Wigerdam Avadomy of Marsgemont dawenal 116

An Entrepreneurial Perspective of the
Institutional Context of Industry Creation

Dr. E.O. Oni

Department of Business Administrarion
Ademava State University, Muh!

Dr. Y.B. Maiwada
Lepartment of Management Technology
ATEL Banchi

Abstract

Now weganizations are alwayy vulnerable to the
liabtlities of newness, but such presswres are
cspecially severe when an industry is in ity
Sfoemative years, We focus onone set of constrames
facing entreprencury in emereing industries-their
relative lack of cognitive and socinpolitical
femitimaer. We evamine fhe stbatogiey Ml
fowpders can pursue,  suggesting  haw  their
Suceessful pueswit of legriimacy may evolve from
imnovaiive ventares o broader contexis,
collectively reshaping industry and institutions!
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Introduction

Foundmg a new venture 1s nisky business under
any condinons, but especually so when

entrepreneurs have few precedents for the kinds of

activities they want to found. Early ventures in thie
formative years of a new industry face a different
set of challenges than those that simply carry on a
trudition proneered by thousands of predecessors
i the same industry. Such foundngs are risky, but
are they also foolish? From an institutional and

ccological perspective, founders of new ventures
appear to be fools, for they are navigating, at best,
moan mstitutional  vacuum of indifferent
muntficence and, at worst, in a hosule
cnvironmen! impervious o mdividual action. In
additon to the normal pressures Gicing any new
orgimzations, they also musl carve oul g new
miarket, raise capitul from skepuical sources,
recruil untramed employees and cope with other
difficulties stemming from theirnascent status,

Among the many problems facing mnovating
entrepreneurs, their relanve lack of legitimacy s
especially enitical, as both entreprincurs gnd
crucial stakeholders may not fully understand the
nature of the new ventures, and their conformity 1o
established institutional rules may sull be in
question. We capture these problems by using the
lerm legitimacy i two related senses: (a) how
faken for granted a new form s and (b) the extent
1o which a new form conforms o recognized
principles or accepted rules and standards. The
first form of legitimacy 1s labeled cognitive, and
the second, sociopolilical.




In this arucle, we examine the social processes
surrounding the emergence of new industries,
frum the early pioneering ventures through the
carly stages of growth, when the form proliferates
s the mdustry becomes established. Legitimacy
is nol the only factor influencing whether an
ndustry successfully moves beyond the stage of a
few pioneers to fully realized growth. Clearly,
many other lfactors are important 0 a oew
meustry's success, such as the state of the
ceoromy, latent demand for the product or
service, competitive pressures from  related
industries, and the skills of new venture owners
and workers, Because only a few theorists have
examined failed industnes (e.g. Astley, 1985), and
we have no systematic research in this area, our
prticle 15 necessarily speculative. However, we
helieve that legitimacy 1S o more important 1ssue
thun previously recopnized, and so we focus our
arguments and propositions on factors affecting
an mdustry's legitmacy and on legitimating
strategies pursued by innovating entrepreneurs.

Our aim s to identify factors hindering and
supporting the progression from the founding of 4
completely new activity, in an mstitutional void,
theough its development as a legitimate industry.
Cur focus 15 on the development of independent
new ventures that ace not sheltered by sponsoring
arganizations. By definition, such ventures cannot
rely on existing institutions to provide external
legiimacy, Throughout the article, we refer 1o
new actvities as specific product/process
innovations, one aspect of what ecologists refer to
gencrally as new  organizational forms, new
ventures are independent organizations mitiating
the new activity; and industries are groups of
girganizations with similar products/processes.

Background

This paper extends current theories linking
organizational legitimacy and industry creation.
Eeological theorists have provided empirical
evidence of lower founding and higher disbanding
rates when industries are small (Hannan &
Freeman, 1989). Borrowing from institutional
theory {Meyer & Rowan. 1977, Scott & Meyer,

An Entreprensurial Perspective of the Tnstintfona! Contextof Befusrry Creaion

1983), they have argued that this patiern exists
because firms initially lack external legitimacy
due tp their small numbers. Their strongest
arguments have been based on findings from
arganizational populations with chronie problems
of sociopolitical opposition and repression (e.g.
labor unions and newspapers) (Delacroix & Rao,
1993). In the 1990s, they have begun w address
legitimacy issues stemming from a lack of
knowledge and understanding (Hannan & Carroll,
1992).

Theorists using ceconomic models have challenged
ecologists' legitimacy arguments, asserting that
mdustry entry and exit patterns are the result of
competition and industry consolidation
(Delacroix, Swaminathan, & Solt, 1989). The
focus of economic theonies of industry creation
has been on the risks and economic trade-offs that
characterize new industry entry decisions
(Klepper & Graddy, 1990; Winter, 1984 ) and they
have given little weight to the social context
within which those decisions are embedded.
Klepper and Graddy's study, however, pro vided
findings that strongly suggest the influence of
other than purely economic- technical
considerations in the growth of an industry. They
found that some industries went from angin
stability (defined as the vear when the number of
firms reached o peak and remained more or less
the same for a fow veirs) ooonly two years,
whereas others took more than 50 years The
average was 29 years, and the standard deviation
was |5, indicating that there is an enormous range
of variation in the time required tor industries to
become established. Some fraction of this tume
reflects the early founders' struggles in developing
cognitive and sociopolitical legitimacy.

We begin by defining and describing the two
forms of legitumacy. We note that there are many
constraints facing innovating entrepreneurs,
Framing the problem in this way portrays founders
as confronting a seermingly msuperable obstacle
course in their struggle for legitimation. We then
reframe the problem, using an institutional
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framework to specific set of conditions that calls
for particular strategies on the part of founding
entreprencurs, Reframing the issue in this way
highlights founders’ opportumities for overcoming
existing legttimacy bamers and establishing a
new set of norms, paving the way for an emerging
industry w grow, We emphasize the cumulatve
way in which entreprencurial activity plays a role
in reshaping the larger environmental context by
beginning with the individual venture and
working our way up the lnerarchy.

Entrepreneurs and Legitimacy Constraints
New industries emerge when  entreprencurs
succeed in mobilizing resources in response to
perceived opportunities. ldentifying
ppportunities, asscmbling respurces, and
recrunting and training employees are challenges
facing all entrepreneurs, and all of these activities
require the cooperation and stiategic interaction
of individuals and groups. However, founders of
entirely new activities, by defimition, lack the
familigrity and credibility that constitute the
fundamental basis of interaction. Many of the
other constraints on a new industry's growth are
thus magmified. Access to capital, markets, and
governmental protection are all parfially
dependent on the level of legitimacy achieved by
an emarging industry,

In the onginal formulaton of the argument
linking industries and legitimacy, Hannan &
Freeman (1986) identified increasing numbers of
organizations us the primary force raising the
legitimacy of a population, The empincal puzzle
that Hannan grappled with is a pattern, n a
population’s growth, of low founding rates and
lagh disbanding rates in its early years, followed
by o pradual increase o founding rates and a
decrease in disbanding rates. What contextual
factors  discourage potential founders and
undermine the survival ol many organizations that
are founded? Subsequent answers to this question
have bécome more theoretically subtle and
historically sophisticaled (Hannan & Carroll,
1992 Ranger-Moore, Banaszak-Holl, & Hannan,

1991), but they still follow Hannan's ecarly
identification of industry size-net of other
conditions-as a crucial condition.

