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ABSTRACT
Do entrepreneurial opportunities exist, independent of the
perceptions of entrepreneurs, just waiting to be discov-
ered? Or, are these opportunities created by the actions of
entrepreneurs? Two internally consistent theories of how
entrepreneurial opportunities are formed—discovery
theory and creation theory—are described. While it will
always be possible to describe the formation of a particular
opportunity as an example of a discovery or creation proc-
ess, these two theories do have important implications for
the effectiveness of a wide variety of entrepreneurial ac-
tions in different contexts. The implications of these theo-
ries for seven of these actions are described, along with a
discussion of some of the broader theoretical implications
of these two theories for the fields of entrepreneurship and
strategic management
Keywords: entrepreneurship theory; opportunity crea-
tion; opportunity discovery; uncertainty.
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RESUMO
As oportunidades empreendedoras existem independen-
temente das percepções dos empreendedores, esperando
apenas para serem descobertas? Ou essas oportunidades
são criadas pelas ações dos empreendedores? Duas teori-
as, internamente consistentes com as oportunidades em-
preendedoras, são: a da criação e a da descoberta – as
quais serão descritas. Enquanto for sempre possível des-
crever a formação de uma oportunidade particular, como
exemplo, de um processo da descoberta ou da criação de
oportunidade, essas duas teorias terão implicações impor-
tantes para a eficácia de ampla variedade de ações empre-
endedoras em contextos diferentes. As implicações dessas
teorias para sete dessas ações serão descritas, acompanha-
das de discussão sobre algumas das implicações teóricas
mais amplas para os campos do empreendimento e do
gerenciamento estratégico.
Palavras-chave: teoria do empreendimento; criação da
oportunidade; descoberta da oportunidade; incerteza.

INTRODUCTION
When asked why he climbed Mount Everest, world re-

nowned mountain climber George Mallory is alleged to have re-
sponded, “Because it is there.” Many entrepreneurship scholars
have adopted a similar metaphor when talking about why entre-
preneurs exploit competitive opportunities—because they are
there. Because these opportunities exist, and because some people
are more insightful or clever in recognizing and exploiting oppor-
tunities than others, exploiting these opportunities can be a source
of economic profits and, in some cases, fame and fortune.

Assuming that opportunities—like mountains—exist as objec-
tive phenomena just waiting to be discovered and exploited has
important implications for entrepreneurial actions. For example, if
opportunities exist as objective phenomena, then the task of ambi-
tious entrepreneurs is to discover these opportunities—using what-
ever data collection techniques exist—and then exploit them—using
whatever strategies are required—all as quickly as possible, before
another entrepreneur discovers and exploits the opportunity. Just
as few remember the second person to conquer Mount Everest,
entrepreneurs that are late in discovering and exploiting an oppor-
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tunity will generally not experience the same success as the first
entrepreneurs to successfully discover and exploit an opportunity.

But, what if entrepreneurial opportunities were not like
mountains, just waiting to be discovered and exploited. Suppose,
instead, that these competitive imperfections in markets were cre-
ated by the actions of entrepreneurs. In this case, the right meta-
phor for entrepreneurship is not “mountain climbing” but, rather,
“mountain building.” And, assuming that opportunities are cre-
ated rather than discovered may also have very important impli-
cations for entrepreneurial action. For example, rather then
searching for a clear opportunity to be exploited, entrepreneurs
creating opportunities might engage in an iterative learning proc-
ess that ultimately could lead to the formation of an opportunity.
In the former case, entrepreneurs would spend a great deal of time
and energy developing a single, comprehensive and complete,
business plan. In the latter case, entrepreneurs may find that
business plans can only be written after an opportunity has been
created, and that rigorous planning too early in this process can
be, at best, a waste of resources, and at worst, fundamentally
misleading—to both entrepreneurs and those that invest in them.

