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Chapter 2. Individuals and firms 

2.1 Introduction 

Starting a new firm entails two important transformations. First, a member of 

the labour market, either employed or unemployed, becomes self-employed and 

effectively becomes an entrepreneur. Second, a new organization is created: a 

new company becomes active in the economy and begins to influence the 

economic dynamics of a region. Both transformations are central to research on 

new firm formation. At the same time, they also reflect the deep rift which 

separates the two major approaches within this field. First, there is a body of 

literature concerning transformations in the labour market, the transformation of 

turning into an entrepreneur being the most relevant aspect in the current 

context. Individuals and their career paths within the labour market are the 

main units of analysis within this field. Second, there is an equally large field 

that takes the firm, or the organization, as its starting point. In this field, the 

main goal is to determine the driving forces behind successful businesses and 

new firm formation. As a consequence of this rather rigid division, the relevant 

bodies of theory concerning new firm formation and entrepreneurship have 

developed partly at the individual level and partly at the organizational level. 

The two approaches meet in the founding processes of new firms. Labour 

market studies usually focus on the decision to become an entrepreneur, 

whereas organizational studies focus on existing companies. Although a 

founding can largely be a personal endeavour, there is always some influence 
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from existing firms, such as banks, suppliers and potential customers. Dealing 

with these forces appeals to the organizational view of firm foundation. The 

founding process is then no longer purely at the individual level. Similarly, 

especially in the early years of a firm, many of its actions can be explained by 

focussing on the entrepreneur, rather than on the organizational features. The 

firm is usually small and the influence of the founder is large (Stam, 2003). 

Especially in this transition period, which runs from the beginning of the 

founding period up to the later stabilisation of the firm afterwards, the 

organizational and individual approaches can be seen as complementary. The 

gestation period of a firm cannot be fully understood by adopting just one of the 

two perspectives. Although all foundings are to some extent a blend of 

organizational and entrepreneurial processes, this is especially true with spin-

offs. A spin-off firm is, by definition, significantly influenced by an existing 

organization (for more discussion on this see Section 2.5). However, in many 

cases, individual influence is still significant. In order to understand the founding 

process of a spin-off, I would argue that acknowledging and describing the 

interplay between organizational and individual features is crucial. 

This chapter summarizes ideas and theories from both the individual 

perspective and the organizational perspective on entrepreneurship. Following 

this, the ideas are confronted and linked to the founding process of spin-offs. 

This leads to the formulation of a spin-off definition and a theoretical framework 

which serves as a basis for the remainder of this study. 
 

2.2 Labour market approach: entrepreneurship 

The term ‘entrepreneur’ was first introduced by Richard Chantillon in 1755 (Van 

Praag, 1999). In his view, entrepreneurs were the bridge between supply and 

demand. In this capacity, entrepreneurs push the economy towards a state of 

equilibrium. Over 250 years, the view has changed dramatically. Rather than 

stabilisers of an economy, entrepreneurs are now seen as contenders to the 

current state of affairs. Entrepreneurs try to overthrow established production 

techniques, prices and producers. Entrepreneurs are seen as the first movers in 

an economy and come up with new ideas. In other words, entrepreneurs are 

innovators (Schumpeter, 1912). This makes them important actors in an 

economy, and as a result, entrepreneurs have received a large share of 

attention of policymakers and management scientists alike. The consequential 

surge in research and policy measures has, however, not led to an uncontested 

research framework. Verheul et al. (2001, p.3) go so far as to: “There is very 
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little that generates consensus in the field of entrepreneurship.” Although not 

very satisfying, the statement seems accurate. Many issues in entrepreneurship 

research are debated and surrounded with a degree of fuzziness, starting with 

the term entrepreneurship itself. The ambiguity in the definition is by some even 

regarded as the largest obstacle to creating a coherent conceptual framework 

for the entrepreneurship field (Shane and Venkataraman, 2000). There are two 

commonly used definitions of entrepreneurship, the start-up definition and the 

innovation definition. According to the former, someone becomes an 

entrepreneur when he or she starts a new business. In the latter definition, an 

entrepreneur is associated with newness, progress, innovation, and the 

introduction of new products. Schumpeter’s views on entrepreneurship resonate 

with this interpretation. In the innovation definition, entrepreneurship does not 

necessarily require the founding of a new firm. In this study, however, the focus 

is on founding efforts rather than on innovation. In line with this, firm 

demographic, view entrepreneurship will be seen as the founding of a new firm 

by an individual or group of individuals (Appendix 2.1). In other words, the 

start-up definition is adopted. 

In a similar fashion, some authors distinguish between self-employment 

and entrepreneurship (using the start-up definition, see for example Verheul et 

al., 2001). The distinction is based on a valuation of the founding efforts. Self-

employment describes the founding of small ‘non-entrepreneurial’ firms 

(Gartner, 1985), which only sustain the owner and his or her family. 

Entrepreneurship is used to indicate the founding of larger firms with 

employees. These firms have a greater impact on the economy and are also 

assumed to be more innovative. In this study, the most important element is the 

founding of a firm, regardless of its size or innovative performance. Therefore, 

the terms entrepreneurship and self-employment are seen as interchangeable. 

Both terms are used to describe the founding of a new firm by one or more 

individuals. 