When the number of organizations in a new
industry is small, new organizations are thought 1o
have a lower chance of survival because they must
learn new roles without having role models, and
they must establish ties with an environment thal
does not understand or acknowledge ther
existence (Hannan & Carroll, 1992; Stinchcombe,
1965). As an industry grows, mcreasing numbers
of organizations rase its legiimaey alony two
dimensions: cognitive, or knowledge about the
new activity and what 18 needed to succeed in un
mdustry, and sociopolitical, or the value placed on
an activity by culural norms and  political
authorities (Ranger-Moore etal. 1991),

Cognitive Legitimation: 1t refers o the spread of
knowledge about a new venture. Hamian and
Freeman (1986: 63) noted that when an actvicy
becomes so familiar and well known that it s
taken for granted, tme and other orgamizing
resources are conserved, “attempts at creating
copies of legitimated forms are commaon, and the
suceess mate of such attempts is high" One cun
assess cognitive legitimation by measuring the
level of public knowledge about a new activily.
The highest form of cogmitive legitimation s
achieved when a new product, process, or service
is taken for granted. An example 15 the diffusion of
knowledge about personal computers - how to use
them and how to manufacture them - in the [ 970y
and | 980s that facilitated the spread of PC use in
homes and schools and that helped spawn muny
start-ups. From a producer’s pomt of view,
cogmtive legitimation means thal new entrants (o
an industry are likely to copy an existing
orgamizational form, rather than expertment with a
new one. From o consumer's point of view,
cognitive legitimation means that people are
knowledgeable users of the product or service.

Sociopolitical Legitimation: 1t refers o the
prowess by which key stakeholders, the general




public, key wopinion leaders, or government
officials accept a venture as appropriate and right,
given existing norms and laws. One can measure
socia political legiimation by assessing public
acceptance of an industry, government subsidies
to the industry, or the publie prestige of its leaders.
An often-cited ex ample is the passage of the
Wagner Act in 1935, which gave special status
pider federal low to unions followmg the form
specified in the Act (Rannan & Freeman, 1986).
For U.S. unions, government approval was a
symbol of o long struggle for legitimacy, waged
first by craft and then industrial unions.

Studhies of organizational legitimacy have focused
primarily on the impact of controversial activities
on a lirm's sbility to acquire and maintun
sociopalitical approval (Elsbach & Sutton, 1992,
Hannan & Carroll, 1992; Meyer & Rowan, 1977).
However, this aspect of legitimacy may not be the
most relevant to the legitimacy issues facing
founders of entirely new activities, As Delacroix
and colleagues (1989 247) noted, there 15 a
“diffuse belicl that profit-seeking activities are
valid, unless otherwise specified.” Though it may
be legally validated m the form of a legal charter,
anentirely new activity begins, by definition, with
low cogmitive legitimacy. Without widespread
knowledge and understanding of their activity,
entreprencurs may have difficulty maintaming
the support of key constituencies.

Social Contextas Opportunity

Social contexts present entrepreneurs with many
canstraints, yel they also set the conditions that
create windows of opportunity. Through
processes of social construction, entrepreneurs
can develop new meamings that may eventually
alter institutional norms. Our arguments follow
institutions]  constructionisis, who  emphasize
how people in organizations act to produce and
reproduce  their environments (DiMaggio &
Powell, 1983; Zucker, 1986). Social contexts,
from this perspective, represent not only patterns
of established meaming, but also sites: within
which rencgotiations of meaning lake place.

An Entrepreneurinl Perspective of the Institutional Context af fndustry Creatioe

Founding entreprencurs of innovative ventures -
the first stage in creating new indusiries- are
initiators i (his process of renegonation. Table |1
proposes four levels of social conlext as
progressively broadened sites within  which
founding entrepreneurs build trust, relsbility,
reputation, and, finally, institutional legitirmacy.

We focus first on dynamics at the organizational
tevel, and then we suggest how the progressive
building of trust and reliability may work its way
up the hierarchy, collectively reshaping industry
and institutional environments. A scries of
propositions  summartzes our discussion of
possible strategies for guning legitimacy at each
level ofthe hierarchy.

Entreprencurs and Trust-building
Opportunities

What is trust? Early definitions refer to “assured
reliance an the character, ability, strength, or truth
of someone or something” (Webster "New
Caollegiate Dictionary, 1981 1246). Later vanants
stress that trust is a belief, in the absence of any
evidence. that things will “work out” (Gambetta,
1988: Gartner & Low, 1990). The role of trust 1s
central 1o all speial transactions (ranging from
marriage to intemational affairs) where there 15
ignorance or uncertainty about actions and out
comes, Despite its pervasivencss, it 1s most often
taken for granted as a back ground condition or ™a
sort of ever-ready lubnicant that permits voluntary
participation in production and  exchange”
{Dasgupla, 1985 49),

Trust, reliability, and reputatian are methods of
attaining cooperation based on increasing
familiarity and evidence (Bateson, 1988). Thus,
the less information or evidence we have, the more
we need to trust. As information aceumu lates and
evidence mounts, we can increasingly rely on
patterns of reliability and reputation.
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Table | Entreprencurial strategies lo promote new mdustry development

Level of Type of Lepilimacy
Analysis Copnitive Soctopalitical
Organizational Develop Knowledge based via sym- Develop trustin the new activity by
bolic linguage and behaviors maintaming intemally consistent
stpries
Intraindustry Develap knowledge base by encour- Develop perceptions of reliability

Interindustry

Insututonal

aging convergence around a doni-
nant design

Develop knowledge base by promot-
ing activity through third-party actors

Develop knowledge base by creatmg
lmkages with established cducational

by mobilizing to take collective
action

Develop reputation of a new activity
asa rea iry%y nepotiating and com-
promasing with other industries

Develop legitimacy by organizaing
collective marketing and lobbing

curniculia

efforts

source: Dasgupta (1988) in “Trust as a commodity?

