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Entrepreneurship, long neglected by economists and management schol-
ars, has made a dramatic comeback in the last two decades, not only
among academic economists and management scholars, but also among
policymakers, educators, and practitioners. Likewise, the economic the-
ory of the firm, building on Ronald Coase’s (1937) seminal analysis, has
become an increasingly important field in economics and management.
Despite this resurgence, there is still little connection between the entre-
preneurship literature and the literature on the firm, both in academia
and in management practice. This book fills this gap by proposing and
developing an entrepreneurial theory of the firm that focuses on the
connections between entrepreneurship and management. Drawing on
insights from Austrian economics, it describes entrepreneurship as judg-
mental decision made under uncertainty, showing how judgment is the
driving force of the market economy and the key to understanding firm
performance and organization.
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Preface

Entrepreneurship, long neglected by economists and management
scholars, has made a dramatic comeback in the last two decades. As
the economic theory of the firm flourished following the rediscovery
and reworking in the 1970s of Coase’s path-breaking “The Nature
of the Firm” (1937), the new field of “strategic entrepreneurship” has
also begun to take off, along with a parallel rebirth of entrepreneur-
ship studies in economic growth and development, sociology, and
anthropology.

As management and organizations researchers with a particular
and decade-long interest in entrepreneurship, we obviously welcome
all these new developments, just as we have been heavily influenced by
modern work on the theory of the firm. And yet, we think both sets
of literature have missed important insights from the other. This book
is written to fill the gap, proposing and developing an entrepreneurial
theory of the firm that focuses on the links between entrepreneurship
and management.

In particular, we develop Frank Knight’s (1921) idea of entrepre-
neurship as judgment, a conceptualization also found in Richard
Cantillon’s (1755) pioneering treatment and in the works of the
Austrian economist Ludwig von Mises (1949). “Judgment” gets some
attention in the practitioner-oriented literature, in books with titles
like Judgment: How Winning Leaders Make Great Calls (Tichy
and Bennis, 2007), and in policy-oriented works like Amar Bhidé’s
A Call for Judgment (2010). But judgment plays very little role in
conventional economic theories of the firm or the mainstream works
in entrepreneurship and strategic management. More generally, we
think judgment is undertheorized, particularly given its potential for
an important role in theories of economic organization. Working
out such a theory and its implications is the main rationale for this

book.

X
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X Preface

The book is aimed at social scientists with a similar interest in
the intersection of entrepreneurship and organization, broadly con-
ceived. More specifically, we have written the book for management
researchers, particularly in entrepreneurship, strategic entrepreneur-
ship, and strategic management, and economists who take an interest
in the theory of the firm and entrepreneurship. Our aim is to influence
existing research practice in management and economics research on
entrepreneurship. However, we also offer observations and argu-
ments of interest to historians of entrepreneurship and management
and organization studies and to methodologists specializing in the
development of social science theories. While many of our arguments
deal specifically with the theory of the firm and the theory of entre-
preneurship, it is not necessary to be interested in both fields to profit
from this book. For example, an entrepreneurship scholar with lit-
tle interest in the theory of the firm may still find the discussions
in Chapters 2—5 valuable and interesting. Relatedly, while we have
aimed at writing an integrated narrative, most of the chapters can be
read usefully on their own.

Our analysis is rooted in economics, but we eschew formal model-
ing, decision theory, game theory, econometrics, and the like, and we
avoid technical jargon as much as possible. We also deal extensively
with recent developments in management theory, but our arguments
presume little prior exposure to the management literature and its
specialized language. In other words, the book should be accessible to
researchers in a variety of fields and specialty areas, not just those who
focus on economic and management theories of entrepreneurship.