 
2.2.1 A framework for entrepreneurship 

Many years of research on entrepreneurship have led to a general understanding 

of the most important influencing variables. Despite this, it has not yet resulted 

in a generally accepted theoretical framework. There have been efforts to 

formalise a theory, but they have generated little follow-up. I will discuss two 

notable efforts, the first by Shane and Venkataraman (2000) and the second by 

Verheul et al. (2001). 
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 Shane and Venkataraman take the innovation definition of 

entrepreneurship as their starting point. Entrepreneurship thus does not 

automatically involve new firm creation. However, new firm creation is an 

integral part of their theory. Their ideas also apply to the context of my 

approach in which entrepreneurship equals new firm formation. The basis of the 

theory lies in the recognition of opportunities. Entrepreneurship research is 

“…the scholarly examination of how, by whom, and with what effects 
opportunities to create future goods and services are discovered, evaluated, and 
exploited” (Shane and Venkataraman, 2000, p.218). This view of entrepreneurship 

involves two major elements. First, the individual is the main actor in the whole 

process. Second, there is a pool of opportunities which have to be recognized 

and exploited by the entrepreneur. The ability to become an entrepreneur is not 

sufficient, there also has to be a suitable business opportunity. 

 Verheul’s theory is based on a distinction between demand factors and 

supply factors. Both sets of factors influence the occurrence of foundings. The 

basis lies in the start-up definition of entrepreneurship. This eclectic theory was 

not designed to model individual decisions on self-employment. Rather, it 

focuses on regional differences in start-up activities. Nevertheless, it provides a 

very useful framework for describing entrepreneurship on the individual level. 

Regional differences are the sum of all the individual decisions to start a firm 

and, therefore, the theory takes the individual as the starting point. The supply 

of entrepreneurship in a region is based on the skills and preferences of the 

individuals present. However, as in Shane’s opportunity view, external variables 

also play important roles. These are captured in the demand side, which consists 

of the regional entrepreneurship opportunities. Opportunities are used here in a 

wider context than in Shane’s theory. They are not just the possible product 

options for entrepreneurs. The availability of capital, the institutional 

environment and the cultural acceptance of entrepreneurship are all part of the 

regional entrepreneurship opportunities. The term encompasses the whole 

contextual environment of the individual. The entrepreneurial decision is seen as 

the result of the interplay between micro- and macro-variables. 

 Much of the empirical work on entrepreneurship can also be understood 

in the framework of individual ability and regional or environmental influence on 

entrepreneurship. Unfortunately, there are only a few examples of empirical 

studies that combine both aspects of entrepreneurship. The following sections 

briefly present a selection of the previous empirical work. 
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2.2.2 Born entrepreneurs 

“What makes an entrepreneur?” Blanchflower and Oswald (1998) use this 

question as the title of an article, and it summarizes the goal of an important 

part of the research on the personal characteristics of entrepreneurs. In the 

framework of the supply-demand dichotomy, the characteristics of 

entrepreneurs shed light on the supply side of entrepreneurship. The question 

alludes to the persistent idea that entrepreneurs differ from non-entrepreneurs 

in important ways (Gartner, 1985). As a consequence, there has been a 

continuing quest to uncover the essence of an entrepreneur. So-called trait 

studies have searched for personality qualities that describe entrepreneurs. And 

they have found many: entrepreneurs have been described as risk-takers 

(Knight, 1971), people with a preference for autonomy (Sexton and Bowman, 

1985), and even as people with a high hostility-towards-children score 

(Blanchflower and Oswald, 1998). Gartner (1985), Chell (1986), Sexton and 

Bowman (1985), and Beugelsdijk and Noorderhaven (2005) offer additional 

overviews. Not only psychological characteristics have been used to describe the 

differences between entrepreneurs and non-entrepreneurs. All sorts of variables 

have been, apparently haphazardly, related to entrepreneurship, resulting in an 

even longer list of personal characteristics. The characteristics range from 

commonly used variables such as gender to exotic variables such as having a 

handicap or not (Liñán Alcalde et al., 2002). Although some of these variables 

do turn out to be correlated with self-employment, a theoretical basis for 

including them in the equation is not always obvious. Nevertheless, there are 

some powerful theoretical ideas which frequently appear in trait studies. 

Probably the most prominent theoretical concept in this respect is learning, and 

many explanatory variables are related to this concept. 

The skills (see Appendix 2.1 for the definition) needed for starting a 

business are not necessarily imprinted in the genes of an entrepreneur. They 

can be gained during one’s life path. During their life-courses, individuals gather 

experiences which prepare them for self-employment: general education, spells 

of employment, role models, and friends are example sources of such 

experiences. The theoretical idea is quite simple: the better the experiences you 

have, the better you are equipped to start a new firm. This line of thought has 

proven quite productive and there are supportive empirical results: age, working 

experience, education, and having a role model all influence the propensity to 

become an entrepreneur (Hyytinen and Ilmakunnas, 2004). A special case of 

education for self-employment is previous self-employment. A history of self-
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employment increases the chances that an individual will, once again, start a 

new business. Habitual entrepreneurs constantly increase “… their skills at 
anticipating or overcoming the obstacles that usually plague the fledgling 
businesses of … novice entrepreneurs that do not have the benefits of such an 
experience.” (MacMillan, 1986, p.243). As a result habitual entrepreneurs have 

shown higher success rates than novice entrepreneurs (Colombo and Grilli, 

2003). 

 
2.2.3 Entrepreneurship in context 

The decision to become self-employed is not made in isolation. Entrepreneurs 

are influenced by all kinds of external factors, such as the economic tide, the 

cultural acceptance of entrepreneurship, banks and other creditors, suppliers, 

family, regulations, and location opportunities. These factors are superimposed 

on entrepreneurs and influence their founding efforts. The external factors can 

be seen as the demand side of entrepreneurship. 