Trust i1s a eritical first-level determinant of the
success of founding entrepreneurs because, by
definition, there is an absence of informaton and
cvidence regarding their new activity. Gartfyr and
Low (1990: |8) argued that the concept of trust
“provides a link between factors influencing
orgamization formation at the individual level 1o
tactors influencing formation at the
organizational and environ mental levels.”
Specifically, they believed that the social process
of gaining legitmacy is shaped by the
interpersanal processes of achieving trust in the
DIgANIZING Provess.

Entrepreneurs in 4 new industry face rather
different conditions than those operating in the
relative security of simply reproducing  old
actviues. With their industry having achieved
cognitive and sociopolitical legitimacy, most
eatreprencurs in recogmzed mdustriesdo not have
to build trust within @ vacuum. In contrast,
founders of ventures in new industrics, without
the advantages of a taken-for-granted activity and
without widespread sociopolitical approval, must
first call wpon whatever personal and
interpersonal resources they possess, They must
nteruct with extremely  skeptical customers,
creditars, suppliers, and other resource holders.
whe are afrard of being aken lor fools. With no
external evidence, why should potential trusting
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parties “trust” an entreprencur’s claims that a
relationship “will wark out” given that an
entreprencur may be no more than an ill-Fated
fool?

Organizational Strategies

Entrepreneurs need strategies for encouraging a
trusting party's beliefs in the shared expectations,
reasonable efforts, and competence of the aspiring
entreprencur. Given the absence of information
and prior behavior concerning a venture in a new
ndustry, pioneering founders cannot base initial
trust-building strategies on objective external
evidence. Instead, they must concentrate on
framing the unknown in such a way that it
becomes Dbelievable. An “entreprencur  must
engineer consent, using powers of persuasion and
influence to overcome the skepticism  and
resistance of guardians of the status qua” (Dees &
Starr, 1992: 94).

Cognitive Legitimacy: Without clear guidelines
for assessing performance in an emerging
industry, a new venture's stakeholders find i
difficult to consistently weigh risk/reward trade-
offs. Founders cannot easily convince others to
follow their directives, as they have no tangible
evidence that such actions will pay off In
established industries, founders can simply cite
traditton to their employees and other




stakcholders as a justification for particular
actions. No such appeal is available to founders in
new industries.

Perceptions and evaluations of risk are highly
subjective. The framing of an 1ssue, rather than its
actual content, often determunes whether 1t 1s seen
as a “foolish nsk,” especially in the absence of
objective standards (Tversky & Kabneman,
9%1). Brophy (1992: 396) noted that “new
ventures by definition have no history and often
provide an inadequate basis for making accurate
predictions. 'Gut feel' and meeting of a lot of
variables and complex relanonships play vital
roles in new venture financing decisions.™ When
external tests of rehability are unavailable,
cooperation s possihle 1f 1ssues are “simplified,
stylized. symbolized, and given ritual expression:
if, that is, they are coded in convention”
{Hawthom, 1988: 114}, Founders who can behave
“as 1f' the actvity were a reality-producing and
direcling great theator, as it were, may convinee
others of the tangible reality of the new activity.

Rescarch has documented the powerful
psychological effects of issue framing (e.g. Link,
1987). lssue frames are important nolt only
becuuse of thewr psychological consequences, but
also beeanse of their value ag legitimmting and
motivating symbols. In a study of the process by
which charismatic leaders transform the beliefs of
their followers, Foil, Harris, and House (1992)
stressed the importance of symbaolic
communication. Based on the results of their
study, they concluded that chansmatic leaders
einploy a number of specific rhetorical techniques
o change social norms, First, charismatic leaders
appeal to o common bond with followers, even
when breaking establhished values, so.as to appear
trustworthy and credible to society. They do this
through the frequent use of melusive referents
such as “we™ and “us,” as opposed to “T" and
“yvou."” Second, charismatie leaders lrame 1ssues
using high levels of abstraction, thus fostering a
degree of ambiguity around their innoviative
weas. Howell and Higgins (1990: 336) similarly
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wrote of technology champions “appealing to
larger principles or unassailable values about the
potential of the innovation for fullilling an
orgamzation’s dream of what it can be™ If
entreprencurs  frame  their innovation  broadly
enough to encompass existing knowledge, they
will appear more credible. -

Saciopolitical Approval: Innovative [ounders
also face the hurdle of winning the approval of
orpanizational stakeholders for their activities.
With institutional support precarious, with other
industries mounting attacks on the new ndustry,
and with other ventures within the mndustry
battling over what dircetion the mdustry will take,
stakeholders within an organization are
understandably shy about giving their
wholchearted commitment to an entreprencur. On
what basis should they trust the entreprencur”? To
the extent that elementary claims of efficacy by
innavative entreprencurs are difficult wo verfy
because copgmitive legitimacy 1s absent,
stakeholders are likely to resist therr escalating
resource demands.

Founding entreprencurs must build a knowledpe
base that outsiders will accept as valid, and yel
they have no external source of validation from
which to argue. Given the lack of externally
vitlidated arguments, they must druw on
altermative Torms of communcation, such as
narratives, 1o malke a case that their ventures are
compatible wath more wadely established sets of
activities, Rational argument 15 based on
inferenual moves and deliberation; namration
works by suggestion and identification. Hoth
express reasons to believe.

Philosophers of science have often noted the
unmigue ability of stories to explain events without
explicit reference to external erilena (Nagel,
1961), Kaplan (1986} observed that stories
provide a way to explain something without
having to agree on explicit critena; subsequently,
stories can form the currency of communication to
a wider public. A political leader creales a story
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that helps persons structure their experience. He
draws from their stories to make his maore perfect,
More en compassing, more capable of attracting a
wider following and gaining greater allegiance™
(Krieger, 1981: 75).

The validity of a story relies not on a set of
external criteria but on how well the story coheres
and 15 free of contrachetons (Fisher, 1985). A
founding entrepreneur’s “truth” may well
contradict the “truth™ people know, Stories can
bridee the gap, by affirming the former without
negating the latter. B on their study of champions
ol technological innovations, Howell and Higgins
(1990: 336) concluded thar “the fundamental
components of a champions ca 10 introduce
mnovations suceessfully are the articulation of a
compelling vi of the innovation's potential for the
urganization, the expression of confidence in
others to participate effectively in the initiative,
and the display of mnovative actions to achieve
gaals.”™

Entreprencurs need to disguise the wuly radical
nuture of thewr new activity and the challenge it
miy pose to established orgamzavons, while
simultancously making a case that they are
different enough to hold a comparative advantage
Later, as the emergent industry attaims some
stability, founders can look back and tell new
stories aboul the “radical ploneers™ in the early
days of the Industry's history.