We have been thinking, discussing, and writing on these issues for
many years and itis impossible to thank adequately all those colleagues,
students, manuscript reviewers, conference and workshop discus-
sants, and other contemporaries who have influenced our work. But
we do wish to single out some for special mention. In particular, we he
have benefitted from conference and seminar discussant and audience
feedback at the Copenhagen Business School, Ohio State University,
Norwegian School of Economics and Business Administration,
Stockholm School of Economics, University of Illinois, University of
Missouri, Academy of Management, Austrian Scholars Conference,
Strategic Management Society, and Wirth Institute Annual Meetings
and Conferences. We thank (but do not implicate) Rajshree Agarwal,
Jay Barney, Todd Chiles, Teppo Felin, Kirsten Foss, Sandra Klein,
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Richard Langlois, Stefan Linder, Jacob Lyngsie, Henry Manne, Joe
Mabhoney, Joseph Salerno, Nils Stieglitz, Michael Sykuta, Randall
Westgren, Sidney Winter, and Ulrich Witt for discussions and com-
ments on the ideas in this book. We’ve benefitted from the research
assistance of Per Bylund and Mario Mondelli.

Although much of the book represents fresh material, we have
drawn from our previous work and are grateful to the following
publishers for permission to incorporate some previously published
material:

e Springer Publications for permission to use material from Nicolai J.
Foss and Peter G. Klein, “Entrepreneurship and the Theory of the
Firm: Any Gains From Trade?” in Rajshree Agarwal, Sharon A.
Alvarez, and Olav Sorenson, eds., Handbook of Entrepreneurship
Research: Disciplinary Perspectives (New York: Springer, 2005),
pp- 55-80.

* Blackwell Publishing for permission to use material from Kirsten
Foss, Nicolai J. Foss, Peter G. Klein, and Sandra K. Klein, “The
Entrepreneurial Organization of Heterogeneous Capital,” Journal
of Management Studies 44(7) (2007): 1165-1186.

e Sage Publications for permission to use material from Kirsten
Foss, Nicolai J. Foss, and Peter G. Klein, “Original and Derived
Judgment: An Entrepreneurial Theory of Economic Organization,”
Organization Studies 28(12) (2007): 1893-1912.

® Sage Publications for permission to use material from Nicolai J. Foss
and Ibuki Ishikawa, “Toward a Dynamic Resource-based View:
Insights from Austrian Capital and Entrepreneurship Theory,”
Organization Studies 28(5) (2007): 749-772.

e Senate Hall Publications for permission to use material from Peter G.
Klein and Nicolai J. Foss, “The Unit of Analysis in Entrepreneurship
Research: Opportunities or Investments?” International Journal of
Entrepreneurship Education 6(3) (2008): 145-170.

e Wiley for permission to use material from Peter G. Klein,
“Opportunity Discovery, Entrepreneurial Action, and Economic
Organization,” Strategic Entrepreneurship Journal 2(3) (2008):
175-190.

® Sage Publications for permission to use material from Rajshree
Agarwal, Jay B. Barney, Nicolai Foss, and Peter G. Klein,
“Heterogeneous Resources and the Financial Crisis: Implications
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of Strategic Management Theory,” Strategic Organization 7(4)
(2009): 467-484.

e The Mises Institute for permission to use material from Peter G.
Klein, “Risk, Uncertainty, and Economic Organization,” in Jorg
Guido Hilsmann and Stephan Kinsella, eds., Property, Freedom,
and Society: Essays in Honor of Hans-Hermann Hoppe (Auburn,
AL: Ludwig von Mises Institute, 2009): 325-337.

e The Association of Private Enterprise Education for permission to
use material from Nicolai J. Foss and Peter G. Klein, “Alertness,
Action, and the Antecedents of Entrepreneurship,” Journal of
Private Enterprise 25(2) (2010): 145-164.

e Edward Elgar Publishing for permission to use material from
Nicolai J. Foss and Peter G. Klein, “Entrepreneurial Alertness and
Opportunity Discovery: Origins, Attributes, Critique,” in Hans
Landstrom and Franz Lohrke, eds., The Historical Foundations
of Entrepreneurship Research (Cheltenham, UK: Edward Elgar,
2010): 91-120.
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