 In the explanations for regional differences in founding rates, 

environmental influences on entrepreneurship are prominent. Empirical models 

are not designed to capture the individual decision of starting a new business; 

rather they describe the accumulated effects at the regional level. Individual 

decision-making is no longer the focus and, as a consequence, individual 

entrepreneurial ability becomes less important. Pools of equally capable 

entrepreneurs are assumed, and regional differences are explained using 

contextual differences which vary over space and time (Sutaria and Hicks, 

2004). Sometimes, average entrepreneurial ability is taken into account by 

including an educational attainment variable, but environmental variables 

regarding regulation, the economy, and population density are much more 

common. Although this type of research has found many measurable factors 

that appear to influence the founding rates in regions, the region itself remains 

an important indicator. Some regions apparently have a favourable regional 
milieu or entrepreneurial climate that makes them stand out from the crowd 

(Wagner and Sternberg, 2002).  

 
2.2.4 Towards resources and skills 

Both the contextual approach and the ability approach have broken new ground 

in understanding entrepreneurship. It has become clear that entrepreneurial 

behaviour can, at least partly, be understood as a consequence of the history of 

the people involved. People pick up skills during their life-courses, and these 
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skills can be used to set up new firms. Nevertheless, the field has not yet 

reached its final destination: there are still problems to be resolved. For 

example, the dichotomy of self-employment versus employed is often explained 

using the same variables that are used to explain employment versus 

unemployment (Burke et al., 2005). The concept of learning, for example, is 

also related to the likelihood of paid employment. Further, there is still little 

insight into how persistent entrepreneurs differ from one-off entrepreneurs 

(ibid, Westhead and Wright, 1998). Finally, entrepreneurship studies have been 

pre-occupied with the question who becomes an entrepreneur, and less 

concerned with the question as to how entrepreneurs and their firms perform. 

 One possible explanation for the lack of interest in these questions lies in 

the focus on the backgrounds of the people involved. However, an entrepreneur 

does not start a new firm simply because he has previously worked in the same 

industry. A firm is started because the entrepreneur feels like he has the proper 

knowledge, ideas, and skills to start this firm. It is not so much appearances 

that make an entrepreneur, it is rather the package of skills that entrepreneurs 

possess. Having previous working experience has a positive effect on 

entrepreneurship, but this does not mean that all entrepreneurs have gained 

similar skills in their previous functions; some may have learned how to run a 

business, some may have learned how to operate machines, others may have 

identified possible market niches. The skills of entrepreneurs with comparable 

backgrounds may vary considerably. It is telling in this respect that 

entrepreneurship manuals used in business schools focus on competences and 

skills rather than on personal characteristics (see, for example, Timmons, 1990). 

 A focus on resources and skills is common in theories of the firm. These 

theories attempt to explain the existence, dynamics, and performance of firms 

by looking for the best combination of inputs. Especially the resulting ideas on 

performance can be used in spin-off studies. Spin-off firms are considered as 

particularly successful firms because of the entrepreneur’s background in 

another firm. It is still unclear, however, how this background helps spin-off 

firms to be more successful than other foundings. Nevertheless, the theory of 

the firm does offer good ideas for understanding the mechanisms behind 

performance. 

 
2.3 Organizational approach: theories of the firm 

Addressing the theory of the firm entails a shift from the individual perspective 

to the organizational one. The theory of the firm describes and analyses the 
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nature and behaviour of firms. One of the prime questions is why firms exist in 

the first place, and numerous explanations have been advanced. Coase (1937) 

sees firms as institutions that reduce transaction costs, while Cyert and March 

(1963) advocate the view that firms are platforms for dealing with uncertainty. 

These descriptions are miles apart, and they are only two of the many visions of 

the firm. This reflects that the definition of the firm is closely related to the goal 

of the associated study. A single definition of the firm seems inconceivable, and 

Penrose (1959) therefore suggested that each researcher should be free to 

apply their own definition of a firm and use it for the study at hand. 

 There are two general ways to describe firms. In the first, a firm, or any 

organization for that matter, is defined by its interactions with the environment. 

Coase’s view is a clear representation of this idea, and also in the neoclassical 

and behavioural traditions the firm is defined by its interactions with the 

environment (i.e. the market). The second, more recent, view takes a more 

inward perspective based on autonomy. The firm is defined on the basis of its 

elements or components. This view is very much related to the rise of 

organizational ecology (Hannan and Freeman, 1989; Carroll and Hannan, 1999) 

and the growing attention to innovative new firms (Birch, 1979). These studies 

required a conception of the firm that could easily be transferred into countable 

data. The firm itself became the unit of analysis, rather than its actions or 

functions in the market. It is important to note that firms are not seen as 

autonomous agents that act in a vacuum. Firms are actors with many relations 

in the outside world. However, the basis for the definition lies in the elements of 

the firm rather than in its interactions with the environment. The distinction is 

comparable to the difference between the economic terms “entry” and 

“founding”. Entry entails a firm’s entrance into a new market, either by 

diversification into new products or by entering a new spatial market with an 

existing product. The entering firm is not necessarily a new economic entity. For 

example, Dutch energy companies have recently diversified into the internet 

provider market. They have become new players in the internet provider market, 

and their interactions with the environment (the market) have changed. As far 

as interactions are concerned, new organizations have emerged. Foundings, 

however, are defined as new entities in an economy. They can be defined 

without reference to a particular market. In this sense, nothing has changed in 

terms of the energy companies. 