Intra-Industry

Intraindustry Strategies

Intraindustry processes constrain the legitimacy
of new industries by structuring the immediate
environment within which new organizations
operate. A lack of stundard designs, for example,
may block the diffusion of knowledge and
understanding, thus constraining the new
activities. Once founding entreprencurs have
developed a basis ol understanding and trust at the
level of their organizations, they must find
strategies for establishing stable sequences of
interaction with other orgamizations in  their

emerging industry.,

Cognitive Legitimacy: Intraindustry processes of
competition and cooperation pose a challenge to
new founders, not only because they must
convinee skeptics of their organization's staving
power, bul also because the must fend off
organizations offening slightly different versions
of their products/services creatmy confusion i
the minds of nterested observers (Carroll,
Preisendoerfer, Swaminathan, & Wiedenmaver,
1989). Founding entreprencurs have no ready-
made formula for persuading others that they have
it right. As Delseroix and Rao {(1993) pointed out,
organizations founded later m an andustry's hie
cycle benefit by vicanously leaning from carly
successful foundings, The carliest founders have
nosuchadvantage,

Early on, founders of potential altermatives
implicitly compete Tor the aghl @ be taken for
granted, appealing to potential customers,
investors, and others to accept their version.
Organizations attempting o copy a new activity,
while starting up, are i a difficull position
because poorly understood activities are only
imperfectly imituble (Bamey, 1986; Reed &
DeFillippi, 1990). Much of the knowledge of i
new industry is only implicit, held by the founders
and their employees in uncodified form. Such
knowledge 15 often complex, making it hard for
others to identfy causal relatons (Nelson &
Winter, 1982). Finally, knowledge s often bound
up i assets that are very speeific to a particular
arganization, creating relationships that are hard
for others to duplicate, Thus, until cognitive
legitimacy coalesces around a reduced set of
accepted standards or designs, pioneering
entrepreneurs  assembling  resources  for their
organizations will inevitably make frequem
mistakes. Foundings will be inhibited and
disbandings will be frequent.

The lack of convergence on a dominant design in
new industries constrains the perceived reliability
of founding firms by increasing confusion about
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what standards should be followed. Convergence
toward an accepted design is facilitated 1f new
ventures choose to imitate pioneers. rather than
seel further innovation. lmplicit agreement on a
dominant design, common standards, and the
interfiom movement of personnel made possible

by condions of imitabtlity increase the level of

shared competencies within an emerging industry,
Imitation and berrowing from early foundings
eventually spread knowledge of new activities
heyond their pownt of origin and contribule o
convergence on a dominant design (Anderson &
Tushman, 1990). Imperfect imitability is thus
reduced and disbanding rates drop as effective
knowledge is more widely diffused. Of course,
sorme organizations may gain more than others as
an industry's legitimacy is strengthened, as Rao
{1993} found in his study of the early years of the
American  awtomobile industry, As the auto
industry strugeled for aceeptance, (irms that won
victories in reliability and speed competitions
arpanized by third parties were more likely 1o
survive than those that did notwin.

A new venture's ability to imitate others depends
on whether what is being copied is protected by
lepal instrumenis-patents, copyrights, and trade
secrets-and on whether the imnovanion is codified
(Teece, 1987). Ifan mnovation cannot be legally
prifected, and it involves a product or process
whose nature is transparently obvious to
outsiders, others may freely copy the innovation.
Hy contrast, if the innovation can be protected and
its nature is difficult to understand, except through
learning by doing, the innovation is unlikely to be
imitated by others (Dosi, 1988). Discord over a
dominant design is exacerbaled under these
conditions,

Industries with imitable innovations are more
likiely than others to generate collective action. As
founders with imitable products or services
realize thewr innovations are leaking to
competitors and potential new entrants, they gain
i strong incentive to cooperate on stabilizing
conditions in the industry, By contrast, firm-

centered actions are likely to increase under
conditions of inimitability, as founders are able to
protect their core competencies from being widely
diffused. Fiercely competitive individual
strategies hamper a united collective front by an
industry.

Initial collaborations begin informally, mn
networks of interfirm relations, but some later
develop into more formalized strategic alliances,
consortia, and trade associations (Powell, 1990).
Vi de Ven and Garud (1991) noted that those who
conducted studies of high-technology industries,
such as the cochlear implant ndustry, have found
that new-to-the-world mnovations tend to be
pursued by a handful of parallel, independent
actors who come o know one another rapidly
through personal interaction and through travehing
in similar social technical circles, such as
attending the same industry conferences and
technical committee meetings. This small handful
of actors cun generate networks that, in the
aggregate, Tesult in imstitutional-legitimatimg
events, If founders can overcome the barriers to
effective collective action, they can rise above the
level af their individual ventures and run wgether
“in packs™ (Van de Ven. 1991),

Imitability's effects appear puradoxical unless we
pay careful attention 1o different levels ef analysis.
For an industry, casier imitability means growth,
because entry is facilitated, and an expanding
market may mean that proportionately more
gntrants survive. For individual ventures,
however, easier imitability makes survival more
problematic, because their market becomes
crowded with equally competent rivals, and
survival becomes contingent on fairly small
differences between ventures. One  common
pattern 15 that new entrants survive at the expense
of early entrants who cannot learn fast enough to
keep up. The net effect of limitability is contmgent
on where an industry is in its life cycle, as it will
depend on the relative balance between
underlying growth in a market, new entries, and
exits from the industry,
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Sociopoliticat Approval. Collective action 1s
extremely difficult to orgamize early in the life of
an industry due to free rider problems (Moe, 1980;
Olson, 1965). To the extent that mistakes are
frequent and a consistent body of knowledge
emerges very slowly, and thus collective action is
impeded, sociopolitical approval may be
Jeopardized.

Several conditions guite common 0 new
industries impede the collective action needed o
pain sociopolitical approval. First, intense
competition over designs and standards may
prevent any particular firm from growing much
faster than the rest of the industry, thus reducing
the chances that an industry champion wall
emerge 1o energize efforts toward collective
action. Second, if competing designs emerge and
subgroups form around them, conflict among the
subgroups muy cause confusion and uncertainty
for potential stakeholders. Dissension and
diversity within an industry may thus be murrored
by a sumilar pattern externally, hamperng an
indusiry champion's ability to form coalitions
promoting the total industry (Bolton, 1993} For
example, the nascent pay-per-call information-
services industry (using 900-prefix  phone
numbers) was growing rapidly until it ran into
palitical problems in the early 19905 because it
lacked uniform standards and consistent
government regulations. LS, Sprint decided to
stop carrying most pay-per-call services because
of consmmer complaints and difffeulies in
collecting from customers who disputed their
hills. The industry was fortunate to have a trade
assoctation; the Information Industry Association
that was able o lobby for umiform federal
regulations, although whether the industry will
survive in its early form is stll uncertain
{ Andrews, 1992).

