) While there are many aspects to understanding a 
transformative event, a full exploration of these 
is beyond the scope of this study. Other re-
searchers have examined these in greater detail 
(see, for example; Jackson, 1986; Paul 2015). For 
purposes of our study it is important to under-
stand that a transformative event is one in which 
the participant cannot know what the post event 
situation will be like nor how they may respond 
to the exigencies that arise. No amount of study 
or preparation prior to the event can prepare 
the participant, since the event while sometimes 
experienced by many is unique to those who 
experience it and their reactions are idiosyn-
cratic to their own personality and character. As 
such, a transformative event presents inherent 
uncertainty to the individual participant. An 
example in the personal arena of life would be 
getting married or the birth of a child. An ex-
ample from the professional arena would be 
going to college, getting a job or starting a 
company.

3) Effectuation builds on a set of concepts in the 
area of strategic decision-making under uncer-
tainty that have a long history (March and 
Simon, 1958; Lindblom, 1959; Burns and Stalker, 
1961; Simon, 1991). These concepts and this 
extensive literature are reviewed elsewhere 
(Methé, Wilson, Perry, 2000; Augier and March, 
2008) since it is beyond the scope of this paper 
to do so here.

4) Sarasvathy (2001, 2003) and others (see for ex-
ample Gabrielsson and Politis, 2011) most often 
contrast effectuation with an approach that they 
term “causal”, which is characterized as goal 
oriented with a structured plan, return maxi-
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mizing, competitor analytical, and aimed at 
predicting future events.
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