 With the ‘entity’ view, a need for clear demarcation appears (Hannan and 

Freeman, 1989; Chandler, 1992). Maskell (2001) agrees in clear terms: 
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"Economic geography is characterised by the lack of a clear conception and 
understanding of … the factors conditioning its [the firm, SK] size and 
boundaries, and the exogenous mechanisms that influence its mode and 
external interaction" (p.340). Establishing boundaries is the first step, and 

defining external interactions comes second. Proprietary rights play an important 

role in setting boundaries since the ownership structure determines the locus of 

decision within an organization. Minkler (1988) gives a framework that divides 

proprietary rights into three categories:  

 

USUS (U) – the right to use an asset   

FRUCTUS (F) – the right to benefit from an asset 

ABUSUS  (A) – the right to dispose of an asset 

 

Applied to firms, full ownership includes all three rights. Most firms, especially 

smaller ones, will have this structure. However, configurations with only two 

rights, or even only one, are also common. Franchise firms have the right to use 

the assets of a parent company, they can benefit from them, but they are not 

allowed to dispose of the assets. The parent company and the franchisee are 

engaged in a usufruct relationship. Units that are based on a usufruct 

relationship can be regarded as firms because they independently engage in 

economic action in the relevant markets. Firms are seen as economically 

independent if two out of three ownership rights apply to the business unit. This 

is in line with the definition used by the CBS (2000): “A business unit is the 
actual actor in the production process. It is characterized by autonomy, 
descriptability, and external orientation” (p.22). This definition also excludes so-

called ‘empty’ firms such as holdings, since these entries do not engage in 

economic action. In firm demography, economic productivity should be included 

in any definition because the emphasis in this field lies on the economic 

development of regions and the role of firms in this. Studying firms within the 

realm of organizational ecology and the demography of firms calls for a 

definition that identifies boundaries. At the same time, it needs to recognize the 

interaction with the environment. The definition used throughout this study rests 

on these two pillars: “A firm is a trading business unit, based around one or 
more production processes, with the right to use and benefit from its production 
factors” (see also Brouwer and Koster, 2002). 
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2.3.1 Resources, routines, and performance 

The entity view of firms and its focus on boundaries agrees well with a resource-

based perspective of firms. The founding father (or rather mother) of this 

approach, Edith Penrose, regards firms as “…autonomous planning units” 
(Penrose, 1959, p.13) with boundaries (Garnsey, 1998). Within the autonomous 

unit, people work together and combine resources for production. This 

description appeals strongly to the USUS element with regard to proprietary 

rights. Firms need to control resources in order to be able to deploy them in the 

production process. As a result of the planning effort (which entails finding the 

most efficient resource combinations), a firm-specific production process evolves 

which brings competitive (dis)advantage to the firm; “the value of any economic 
organization (firm, business, company) derives from and reflects the value to it 
of the resources under its control…” (Lewin and Phelan, 2000, p.61). The 

performance3 of a firm depends on the availability, nature, and quality of the 

resources available, and also on the way management is able to mobilise and 

combine resources for production (Garnsey, 1998). The combinative power of 

organizations is captured in the terms competences (Penrose, 1959), and 

organizational capabilities (Helfat and Lieberman, 2002). 

 The first element in analysing firm performance is an assessment of the 

nature, availability, and quality of resources. “Resources include all assets, 
capabilities, organizational processes, firm attributes, information, knowledge, 
etc. controlled by the firm that enable the firm to conceive of and implement 
strategies that improve its efficiency and effectiveness” (Barney, 1991, p.101; 

Daft, 1983). Basically, resources are all the inputs for production. It is therefore 

very important for a firm to hold on to key resources in the production process. 

Resources that are simultaneously not imitable, not substitutable, and not 

transferable can result in a unwavering competitive advantage (Heirman et al., 

2003). This explains why firms go to great lengths to protect their resources. 

There are many classifications of resources. For example, resources can be 

tangible or intangible. Physical assets such as capital, buildings, and codified 

knowledge are tangible. Intangible assets include organizational routines, 

human resources, and tacit knowledge. Barney (1991, p.101) refines this 

twofold division by distinguishing three relevant categories: physical capital 

resources, human capital resources, and organizational capital resources. 

                                                 
3 There are many sides to performance and it can be defined in terms of profit, employment, 
survival, etc. In this chapter, the term is used in a broad sense and it denotes the wellbeing 
of organizations. In the empirical chapters, notably Chapters 4 and 5, the concept of 
performance is further conceptualized. 
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Physical capital resources include all tangible resources. Human capital 

resources are internalised in the employees and include aspects such as 

networks, experience, and judgment. These are the individual skills of the 

employees. The human capital resources of a firm are the accumulated skills of 

all its employees. Finally, the organizational capital resources are those used for 

planning, controlling and coordinating the business. 

Resource management is the second element of firm performance. The 

management of resources is governed by the competences (or capabilities) of 

firms. In Barney’s framework, the organizational capital resources strongly relate 

to the management of production resources. However, he sees resource 

management as a resource in itself. Although to an extent a word game, it 

seems to me that his typification does not capture the whole complexity of firm 

behaviour with regard to the management of resources. Organizational capital 

resources include the visible organizational features of firms, such as the 

ownership structure and monitoring systems. However, there are behavioural 

patterns and management elements at a deeper level that also determine the 

functioning of firms. These elements come to the fore in the evolutionary 

account of the economy and are called routines. “Routines are all organizational 
regularities and standardized processes of production and information 
processing which describe the behavioural pattern and production techniques of 
firms” (Hölzl, 2005, p.6). Routines are included in the organizational capital 

resources since they are very closely related to the way management decisions 

are made and which decision are made. However, routines are based on 

previous learning and they are a result of the interplay between all resources 

present in the organization. This makes them persistent and path dependent. It 

is difficult to change routines in an organization (Nelson and Winter, 1982). In 

this study, routines are regarded as an integral part of the organizational capital 

resources. Rather than limit the organizational resources to the visible features 

of organization, the hidden structures are also considered. This addition is 

relevant when considering resource transfer between firms. 

 
2.3.2 Transferring resources 

In addition to addressing the boundaries of firms, the resource-based view has 

another useful feature: it allows for a straightforward conceptualisation of 

resource transfer between firms. Resources used in one firm can be transferred, 

or duplicated, and then used in another firm. This process is, however, not easy. 