The importance of finding avenues o
collaborative action within an industry is well
illustrated by the history of a new industry in Asia:
American universities operating in Japan. In the
1980, many American universitics rushed to set

up branch campuses in Japan, as Japanese
educators welcomed them as models for
educational reform of the Japanese system (Regut,
1992). By the early | 990s, the dishanding of some
branches and well-publicized problems i others
had croded Japanese confidence in American
university branches, and the imdustry's future was
in doubt. In response, m 1991, 20 of the strongest
programs formed the Association of American
Colleges and Umiversities in Japan, sctting
standards for quality and reliability for Amernican
programs in Japan, The new assoctation markedly
improved the image and reputation of such
programs, and Japanese local govermments have
renewed their interest in helping sponsor these
venlureés.

Funeral home owners' successes in controlling
state regulation of the industry kept the founding
rates of technically superior alternatives very low
{Tones, 1988), almost totally suppressing the
emergence of competing industries, For almost a
century, locally owned funeral homes i the
United States blocked altematives to traditional
means of disposal of the dead, opposing
crematoriums, bunal societies, and chain-owned
funcral homes. Loeally owned homes, which
controlled most state boards  regulating  the
industry, imposed requirements that were
intended to exchude alternative forms, such as
prohibiting corporate ownership, requiring thiat all
establishments be fully equipped, prolibitng
establishments: from sharing equipment, and
reguiring that all establishments employ o full-
time embalmer,

In Europe, small retail shops resisted the growth ol
large shops loeated m sub urban areas (called
hypermarkets) by arguing that the long hours and
weekend operations of such businesses threatened
traditional values by disrupting family life. " Blue
laws" in the United States have been used by small
shops for the same ends.

Interindustry Strategies
Interindustry processes-the nature of relations




between  ndustrids, whether competing  or
cooperating-altect the distribution of resources in
e cviromment and the termson which L|1I.:}' dre
availeble o enteeprencurs. Bstablished industries
it feel threatened ure sametimes able o change
the terms on whigh resources are available 1o
emerging mdustries. either by questionimg their
etficacy or their conformity o the established
orther. Even afier o new industry develops inio a
recogmzed entity, other idustries may withhold

recognition or acceptance of it Ifacntical mass of

tounders unttes and burlds the reputation of they
new industry as o visible and aken-To-granted
entrant o the  larger community. ganing
sociopolitical approval is mare likely.

Cognitive Legitimacy. Estiblished industries
that feel threatened by a2 new comer may
undermine a new venture's cogmuve logitimacy
through ramors and information suppression or
maccurate dissermmution. Thouwgh sometimes o
low fevel of cognitive legitimaey may be an
advantage for a new venture {(when the activity is
not taken as a sepous threat), it s 4 detriment
when alder. competing firms spread rumors that o
product or lechiniplogy s unsafe. costly, or of
mnferior quality. For example, carly mail- and
phone-order computer supply stores tn the United
Suntes were highly specinlized, selling mainly to
people very knowledgesble about electronics who
were building or moditying their own equipment
When the industry began to grow rapidly in the
19805, selling to “amatcurs,” traditionsl walk-in
stores argued tha such operators did not provide
after-sales service and, thus, were an inferior
form. Siovilarly, HMOs confronted bitwer
apposition from traditionsl physician practices,
und they erew slowly until other organizations
ttervened on thewr behalf (e.g. large insurance
compunies) [(Aldrich, 1989 Whoeley,
Chreistianson, &  Sanchez, 19900, Taditional
plrysicians argued that limos violated customary
cxpectations  about effective physicin-patient
relation ships and, thus, delivered inferior services
io patients. In the United States, high- technology
firms, such as medical-equipment manufacturers,
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tried to use cognitive legitimacy arguments us a
wedpon agaiist small, independent Tirms that
witnied o service the machines the manufacturers
sell to customers, such as clinies and hospitals
My, 1991} The manufaciurars, such as astnn
Koduk, argued that third-party service lechhicians
could not legitimately service their machines be
cause they lacked the manufaeturer’s rarming and
dingnostic service equipment, Had they been
sugcessful, they would have suppressed the
Erowth of the independent repanr imdustry, but the
coures did not secept their elams.

Founders must build a reputation of the new
industry as a reality, as something that naturally
should be taken Tor granted by others. A new
vocabulary must be coined, new labels
manulactured, and  beliefs engendersd o an
industry  with no natursl  story, Although
Formulated in the context of examining beliaviorns
and meanmgs within organizations, Fiol's (1991
proposition thal identities link an organizution’s
culture teonsistong of unaruculaed underlying
behiets and values) with the behavieds of 15
members, illumnates the task facing new
founders. The actors who are the tureets of
entreprenctrs’ legitimizing strateges (suppliers,
distnibutors, bankers, and so forth) attempt 16
make sense of entreprencurs’  behaviors by
dwing on currént understanding of what they
observe. Thiy mewmng-making  process s
mediated by whal peaple perceive as the identities
of the founders: pumblers. senous busmess
leaders, cowhoy entreprensurs, high achievers,
wild-cyed mventors, water-walkers, and so forth,
Any of these labels is potentiadly applicahle, but
their meanings differ drasticully.

Entreprencurs cim take advantage of the nherent
ambiguity in inlerpreting new  behaviors by
skillfully framing and editing their behaviors and
intentions vis-a-vis the trusting parties, They need
to emphasize those aspects of their ventures and
therr own backgrounds that evoke identities that
others will understand a5 sk oriented  but
tesponsible, Founders must do this work for their
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individual ventures as they negotinte with other
lirms, but a more powerful image ean be invoked
when founders work through interfirm
HsaCLlions.

Trade wassociations are “minimalist
orgamzations”, they can be  operated vin low
overhend  and  guickly adapted o changing
conditions and, thus, are casier to found than, for
exumple. production organzations  (Halliday,
Powell, & OGranfors, 1987} Muany trads
assoctations, following the example of state bar
and other voluntary associtions, operate ot of
the offices of member firms in their carly years,
(thers are administered by law firms  that
represent some of the laeger firms in the industey,
Thus, the catalyst 1o an associntron’s founding is
often an industry chumpion who steps forward
and volunteers o cover the costs of unming the
association as it recruits enough members to gam
a stable dues base: Tvpieally, the largest firms in
an mdustey do this, and they are well represented
unthe assoction's board of directors.

Interfinm linkages such as trade associations play
deritical role in helping entrepreneurs promote an
industry’s cogmitive legitimacy (Aldrich & Staber,
9851 They help firms formulate product/process
stundards  through trade committees, trade
journals, marketing campaigns (o enhance the
midustry's standing), and  trade  fars  (where
customiers and supphers can gain a sense of the
ndusiey's stability ). Trade associations represent
the mdustry to government apencies, and they
play p enticol role i umes of cosis (when an
industry’s public image may be threatened).