The purposes of this paper are, first, to describe the theories of
entrepreneurship that underlie these two metaphors—mountain
climbing and mountain building—and second, to understand the
implications for the actions of entrepreneurs associated with these
theories. The paper begins by examining the kinds of assumptions
that all teleological theories of human action, including teleological
theories of entrepreneurial action, must make. These assumptions
are then used as a basis for describing a “discovery” mountain
climbing approach to entrepreneurship, and then describe the “crea-
tion” a mountain building approach to entrepreneurship. Each of
these theories, it will be shown, are internally consistent. Also, it
will always be possible after an opportunity is formed to describe
the actions of a particular entrepreneur in both “discovery” and
“creation” terms. Thus, debates about whether an opportunity is a
“discovery” or “creation” opportunity, by themselves, are without
empirical content. However, these theories do have empirical con-
tent when entrepreneurs act based on one theory or the other. Thus,
after describing these two theories, much of the paper focuses on
the implications that they each have for the effectiveness of a va-
riety of entrepreneurial actions in different settings.
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TELEOLOGICAL THEORIES OF ENTREPRENEURIAL ACTION
Teleological theories of human action explain human behavior

in terms of the impact of that behavior on the ability of individuals
to accomplish their purposes. In general, these theories assert that
behavior that facilitates the accomplishment of one’s purposes is
more likely to occur than behavior that does not facilitate the ac-
complishment of one’s purposes (Parsons and Shils, 1962). Examples
of teleological theories in the social sciences include motivation
theory in psychology (Herzberg, 1976; Maslow, 1943), functional
theory in anthropology (Lesser, 1935), and institutional theory in
sociology (DiMaggio and Powell, 1983; Scott, 2001).

As a matter of logic, all teleological theories of human action
must make three critical assumptions: (1) assumptions about the
nature of human objectives, (2) assumptions about the nature of
individuals, and (3) assumptions about the nature of the decision
making context within which individuals operate (Bergmann, 1957;
Nagal, 1961; Parsons, 1951; Parsons and Shils, 1962). When different
teleological theories generate different predictions about the same
human actions, these different predictions usually turn on one or
more differences in these three critical assumptions (Parsons and
Shils, 1962). For this reason, these three assumptions are an effective
basis upon which to compare and contrast different teleological
theories of human action.

Both of the theories identified in this paper—discovery theory
and creation theory—are examples of teleological theory and thus
have much in common.1 For example, they both seek to explain the
same dependent variable—actions that entrepreneurs take to form
and exploit opportunities. In this context, entrepreneurial action is
defined as any activity entrepreneurs might take to form and exploit
opportunities (Shane, 2003: 4; Shane and Venkataraman, 2000, 211).
Moreover, as teleological theories, both discovery and creation seek
to explain these entrepreneurial actions in terms of their impact on
the ability of entrepreneurs to form and exploit opportunities.

However, while discovery and creation theory have much in
common, they often generate different predictions about when spe-

1 While discovery and creation theory are both teleological theories, not all theories of
entrepreneurial action must be teleological. For example, an evolutionary theory of
entrepreneurial action could be developed that does not depend on entrepreneurs engaging
in actions in an effort to produce new products or services. Examples of these kinds of
models can be found in Nelson and Winter (1982) and Hannan and Freeman (1977).
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cific entrepreneurial actions will be more or less effective in ena-
bling entrepreneurs to form opportunities. As was suggested earlier,
when different teleological theories generate different predictions
about the same human actions—in this case, entrepreneurial ac-
tions—these different predictions usually turn on one or more dif-
ferences in the three critical assumptions that all teleological theo-
ries must make. Thus, these three assumptions are used as a basis
for comparing and contrasting discovery and creation theory in the
remainder of this paper.

DISCOVERY THEORY
Of the two theories discussed in this paper, discovery theory

has received much more attention in the literature (Gaglio and Katz,
2001; Shane, 2003; Venkataraman, 2003). The three critical assump-
tions of discovery theory as presented in this literature are summa-
rized in Table 1.

Table 1 – Central Assumptions of Discovery and Creation
Theories of Entrepreneurial Action

DISCOVERY OBJECTIVES
As suggested earlier, both discovery theory and creation

theory assume that the goal of entrepreneurs is to form and exploit
opportunities (Shane and Venkatraman, 2000: 211; Shane, 2003:
4). Both theories also recognize that opportunities exist when
competitive imperfections exist in a market or industry. However,
these two theories differ in their analysis of the origin of these
competitive imperfections. In discovery theory, competitive im-
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perfections are assumed to arise exogenously, from changes in
technology, consumer preferences, or some other attributes of the
context within which an industry or market exists (Kirzner, 1973,
10).2 In his review of this literature, Shane (2003, 23) cites techno-
logical changes, political and regulatory changes, and social and
demographic changes as examples of the kinds of events that can
disrupt the competitive equilibrium that exists in a market or
industry, thereby forming opportunities.