If resources are placed in a different organization, they lose their previous, 
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designated and specific function within the donating organization and have to be 

fitted into the receiving organization, without any guarantee of success. Further, 

the efficient use of such resources is affected by the organizational capabilities 

of the receiving firm. The process of resource transfer differs for the three 

resource groups, physical capital, human capital, and organizational capital. 

Physical capital and human capital resources can be transferred from one 

organization to another relatively easily. From common sense, many examples 

come to mind. Physical capital transfer occurs when a company rents part of its 

building to another company, when second-hand Dutch buses are used in 

Russia, when a bakery buys an oven from another bakery. Human capital is 

transferred in the process of job mobility, which is one of the major forces 

driving knowledge spillovers (Almeida and Kogut, 1999). Human capital is stored 

in the skills of employees. When an employee leaves a firm, the firm loses part 

of its human capital resources. Again, the transfer in itself is not hard to 

execute, but the efficient use of both human capital and physical capital in the 

new environment depends on the possible deployments in the production 

process. A bakery is very unlikely to benefit from a meat processing machine, 

Dutch buses will not work in New Zealand because the doors are on the wrong 

side, and a small grocery store is unlikely to benefit from an office space on the 

11th floor of an office complex. More generally, the characteristics of the 

receiving company can impede the implementation of a new resource in the 

production process. This will go hand in hand with temporary efficiency loss. It 

is therefore generally most efficient to transfer resources between organizations 

that are broadly similar (Madsen et al., 2002). This idea has been elaborated 

upon for human capital resources, focussing on the transfer of individual skills. 

Becker (1964) provides one of the first comprehensive accounts of 

human capital. He describes the ways in which individuals gather human capital 

(or skills) and how this influences their productivity and earnings. From his 

perspective, employment or self-employment is not a static individual feature, 

but a temporary state which must be seen in the context of the whole working 

career. Spells of employment, or self-employment, give individuals the possibility 

to develop their skills in order to reach a higher level later in their career (Burke 

et al., 2005). This means that the current labour market state of an individual 

can also be seen as a result of their previous activities. Individuals pick up skills 

for production and transfer these to new settings, either as employees or as 

entrepreneurs. The skills are most valuable when they are transferred to a 

suitable environment; a carpenter cannot use his skills in a bakery. Related to 



25 

this, Becker makes an important distinction between general training and 

specific training. General training entails gathering skills that are also useful 

outside the firm that provides the training (Becker, 1964, p.11). The knowledge 

gained can be deployed in a range of settings. Management skills are a clear 

example, but also selling skills fall into this category. Transferring specific 

knowledge is more complex. Specific training has a greater positive effect for 

the providing firm than for other firms (ibid, p.18). In other words, general 

training results in skills that are easily deployed in other firms, whereas specific 

skills lose their merit outside the context of the source firm. It is over simplistic, 

though, to see this as a dichotomy. The two extremes form the poles of a 

spectrum, and most training (and the resulting skills) will be somewhere 

between the two extremes. Becker (1964, p.18) suggests that purely specific 

training is unlikely to occur and there is nearly always a possibility to transfer 

the specific skills. In particular, firms that are similar to the source firm could 

benefit. Following this reasoning, specific knowledge is often viewed at the scale 

of an industry. Having a background in an industry provides advantages for 

entrepreneurs that stay active in the same industry (Klepper, 2001a; Agarwal et 

al., 2004). 

Departing from Becker’s argument, Brüderl et al. (1992) explicitly 

address the influence of employment career on the skills of an entrepreneur. 

They distinguish between industry-specific and entrepreneur-specific human 

capital. Industry-specific skills lead to a good understanding of the relevant 

characteristics of a particular industry. The entrepreneur is able to identify 

profitable market niches and product knowledge that can be used in determining 

the actual activities of the new firm. In this view, industry-specific knowledge 

has both a demand dimension and a supply, or production, dimension. Shane 

(2000; Eckhardt and Shane, 2003) highlights the demand component. 

Experience induces the recognition of possible markets (Shane, 2000 p.259). 

Although Shane sees an obvious relationship between market information and 

prior experience in an industry, the relationship may be more complex. For 

innovation, user knowledge also appears to be relevant (Boschma and 

Wetersings, 2006). In coming from another industry, user entrepreneurs can 

often precisely indicate the flaws in existing products and the needs of the 

market. As previous members of the market, they can identify niches which new 

firms can try to fill. Skills attained through learning-by-using can be extremely 

useful inputs for new firms (Mole and Elliot, 1987). 



26 

The second product of experience is entrepreneur-specific human capital. 

This is related to prior spells of self-employment in which the entrepreneur has 

gathered knowledge about administrative duties and management. In other 

words, self-employment experience contributes to the organizational capital 

resources of a new firm. As with Becker’s general knowledge, this type of 

experience is industry independent. However, it is not a result of formal training, 

as Becker (1964) sees it, nor does it relate to any production activities as is 

foreseen in Becker’s view. 

 The transfer of organizational resources strongly relates to general 

learning. Many of the personal skills that can be generally applied relate to the 

organization of firms. In this sense, organizational capital resources can be 

transferred since they are embedded in the entrepreneur. However, 

organizational capital also includes routines, and routines are interdependent 

within firms (Hölzl, 2005): they are a consequence of the organization. Routines 

can therefore never be transferred as they form behavioural links between 

different elements of one specific organization. It is, however, possible to 

transfer solutions or management styles to other settings, but this will lead to 

new routines that are dependent on other factors within the receiving 

organization. Overall, organizational capital includes transferable elements of 

management and planning, which are embedded in the members of the 

organization or which can be transferred in the form of advice. It also involves 

organizational behavioural patterns (routines) which are a result of the whole 

organization, and as such not transferable. 