Sociopolitical Approval: hsuflicient cognitive
legiimacy renders a new industry vulnerable to
mterindustry processes thut may jeopardize i1
normative acceptance. Established orgnmizations
i related industries olten strongly oppose the rise
of new wventures seeking to expleit similar
resources, wnd they may try to block these new
ventures al every turmn, including questioning their
compatibility with exisung norms and values.

Established organizations usually do not
challenge entreprencurs' generic rights to create
business organizations (such rights are assured n
most Western political demovracies), but rather
they resist the creation of ventures that threaten
the markets of established industrics. In addition
to questioning the knowledge base of a new
industry, established indusiries may effectively
uppose a newcomer by mducing lepal and
regulatory harriers,

The emergence and growth of new industries 1
thus purtly dependent on the severity ol attacks
from established industries that may  resist
encroachment. They may raise doubts about the
new activity's efficacy or 18 conformuty wilh
societu] norms and values and. thus, change the
lerms on which  resouwrdes are avaalable o
emerging industries. Beyond recognition, new
mdusiries need reliable relationships with other,
established imdustries. Once cognitive legitimacy
s achieved, eitapproval in the form of econonne
transactions 15 more hkely, Some forms of
interindustry  cooperation  emerge as  the
urintended conseguences of competing industrics
pursuing therr seli-interests, whoreas other forms
are more deliberate. For example, in his study of
three forms of covperatives i Atlantic Canada,
Staber (1989) found that increases in the density of
several forms of coopertives improved the
overall climate for cooperatives to such an exient
that founding rates for other types were increased,
The cooperatives not only provided direct suppon
to each other, butalso created o positive image of
cooperative activity that mised the saliende of
norms of cooperation in the region.

It a new industry faces overt conflict with an
estublished industry, a trade association or an
mdustry council is probably required to mobilize
the newcomer's strength. However, many
terindustry relations  are more  matlers of
cducation and negotiation than of zero-sum
vonflict. Forexample, new biomedical and healili-
care industries only survive if they can convince
third  parties (insurance compamies and  the




govermnent) 1o pay the costs thal patients cannot
hear, such as CAT scans or cochlear mmplanis
Thus, fivms m the industry must cooperate to
cdducate wnd influence these third pardies (o
melude the product o seeviee i thow pavment
renmbursement systems{ Van de Ven, 1991),

The paradox of ndividual versus  collectve
benelits s ggmn apporent] ploneerings Yentures
that sulicit or uecept cooperative relations with
established industrics may succeed to such an
extent that folowers (so called “second movers™)
enter the fTedeling mdusry with lower costs and
thus drive the proneers it of business Jovanovie,
[9R2) Oshorme Compuler, Tor example, was o
maneer i bundhing othermanulfaciurers' software
with is praducts. but did not survive some costly
marketing blunders thut gave other finns a chance
o surpass 1t AL the industey level, however, such
cooperation often 1s essential for survival,

Institutional Strategies

Institutional conditions may constrain the rate at
swhieh anndustoy grows by affecting the diffusion
ol knowledpe about & new actvity and the extent
o which it is publicly or officially tolerated. 1F
founders bive purssed  effeative trust-building
and reliabilny-enhancing sirntegies within their
cpperging  andustry, and have  estahlished a
Feputation  vis-i-vis other tndustnes, the
groundwork hos been lud for sthiming legitimacy
af the mstitutonal level. AL ths Tevel, founders are
no longer working  as dsolated  individuals,
Instend, industry councils, cooperative alliances,
trade associntions, and other wehicles for
collective uction are in place 1o achieve
institutional legitimacy.

Cognitive Legitimacy.  Established industries
enjoy an enormous benefit via the
institutionahized diffusion of knowledge about
therr activities, The “social space”™ (Delacroix &
Rao, 1993) an industry has achieved ina society is
sustained, in purt, by a widespread understanding
of how ot fis ite the community. At the
begimung, orgamzatons in the new industry arc

A Entreprésenirial Persgeotive af the fustautiomal Context of Tndiiiry Crealion

too rire o create the eritical mass needed to begin
pusing the new industy's level of cognitive
tegitimacy, Reporters, newspaper and magazing
cehitons, amcd other mass medin gatekecpers ave
unfamuiliar with the set of werms for describing the
activity, and therr depictions may be inaccurate.
Thus, potential entrepreneurs (e carly tollowers)
muy be serously msled if they rely on such
reports, and mistakes in imitating the new activity
will e common (Phillips, 1960).

The lack of general understanding of the new
tndustry afsio makes oo dilienlt io veeruit aond retain
emplovecs. People wonder what will huppen 1o
their careers if they join a persuasive enirepreneur
in building a wotally new orgunoations] venture,
Beeause new ventures tend to be speciilized, the
skills they require miuy not be easily wansferable
to other organizations that are scarching [or people
with recognizable talens

Educationu] institutions creite and help spread
mtormation about the competencics  these
orgamizations need.  Educational  institutions,
especially  vocationally and  professionally
arented anes, base their trining on curricalist
materials prepared by mass markeronentied
publishing houses. Wuthout an beeepted
vocabulary or coneeptual framework, writers and
editors face serious difficulties o devising
manuals and exthooks. Beeause such programs
ire backward-looking, training people i skilis tor
which curricular  material  has  albready  been
prepared. founders cannot rely  on existing
programs. o ram their employees (Romanelli,
| GRYY.

A new industry must eiher build on o the
compelencies already supported or lind ways o
e¢ncourapge the provision of new ones. In
technolopy-based industries, the basic risscarch on
which firms draw often has beon generated in
university laboratories a decade or more belare it
was commercialized (Link & Baver, 1989), For
example, the basie weas for cochlear implant
devives were developed in the late 1950s and early
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19605, almost two decades before the wdeas were
Mully  commercialized. Thus, fitms such as
Nueleus and 3M had analready developed pool of
scientific expertise from which they could draw
cansultans and employees (Van de Ven & Garud,
Fay ),

In the United States, new finms regularly establish
partneiships  with community and  techmeal
colleges, often at the request of local econpmic
development agencies that are hopeful of the
peneration of new jobs. Becawse educational
mstitulions are inherently conservative in their
curriculum  development, o new tndustry must
achieve a fairly high degree of self~organization
belore curriculum materials will be written
especially for them, Superconductor research was
well underway o the Unnted States before
uriversiies  began  pulting  scrence/industnal
ceramics sequences into their applied sciences
and engineermg cumcula. Shan, Singh, and
Amburgey (1991: 82) noted that early in the
histery ol the biotechnology industry i the
United States, “there was only o limited supply of
scientists with PhoDs and other specialized
traming so essentil for an NBF [Biotechnology
Firm].” Eventually, as career prospects in the
industry  hecame known, more reciinls werne
attracted, and thesupply ol scientists improved.