This emphasis on exogenous shocks forming opportunities
has several important implications for discovery theory. For exam-
ple, this emphasis suggests that discovery theory is based on realist
assumptions in the philosophy of science—that opportunities, like
mountains, exist as real and objective phenomena, independent of
the actions or perceptions of entrepreneurs, just waiting to be dis-
covered and exploited (McKelvey, 1999). Just as Mount Everest
existed before George Mallory climbed it, that discovery opportu-
nities are yet to be observed does not deny the reality of their exist-
ence. However, it is entrepreneurs who bring “agency to opportu-
nity” (Shane, 2003, 7) by exploiting them.

Also, this emphasis on exogenous shocks forming opportunities
suggests that discovery theory is predominantly about search—sys-
tematically scanning the environment to discover opportunities to
produce new products or services. In this search process, entrepre-
neurs must consider both its direction and duration, and must also
guard against confusing local search—where modest opportunities to
produce new products or services exist—with more global search—
where much more substantial opportunities exist (Levinthal, 1997).

DISCOVERY ENTREPRENEURS
The assumption made by discovery theory concerning the na-

ture of entrepreneurs follows directly from its assumption about the
nature of opportunities. Since opportunities are created by exog-
enous shocks to an industry or market and since these opportunities
are objective and thus, in principle, observable, then everyone asso-
ciated with that industry or market should be aware of the oppor-

2 There is another type of opportunity called opportunity recognition that is not discussed
in this paper.  According to Miller (this issue), opportunity recognition can be thought
of as a form of arbitrage where an entrepreneur recognizes an existing unmet demand
and matches it with a known product.
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tunities a shock has created. Of course, if everyone associated with
an industry or market knew about the opportunities created by a
shock, and were all sufficiently skilled to exploit these opportuni-
ties, then they could all try to exploit them.

In a setting where everyone could potentially become aware of
and exploit an opportunity, it would be difficult for anyone to gen-
erate sufficient profits from actually producing new products or
services (Barney, 1986; Schumpeter, 1939). Thus, in order to explain
why entrepreneurs associated with an industry or market are will-
ing and able to exploit opportunities while non entrepreneurs are
not, discovery theory must necessarily assume that entrepreneurs
who discover opportunities are significantly different from others in
their ability to either see opportunities or, once they are seen, to
exploit these opportunities (Kirzner, 1973; Shane, 2003).

Kirzner (1973, 67) summarizes the differences between entre-
preneurs and non entrepreneurs with the concept of “alertness”.
Many potential components of alertness have been identified in the
literature, including information asymmetries, different risk prefer-
ences, and cognitive differences, among others (Shane, 2003). Any
of these attributes, or any combination of these attributes, might
lead some entrepreneurs associated with an industry or market to
become aware of opportunities created by exogenous shocks, while
others associated with that same industry or market may remain ig-
norant of these opportunities.

While empirical research on systematic differences between
entrepreneurs and non entrepreneurs has continued for well over two
decades, the results of this work have been mixed, overall (Low and
MacMillan, 1988; McClelland, 1961). In their extensive review of this
literature, Busenitz & Barney (1997) conclude that the evidence about
whether or not entrepreneurs are systematically different than non
entrepreneurs is not compelling with the exception of work on cog-
nition. And even this cognitive work does not yet show whether
cognitive differences exist before the entrepreneurs begin engaging in
entrepreneurial actions or if these differences emerge as a result of
the experiences of entrepreneurs while forming opportunities.

DISCOVERY DECISION MAKING CONTEXT
Finally, the decision making context within which entrepre-

neurs choose to exploit an opportunity is assumed, by discovery
theory, to be risky, rather than uncertain. Currently, these terms are
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often used interchangeably in the entrepreneurship (Shane, 2003:
7) and strategic management (Balakrishnan and Wernerfelt, 1986;
Wernerfelt and Karnani, 1987) literatures. However, for purposes of
distinguishing between the assumptions of discovery theory and
creation theory, these terms have distinct meanings (Knight, 1921).3

A decision making context is risky if, at the time a decision is
being made, decision makers can collect enough information about
a decision to anticipate possible outcomes associated with that de-
cision, and the probability of each of those possible outcomes. A
decision making context is uncertain if, at the time a decision is
being made, decision makers cannot collect the information needed
to anticipate either the possible outcomes associated with a decision
nor the probability of those outcomes.4

The decision making context in discovery theory is risky be-
cause it assumes that opportunities are objective in nature. As ob-
jective phenomena, entrepreneurs can use a variety of data collec-
tion and analysis techniques to understand the possible outcomes
associated with an opportunity, along with the probability of those
outcomes. It may take some time and effort to complete these analy-
ses, but, in principle, they can be done when an opportunity is
objective in nature. It took many decades to discover the existence
of Mount Everest, and still many additional decades to measure its
height. But despite these challenges, there was never a question
about whether or not, in principle, information about this mountain
was collectable.