 
2.4  Bridging the individual and the organizational views 

The previous sections presented accounts of both the individual perspective on 

entrepreneurship and the organizational perspective on firm behaviour and 

performance. Although these views represent two different lines of thought, it is 

clear that they cannot exist in isolation. While a firm can be seen as a bundle of 

resources, there has to be someone who puts the resources together. Further, 

human capital is a major resource for all organizations, especially young ones. 

The founders of new organizations determine the internal dynamics to a high 

degree. Adopting either the entrepreneurial or the organizational approach 

possibly leads to a one-sided view of the early development of firms. 

 There have been attempts to circumvent this problem by conceptualising 

the relationship between individuals and organizations. Stam (2003), for 

example, does not see any organizational influence in the founding phase of a 
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new firm. Only later, when the business is growing, does the internal 

organization become more important. The founder ceases to supervise some of 

the ongoing processes and has to let go of some of the responsibilities. The 

organization of the firm and group dynamics become increasingly important in 

the explanation of the firm’s actions. This change is reflected in the liability of 

growth (Garnsey et al., 2003). An entrepreneur who is especially able to create 

new products and firms has to turn into a manager in order to channel growth 

and keep the business running. Often, problems arise in this situation which can 

lead to shrinking or even discontinuation of the firm. Such problems arise in the 

later stages of development and fit perfectly in the scheme of Stam. In the early 

stages of the founding process, the actions of the firm closely correspond to the 

actions of the entrepreneur (Stam, 2003; Lazear, 2003): the firm is the 

entrepreneur. The ability of the entrepreneur to combine resources, to identify 

market niches, and to take the appropriate administrative steps to start a 

business determine the characteristics of the new firm. This makes the skills of 

the entrepreneur the most important resource in the early stages of 

development. Although the decisive influence of the individual in most founding 

processes is beyond question, adopting a purely individual-based view imposes 

certain limitations. Many firms are started by a group, and the group process is 

very important for understanding the founding process. Also the influence of 

existing firms cannot be disregarded; some firms start as a result of combined 

efforts of an entrepreneur and an existing organization, and both actors have to 

be taken into account. Gartner (1985) proposes a framework that offers a more 

flexible way of describing the relations between the actors in the founding 

process (Figure 2.1). 

Environment

Individuals

Process

Organization

Figure 2.1: Framework for describing new venture creation 
Source: Gartner, 1985, p.698 
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Gartner places the founding at the centre of the analysis, rather than the 

actors. The new firm is the outcome of dynamic interdependencies between the 

individuals involved, the organization of the founding, the founding process, and 

the environment. Transposing this to the resource-based theory, the individuals 

and the environment can be regarded as the main suppliers of the input 

resources and skills. Individuals bring with them their internalised knowledge 

and skills, but the environment can also contribute. Existing firms are part of the 

environment. Support from existing firms therefore amounts to the input of 

resources coming from the environment. A firm can even act as the driving force 

behind a new venture. However, banks, suppliers, family, and the government 

also supply valuable resources to new firms. The environment is also responsible 

for the education of the individuals as explained in the previous section. In this 

capacity, the environment has an indirect influence (through the individual) on 

new venture creation. In a resource-based account of the founding process, the 

management of the resources is also important. This element is present in all 

four dimensions of the framework. The founding process and the organization of 

the new venture largely determine the combination of resources that are used. 

However, the influence of both the environment (regulations for example) and 

the individual (management skills) also influence the way in which the founding 

process is shaped. 

 Looking at the founding process from a resource-based perspective leads 

to two important factors which then form the basis for analysing the founding 

process: 

 

1. The resources (including skills) contributed by the individual(s) and existing 

firms from the environment. 

2. The ability of the founders to manage resource inputs in the founding 

process. 

 

The framework generates ideas about the performance of young firms 

during and after the founding process. For existing firms, the combination of 

available resources and organizational capabilities (including routines) 

determines their value and competitiveness. For new firms, the story is 

somewhat different as the resources and capabilities are not yet in place. New 

firms have to gather resources and need to develop routines in order to create 

an efficient production process for the market they will be active in. Helfat and 

Lieberman (2002) theorise, using an organizational view, that it is easier for an 
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existing firm to enter a new market when the latter’s characteristics are similar 

to the characteristics of the market in which the firm is already active. When 

both markets are similar, the firm’s established resources and capabilities 

(routines) can be easily used to produce for the new market, thus increasing the 

likelihood of success. This idea primarily relates to existing firms diversifying 

into new markets. However, the same line of reasoning can be applied to 

foundings. The founding of a new firm also implies an entry into a new market. 

Industry-specific resources, either contributed by the experienced entrepreneur 

or through direct support from a parent company, can be expected to serve as a 

good foundation for a successful founding process. Also the creation of 

capabilities and routines to organise the effective use of the resources in the 

new firm is important. Again, the ability of the entrepreneur and the quality of 

any outside help influence the outcome of this process. By switching attention to 

foundings, an extra element has to be added, namely the management of the 

founding process itself. Starting a business involves understanding the process 

of establishing a business. This element is especially recognized in the 

entrepreneurship literature which shows that experienced entrepreneurs have 

the greatest chances of starting a successful new business. Their specific 

knowledge on starting up of a new firm gives them an edge over other founders. 

 
2.5  Spin-offs 

One of the major groups of actors in the environment dimension (Fig. 2.1) is 

formed by the pool of incumbent firms. Incumbent firms act as potential 

suppliers of inputs, they are possible clients, they can act as educational 

institutions for entrepreneurs, and they can play a distinct role in the founding 

process, even as the driving forces behind the project. The importance of 

existing firms in the founding process of new firms has been recognized most 

explicitly in research on spin-offs. Spin-offs are generally understood as new 

firms that are, to some extent, rooted in another firm. However, the precise 

wording of spin-off definitions varies greatly. This has led to a situation in which 

the term spin-off, despite of its relatively brief existence, is surrounded with 

considerable fuzziness. Again, there seems to be a clash between the individual-

based and the organizational-based viewpoints. 