Sociopolitical Legitimaey. Lack of institutional
support for the difTusion of knowledge about new
industries also may undercut an industry's eflorts
to sevure saciopolineal approval. Most forms of
busingss enterprise have enjoyed at least
institutional tolerance of theirr existence when
they (irst emerged (Delacroix et al. 19%9: Zucker,
| 9R9), but this apparent easy suceess has blinded
us to the vecastons on wiich such support has not
been forthconunge or has been lost. The first
newspaper editor in the United States was joiled
(Delocrom: & Carroll, 1983), the life insurance
industry was initially vililied as profaning the
sucredness of life{Zelizer, 1978}, and many forms
of interbusiness allinnees were ruled illegal in the
| 9th century (Staber & Aldrich, 1993}

Low sociopolitical legitimacy s still o entical
barrier ta many potential business acuvities todiy,
For example, new schemes for bummg or buryving
toxic waste of ten clash with ULS. communitizs’
norms whot local control over und-ose deeisions
{Leving, [982), A similar public controversy
dogeed attempts by chemical firms manmifacturing
Nuoride o convinee local community officials o
purchase fluoridation systems for their public
utilities (Coleman, 1957} In such cases, firms try
to hire lobbyists with local connections and o
form “eitizens’ groups”™ backing the proposed
scheme.

New industries whose activies and long-temm
consequenies are not well understood may have
trouble in winning approval from cautious
povernment agencies, In the 20th century, U.S
firms in the fedgling biotechnology mdustry,
which based their technologies o manipulalion of
DNA, faced a major hurdle in winming FTIA
approval  of their testimg procedures. New
industries whose production technologies may put
workers at risk have to win approval from stute
and federal OSHA offices. Once an industry's
activities are well understood.  governmment
regulatory agencies have shown considerable
resistance to new industries whose activities
challenge an older industry but which  use
unfumiliue vrnovel techrologies. In the [980s. the
removal of federal regulations m many industpes
made us aware of how many new forms of
organization were suppressed by amplicn
povernmental striclures against their activites
{e.p. cellular phones) (Haveman, 1990; Prendiss,
1984,

In the U.S. political system of divided executive
and legislative branches, and with mdependent
regulatory agencics, newly organized industnes
ultimately must co-opt, neutralize, form alliances
with, and otherwise come to terms  with,
govemnmentagencies. The biotechnology indusiry
deviloped inan environment of greal uncertamty.
because firms did not have a clear wea of what
products would he regulated and what safety tests




would be regquired by the Environmental
Protection Agency, the Food and Drug
Administeation, and the Department of
Agrniculture. Accordingly, the Industrial
Biotechnology Asseciation lobbied the FDA, the
EPA, and other agencies i an atiempt to crsate 2
mare certam regulatory environment. The first
FDA ruling i 1981, approving the first disgnostic
kit based on o moneclonal antibody, significantly
riised the founding rate of hiotech finms in the
veirs that followed (Shan eval. 1991),

Biotechnolosy firms also appealed 1o the
President's Councdl on Compeliliveness o
pressure foderal agencics o weaken regulations
percerved as hindering the growth of the biotech
industry, In what we take as a sign that
sociopoliical approval had hnally been achieved
at the hughest levels of government, these elforts
were rewarded in early 1992, Presulent Bush
ssued i new government policy on biotéchnology
which sawd that genetically engineered products
should not be assumed to be inherently dangerous
and those regulitions for botechnology products
should not receive greater scruting than products
praduced by conventional means (Fisher, 1992
Hilis, 1992)

The cochlear implant industry faced a similar
problem as 1s products were brought forward for
ollicial scrutny (Van de Yen & Garud, 1991).
Comdracts and grants from the National Insttute of
Health for basic cochlear implant rescarch
stimulated aniversity-based research, and some
discoveries were developed o potentially
commercidl produgts in the late 1970s and carly
19808, Five private firms inittated activitics, but
cach had s own idens ubout product standards,
approprigte  tests, and s forth. Conditions
stubilized only when the FDA gained experience
in testing the new technology and began
systematically favoring certam kinds of evidence
on product safety over others. Government
agencies such as the FDA and EPA are important
for any new industry whose products or services
are costly, techmeally complex, and whose use
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may create an irreversible  health wellare
condition for a user { Vande Ven, 1991),

Government agencies can play o role
structuring thie  interorgamaztional environiment
of new industries in ways thal encourage trusting
relations between lirms Rappa's (1987) sudy ol
the development of the gallim wrsemde
mteerated corewt in the United States, Japan, and
Western Forope found that more firms and
seiatthists were involved in the United States, but
m Japan there was greater coordination smong the
firms' and scientists' efforts. In Japan. MITI
encouraged intertiom cooperation via mdustey and
trade commitiees. The cooperating firmes jomntly
tormulated industrial wovernance policies,
developed a competence pool of scieatist and
managers through training programs and informal
information sharing, and also worked on
commercial applications of the technology (sce
also Fransman, 1990), By contrast, US, hirms
stood on the sidelines and waited for an industry
infrastructure o cmerse o s own,

The atrategies for generating and sustainimg (eust,
relisbility, reputation, and fnally, institutcensl
legitimacy, are as mterrelated as the hierarchical
contexts that spawn them. Gaining the rust of
stakeholders within and around the firm provide o
basis from which o build o knowledge base via
conperative exchange rules with other similar
organizations. Such mteractions, in tarm. make it
casier [or member Hrms o orginize collectively
and 1o build & broad reputation ol their imdustey as
an enduring reality. An established reputation
facilitates the co-optation of mstitutionidl actors,
ultimately leading (o legitimacy.,

Though we have emphasized the commumicative
aspects of trust building al the orgamizatonal
level. trust is the “lubricamt™ (Dasgupta, [V8K: 49)
that smoothes the way throughout the legitimacy-
building process. As founders pursue legitimacy
within successively broader social sites, they mist
continually persuade without proof, Evidence of
trustworthiness  within one context does nit
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automatically serve as evidence of trust-
worthiness within a broader context. Formunately
for lounders, trust has the capacity 1o be self-
fulfilling and sel Frembforcing (Gambetta, [988),
making it o powerful weapon against the vicious
ey le ol social barriers W innovilion

Hesearch Divections

Generatme and sustaming trusting relstionships
are at the heart of overcoming low legitimacy, We
hive offered o number of propositions ahout
cifective strategies for achieving frust i the
development of new industries. Researching
these idens will take us beyond the cross-seétional
surveys that currently dominate methods of duta
collection in entrepreneurship research (Aldrich,
1992}, The creation and mstitutionalization of
new activilies veeurs through a dynimic process
thal cannot be captured m discrete snapshots. A
number of additional research  implications
emerge frontour study.