CREATION THEORY
Creation theory is a logical theoretical alternative to discovery

theory for explaining the actions that entrepreneurs take to form
and exploit opportunities (Aldrich and Kenworthy, 1999; Aldrich
and Ruef, 2006; Gartner, 1985; Venkataraman, 2003). Aspects of
creation theory have been described by a variety of authors
(Alvarez and Barney, 2005; Baker and Nelson, 2005; Casson, 1982;

3 The decision making settings defined refer to objective properties of a particular
decision making context, not to an entrepreneurs’ beliefs about those contexts
(Alvarez & Barney, 2005).

4 A third decision making context—ambiguity—can also be identified (Dequech, 2003).
This exists when the outcomes associated with a decision can be known at the time a
decision is made, but the probability of these outcomes cannot be known.  To simplify
this discussion, ambiguity is treated as a special case of uncertainty in this paper.
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Gartner, 1985; Langlois and Cosgel, 1993; Loasby, 2002;
Sarasvathy, 2001; Schumpeter, 1934). However, unlike discovery
theory, creation theory has yet to be articulated as a single coher-
ent theory in the literature. The central organizing assumptions of
this theory are also summarized in Table 1.

CREATION OBJECTIVES
In creation theory, opportunities are not assumed to be objec-

tive phenomena formed by exogenous shocks to an industry or
market. Rather, they are created, endogenously, by the actions, re-
actions, and enactment of entrepreneurs exploring ways to produce
new products or services (Baker and Nelson, 2005; Gartner, 1985;
Sarasvathy, 2001; Weick, 1979). This endogenous view of opportu-
nities has a variety of implications for creation theory.

In creation theory, opportunities do not necessarily evolve out
of pre-existing industries or markets (Dosi, 1984, 1988; Etzioni,
1963). The term “search” has little or no meaning in creation theory.
“Search” implies entrepreneurs attempting to discover opportunities
– like mountains - that already exist. In creation theory, entrepre-
neurs do not search - for there are no mountains to find - they act,
and observe how consumers and markets respond to their actions.
While, ex post, after an opportunity has been exploited, it will al-
ways be possible to show how that opportunity evolved out of a
prior industry or market, creation theory suggests that, ex ante,
before an opportunity is created, its links with prior industries or
markets are unknown. That is, creation theory suggests that the
“seeds” of opportunities to produce new products or services do
not necessarily lie in previously existing industries or markets.

In creation theory, “bringing agency to opportunities” is
without meaning since opportunities do not exist independently
of the actions taken by entrepreneurs to create them (Weick,
1979). In this view instead of being passive with respect to the
formation of new opportunities, creation theory assumes that
entrepreneur’s actions are the essential source of these opportu-
nities—they build the mountains. In this model, entrepreneurs do
not wait for exogenous shocks to form opportunities and then
provide agency to those opportunities, they act (Baker and Nel-
son, 2005; Bhide, 1999; Sarasvathy, 2001). And in acting, they
form opportunities that could not have been known without the
actions taken by these entrepreneurs.
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Creation opportunities are social constructions that do not ex-
ist independent of entrepreneur’s perceptions (Aldrich and
Kenworthy, 1999; Berger and Luckmann, 1967). However when
entrepreneurs act to exploit these socially constructed opportuni-
ties, they interact with an environment—the market—that tests
the veracity of their perceptions. Of course, the market is, itself,
a social construction, formed out of the perceptions and beliefs of
numerous other individuals. This form of analysis suggests that
creation theory is grounded in what has come to be known as the
evolutionary realist perspective in the philosophy of science
(Azevedo, 2002; Campbell, 1960; McKelvey, 1999).