 The individual view on spin-offs is championed by many researchers and 

seems to be especially popular in the literature on knowledge spillovers and 

clustering. The most influential definition is by Garvin (1983):“A spin-off 
normally occurs when a new firm is formed by individuals leaving an existing 
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firm in the same industry” (p.3). In later studies, this definition, or a derivative 

thereof, has been used many times (see, for example, Klepper, 2001a; Knight, 

1988; Ferreira, 2002; Koch, 2002; Dahl et al., 2003). The term corporate spin-

off is also used with the above definition and Agarwal et al. (2004) use the term 

spin-out to indicate firms that are started by former employees in the same 

industry. In the organizational view, spin-offs are the result of restructuring. The 

independent new firm was a part of a larger organization. Tübke, for example, 

adopts a clearly organizational view on spin-off creation by regarding a 

corporate spin-off as a “… division of an existing company into one parent 
company and one or more independent spin-offs” (2004, p.22). Empirical results 

differ significantly depending on the spin-off definition used. Tübke concludes 

that an average spin-off firm is 3637 employees. In studies adopting the 

industry-experience definition, the average size of spin-offs is much smaller. 

 Although, spin-off definitions vary considerably, the underpinning ideas 

are similar. Spin-off firms have a head start compared to other new firms as 

they have secured resources that can be used for production right from the 

beginning. Garvin (1983) focuses on the way this process occurs in reality by 

tracking entrepreneurs through their careers. However, the relevant process of 

knowledge transfer from one firm to another is not addressed. Klepper (2004), 

although following Garvin’s labour market definition of spin-offs, acknowledges 

the lack of attention given to the actual process of resource transfer. He finds 

spin-offs to be more successful than other new firms only when they originate 

from successful parent companies. It is not about having an industry 

background; it is about securing the most effective resources. This encourages a 

spin-off definition based on the actual skills and resources transferred rather 

than on the background of the founders; spin-offs are then “foundations where 
the persons involved apply expertise acquired in their previous employments” 
(Moßig, 2001; Elfring and Foss, 1997). In an even more general description, 

spin-offs involve “…the transfer of some rights, like assets or knowledge, from 
the existing legal body to the new firm or body” (Lindholm, 1994). In this 

definition, resource transfer is not simply assumed to happen as a result of job 

mobility within an industry, it is the guiding principle. Spin-offs are based on 

transferred resources, which may be associated with intra-industry job mobility. 

However, there is also a possibility that a spin-off is based on resources 

originating outside the industry. Entrepreneurs can also be influenced by firms 

from other industries. Definitions based on resource transfer put more emphasis 

on the idea that spin-offs are firms that are rooted in existing firms. From this 
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viewpoint, the ‘employee-definition’ of Garvin is an operationalisation of the 

more abstract descriptions of Moßig and Lindholm. Bernardt et al. (2002, p.10) 

add another element to the discussion by stressing the active influence of parent 

firms. A spin-off involves “an individual or a group of individuals leaving a 
‘parent’ firm to start up a new, independent business. The start-up occurs on 
the basis of specific knowledge and competences built up within the parent firm. 
The parent firm supports the spin-off by allowing the transfer of knowledge, 
competences and/or direct means.”  
 

2.5.1 Spin-offs, the environment, and individuals 

The influence of parent firms on the creation of spin-offs can be understood in 

the context of Gartner’s new venture creation framework (Figure 2.1). Parent 

firms, as members of the environment, exert a direct influence on the new 

venture by allowing the transfer of resources to the spin-off. These can be 

tangible resources, such as machinery and start-up capital, but also intangible 

help in the form of advice, time, or guaranteed turnover. Firms also have an 

indirect role as educators of entrepreneurs. Human capital resources (skills) are 

transferred from the parent firm to the spin-off through the entrepreneur. Figure 

2.2 illustrates these two roles of parent companies. 

The direct and indirect transfers of resources and skills are the main 

components of most influential spin-off definitions. Garvin and his followers 

Environment
Parent firms

Individual(s)
Former employees

New venture
creation

Figure 2.2: Actors in the spin-off process 
Source: derived from Gartner (1985), see also Figure 2.1 



32 

focus on the indirect relationship which is based on the job mobility of the 

entrepreneurs. Bernardt and Lindholm highlight the possibility of direct resource 

transfer from parent firm to spin-off. In Figure 2.3, the dimensions of direct and 

indirect influence form the axes of a scheme which relates the several 

definitions to each other. It also forms the framework for the definition of spin-

offs and other founding types used in this study. Further, the scheme provides a 

conceptual understanding of the relationship between research at the individual 

level and at the organizational level. The x-axis reflects processes on the 

individual level, with the organizational level represented by the y-axis.  

 

Five founding types are distinguished in Figure 2.3: individual start-ups, 

spin-outs, supported start-ups, (entrepreneurial) spin-offs and corporate spin-

offs. The types are based on specific combinations of the parent firm’s direct 

and indirect influences. Parent firms are not involved in the gestation process of 

individual start-ups. Individual start-ups are the outcomes of personal efforts. 

Neither the gestation process, nor the skills used by the entrepreneur are 

influenced by a source company. The firm will be owned totally by an 

entrepreneur, or a group of entrepreneurs. There is a theoretical possibility that 

a new firm receives support from a parent company without any indirect transfer 

of resources. In such a case, a parent firm supports the founding of a new firm 

that is not based on relevant skills learned by the entrepreneur as an employee. 

Corporate spin-off

Supported
start-up Spin-off

Spin-outIndividual
start-up

Indirect parent firm influence through
individual learning effects
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formation types 
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Such cases are expected to be rare (see Chapter 6 for empirical results on this). 