First, entrgprencurship researchers offen attenpt
o chistingush between new businesses that copy
well-kpown  practices i their industry  and
businesses that are truly innovative, pioncering
practices  withoul  precedent, However, such
distnctums are almost always made within the
context ol an established industry, rither thun
calling attention to the possible anging of i new
mdustry.  Investigators thus conflate two very
different events that pose very different problems
for entreprencurs; innovating within  an
matitutionalized comtext versus stniking out into
uncharted waters, where industry boundaries ure
not yel seceare. In the futare, researchers of
entreprencurship need to separate these two forms
ol inmavation

Second, the debate in the ccological-institutional
literature over “legitimacy™ has focused, in part,
o the 1ssue of lefi-censoring of & population's
hustory: Are dita on the population available from
its earliest days, when foundings twere be gmning
lo be observed? Left-censoring of data (i.e. not
having the carly years of an industry's history

available) can lead o misspecilication of models
and bimsed conclusions regarding the pattern of
population  growth. However, such debuies
overlook a more serious form of selection blas o
the extent that researchers study only industries
that survived long endugh o make their mark
upon the usual sources of archival mtormation,
they overlook the unsuccessful industries. Ciroups
of firms that struggled and did not suceeed
bécoming institutiondlized provide the bes
historical record for testing our ideas abow the
socil context of industry formaton. ndeed, only
by companng the steategics of terminated
mdustries with those that completed their lile
eweles can we assess the relative importance ni'1he
forces we have identified inthis armicle,

How can we avoid o biss against mdustries with
truncated histories? Becoming aware of the msue
1511 good start, Just as evolutionary theonsts live
made us aware of the danger of focusing our
rescarch ultention on cross-sectional studiey of
surviving organizations (Aldrich, 1979: 5661). so
too must we become aware of our tendency o
fcus on surviving industries. We must pay more
attention to ecanomic and  business  history,
written notal the level el case studies of individual
frms, but rather at the level of eras and epochs
Which activitics have attracted entreprencirs,
speculators, investors, and others, only to lose om
when support was not forthcoming from kes
stukcholders, other industries, and institational
lorces? We have found that the business press 15 o
good source of information on new activities
mtract attention because they are challenging
trachtional industnies, failing in spectacular
fashion, or otherwise making short-rum news .

Thard, when a new mdustry's origim i3 identificd,
rescarchers must focus intensively on its early
yeurs, Ecologists have now collected information
on fairly complete life listones for many
populations, but only for such generic events as
foundings and disbandings. In addition to these
key cvents, rescarchers must also collea
information on patterns of contact between (e




entreprencurs who founded early ventures, and
especiully on any eftorts theéy undertook to create
vehicles tor collective action,. We alsp need
mformaton  on how  other groups. of  lirms
{possible competitors, regulatory ngencles, local
vovermments, ete ) pesponded o the first new
ventires ina tledgling industry,

Fourth. a new industry's boundaries ave ultimately
determined by the balance it achieves belween
competition and cooperation  vis-d-vis  other
proups of firms. Hooman and Freeman: (1956)
adopted the language of institutional theory In
arguing that o population’s boundaries are soctally
constructed. We bave argued that whether o new
population even lnds & niche for wsell in the
community of populations is problematie,
Research 15 needed on contacts at the boundary
between ndustnes: How are such  contacts
taunaged? Is there an implicit division of kabor
within new industries according o which
lownders negotiate boundauries? Huve
povermments made thiy process Casier OF more
diffieult for new industries?

Fifth, within new industries, the key evenls
aHiecting  their emergence as stable entilies
invilve the foarmation of other types of
orgadizations (Deleroix & Rao, 1993} These
signs o anndustey's success-industy councils,
trude  associations, joint  university-industry
reseirch ventures-have been' investigated, but
they have not been linked to the hie cvele of
indusinies. By focosing on these imdependent
mrkers of an mdustry's legitimaey, we can avoid
the ambiguity inherent in trying to infer a social
process from mere increases i the number of
member srigniaations,

Finally, mvestigating these ideas will require
expanding our disciphnary. veach o ke m
anthropologists, political seientists, social
psychologists, and others interested in
understanding the genesis of conlexts that give
meaning to new  behaviors, The social
construction of organizational reality involved in
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building a new industry requires meaning making
on a grand scale, and we suspect that those
entreprencars who do it well are obsesscd with the
process. As such, they moake fuscinating subjeets
of study.

Conclusion and Recommendations

New orgamzitions are always valnerible o the
liabilities of newness, but never more so than
when entrepreneurs have few precedents for their
actions. The first orgamzatiom of its kind faces a
different set of challenges than one which simply
carries on a4 tradition pioneered by many
predecessors. Given the institutional,
iterindustry, intraindustry, and organizational
conditions Tucing pioneering founders, different
sirategies are called for than those used by
rmitators and borrowers, Such foundings are risky,
but they need not be foolish. We have lghlighted
the conditions under which founders can pursue
strategies that could culmmate n un mdustry
gaiming legitimation at the institutional level. We
began with a discussion of the dynames at the
arganizational level, suggesting how the
progressive building of trust may work (ts way up
the hicrarchy. tollectively reshupine (he
fnterindustry and fnstitutional environments,

The period during which a new industry cmerees
deserves more theoretical attention, bocause the
strugele to carve oul o niche Tor o4 new mdusay
mvolves such strong forces that the events of that
peciod may be forever jmprninted on the
orpanizations that persist (Suncheombe, 1963),
Indeed, the model of industry  development
tmphicit in Table | points towird o new activity
pattern that eventually 15 i harmony with s
interorganizational and institutidnal
environments, As o seitled member of the
community, the new industry takes its place as a
defender of the status quo.

Our examunation of the early phases of an
industry's life also mmplies that many promising
new activities never realiee their potential because
founders il w0 develop trusting relations with
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stakeholders, are unable o cope with opposing
mdusires, and never win nsttutional support,
Thus, understanding  the  strategics used by
founders of new ventures helps us understand the
forees  conirthutimy  to imdustry  vanely n
orginizationd communities.

Finally, the strategies thit emerge from our
refraning of ecological and institutional theones
rinse animportant proctieal ssue. Sirategy
theorists have long prescribed uniquencss and
imperfiset umitability s means of gaimng g
sustainable competitive advaniage (Barney, 1986;
Reed & DeFillippr, 19949), Our framework
sugoests that a single venture's umgueness during
mitial stages o fan industry's development must be
counterbalonced with the collective afTorts ol all
players i the emerging industry 10 potiray the
new activily as famthar and trustwortly, 1f they
are o survive as a group
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