In the classification scheme, these are labelled as supported start-ups. Spin-outs 

are also characterised as stand-alone operations by individuals. In terms of 

Carroll and Hannan (1999), spin-outs are similar to individual start-ups and 

assumed to be de novo entries. However, a spin-out entrepreneur bases the 

new firm on ideas and competences gathered as an employee. This type can be 

compared to spin-offs defined on the basis of job mobility in the same industry 

(as used by Klepper). I have chosen to use the term spin-out, as coined by 

Agarwal et al. (2004). Spin-offs are a blended type in terms of influence. Both 

the entrepreneur and the parent firm play an important role in the founding 

process and indirect as well as direct resource transfer occurs. Finally, foundings 

that are characterised by high levels of firm influence are called corporate spin-
off processes. There, the creation of offspring is totally orchestrated by the 

parent company. As part of its strategic business plan, a new firm is formed. 

Substantive direct resource input from the parent firm is required in this. 

Capable individuals might be assigned as directors of these firms, but they are 

not necessarily previously linked to the parent firm. During the gestation phase, 

entrepreneurial influence is limited. The parent company manages all the input 

resources. Corporate spin-offs differ from spin-offs in this respect. Spin-offs also 

receive support, but only in parts of the gestation process. A spin-off endeavour 

is, in essence, a hybrid effort with both individual and organizational inputs. 

 By focussing on resource transfer, rather than on the entrepreneurs’ 

backgrounds, the classification framework incorporates both the individual view 

on founding processes and the organizational view. This solves one problem, but 

creates a new one in that the borders between the groups have become fluid. A 

decision has to be made regarding the extent of direct and indirect influence in 

order to be able to classify a new venture process as a spin-off, a spin-out, or a 

start-up. New firm formation is a complex, dynamic, and heterogeneous process 

in which the influence of incumbent firms differs in every case. Similarly, 

support of parent companies can take many different forms, and it is hard to 

depict this in one simple diagram. The significance of the resources injected by 

the parent company may differ from case to case, and with this the impact of 

the parent company on the new founding. The same argument applies to the 

indirect resources transferred as individual skills. Entrepreneurs have different 

skills and different numbers of skills relevant for their new venture. The 

continuous nature of both dimensions makes the borders between the founding 
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groups negotiable. This problem will be explored more thoroughly in Chapter 6 

when translation from theory into practical measures is addressed. 
 

2.6  Synthesis 

The fundamental assumption in the theoretical framework proposed in this 

chapter is the concept of the firm as an arrangement of resources. As a result of 

this, new firms can be considered as combinations of rearranged existing 

resources plus new resources added by entrepreneurs. Some new firms rely 

heavily on the new input, whereas other firms have an easy access to existing 

resources. These firms recycle resources and use them in a different setting. 

Spin-outs and spin-offs are prime examples, because they are heavily reliant on 

resources coming from the previous firm of the founders. Existing resources play 

an important, and possibly decisive, role in the founding process of spin-outs 

and spin-offs. 

Seeing the founding of firms as resource-gathering processes, 

encourages a closer look at the nature of the resources involved. In this study, a 

three-way division of the relevant resources is made with firm being based on 

physical resources, organizational resources, and human capital (Barney, 1991). 

The founding process of a firm is aimed at putting these elements in place. 

Figure 2.4 shows the transfer mechanisms in the founding process and also 

visualises the relations between the terms used. 

 

Human Capital

Organisational resources

Physical resources

Human Capital

Organisational resources

Physical resources

Indirect: skill transfer
Direct: support

Indirect: skill transfer
Direct: support

Direct: support

Parent firm
Resource types

Transfer of resources (Ch 3) Founding (Ch 4 and Ch 5)
Resource types

Figure 2.4: Resource transfer from parent firm to new firm
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The boxes represent the three resource types that Barney (1991) 

distinguishes. They exist in all firms, so the resource configurations of the 

parent firm (left) and the new firm (right) are the same. Naturally, the actual 

features of the resources differ, and this makes the firms distinct. Resource 

transfer is represented by the arrows. In line with Figures 2.2 and 2.3, two 

modes of transfer are distinguished. Firstly, resources can be transferred 

through the skills of the founder. Through this indirect route, the resources are 

first absorbed by the founder and then later used in the founding of the new 

firm. The skills are intangible personal characteristics, including knowledge of 

production processes, networks, and possible clients. Therefore, physical 

resources, such as capital, facilities and patents, cannot be transferred through 

this route. Secondly, resources can be part of the direct support from the parent 

company to the new firm. The parent company allows, or even facilitates, the 

transfer of resources to the new firm. In principle, all resource groups can be 

transferred in this way. The parent firm can offer time or personnel as elements 

of human capital, organizational advice, and capital or guaranteed turnover as 

physical resources. 

 Two lines of research follow from this theoretical starting point. The first 

addresses the nature of the resources involved in a transfer from parent to new 

firm. In order to make progress, a general overview of the resources is 

insufficient, the actual function of the resources needs to be addressed. It is 

expected that especially knowledge related to the production process and the 

management of the organization is pivotal (Penrose, 1959; Garnsey, 2002). 

Chapter 3 pursues this line of research. The second avenue is the relationship 

between resource inputs and performance. In the resource-based theory, a 

strong case is made for the positive effect on performance of the availability, 

quality, and management of resources. The basic argument is rather simple: the 

firms with the best access to outstanding resources will be the best performing 

ones (Garnsey, 2002; Garnsey, 1998). Spin-offs are, by definition, based on 

resources relevant for production, and therefore their performance is expected 

to be above average. This idea is explored further in Chapters 4 and 5. Chapter 

4 relates support and the availability of entrepreneurial skills to the successful 

conclusion of the founding period. Chapter 5 addresses the effects on 

innovation. 