This enactment process is consistent with evolutionary theories
of entrepreneurial action (Aldrich and Ruef, 2006; Campbell, 1960;
Weick, 1979). In both evolutionary theory and creation theory, a
blind-variation – an action that emerges without any self-conscious
planning or foresight - can begin a process of action and reaction
that leads to the formation of opportunities (Aldrich and
Kenworthy, 1999). Of course, in creation theory, actions need not be
“completely blind”. They may be deliberate or intelligent or even a
random variation that starts the process. However, variations are
likely to be quite myopic. The notion of blind-variation emphasizes
changes in unforeseen and perhaps even unwanted ways
(Campbell, 1960). Rarely will entrepreneurs be able to see “the end
from the beginning.” In this view there is no “end” until the crea-
tion process has unfolded, i.e., opportunities cannot be understood
until they exist, and they only exist after they are enacted in an it-
erative process of action and reaction (Berger and Luckmann, 1967;
Weick, 1979). Blind or myopic variations in creation theory are the
raw materials from which selection processes cull those that are
most suitable (Aldrich and Ruef, 2006).

As they begin to take action to form opportunities, entrepre-
neur’s beliefs, formed on the path the variations have taken them
on, can become social constructs that guide subsequent actions of
these entrepreneurs and others associated with an industry or mar-
ket—including customers and suppliers (Berger and Luckmann,
1967; Weick, 1979). As entrepreneurs act upon their initial beliefs
about opportunities and then observe the market responses, beliefs
are transformed reflecting the acquisition and creation of knowl-
edge and information (Arrow, 1974). Most frequently, entrepreneurs
learn that their original beliefs about the nature and scope of what



DISCOVERY AND CREATION: ALTERNATIVE THEORIES OF ENTREPRENEURIAL ACTION

Organizações em contexto, Ano 3, n. 6, dezembro 2007 133

they thought were opportunities are not justified. These entrepre-
neurs are then forced to develop new beliefs about opportunities
that build on what they learned (Choi, 1993). Often, entrepreneurs
learn that these additional beliefs about an opportunity are also not
justifiable, and are forced to rethink their beliefs. Indeed, after sev-
eral iterative actions, evaluations, and reactions, entrepreneurs may
even decide that they misinterpreted the results of previous actions
and go back several sequences and start again or even abandon the
entire process altogether (Cyert and March, 1963; March and Simon,
1958; Mosakowski, 1997).

This creation process is clearly path dependent, in that small
differences in initial decisions and choices made by entrepreneurs
can lead to large differences over time (Arthur, 1989). Path depend-
ent processes also play an important role in other social science
theories, including resource-based theory in strategic management
(Barney, 1991; Dierickx and Cool, 1989). In a sense, these theories
emphasize the importance of information and knowledge generated
from the process of enacting an opportunity. As that process
evolves differently for different entrepreneurs, the opportunities
that result may be heterogeneous in costly-to-copy, and costly-to-
reverse ways.

CREATION ENTREPRENEURS
A central assumption of discovery theory is that entrepreneurs

who form and exploit opportunities are significantly different than
those entrepreneurs who do not form and exploit opportunities.
This assumption is necessary in order to explain why everyone
associated with an industry or market is not aware of and/or un-
able to exploit opportunities in this industry or market. Differences
between entrepreneurs and non entrepreneurs play a very different
role in creation theory.

First, creation theory suggests that, ex ante, before entrepre-
neurs create opportunities, they may or may not be significantly
different than those who do not create opportunities. If significant
differences—of the type assumed in discovery theory— exist, these
differences can explain why some entrepreneurs form opportunities
and others do not.

Alternatively, creation theory acknowledges that even very small
differences between entrepreneurs and non entrepreneurs, ex ante,
could lead some to form opportunities and others not to form oppor-
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tunities. For example, two individuals may be indistinguishable with
respect to their attributes, but small variations in their local environ-
ment—e.g., differences in location—might lead one of them to form
and exploit an opportunity. Luck (Barney, 1986) can play a signifi-
cant role in this highly path dependent process (Arthur, 1989).

However, while creation theory is agnostic about the signifi-
cance of ex ante differences between these entrepreneurs and non
entrepreneurs, this theory does acknowledge that the process of
creating opportunities can exacerbate what were initially small dif-
ferences and make them large differences. Consider, for example,
the cognitive attributes of entrepreneurs documented by Busenitz
and Barney (1997). Creation theory suggests that individuals may be
virtually indistinguishable, in terms of their cognitive characteris-
tics, before the creation process begins. However, those that take a
more entrepreneurial path over time may find that certain cognitive
attributes—including a systematic overconfidence and a willingness
to generalize from small samples—are more positively reinforced
than other cognitive attributes. This process can create significant
differences, ex post, between individuals who form and exploit
opportunities and individuals who do not. In this sense, differences
between these groups may be the result of the entrepreneurial path
taken, not just a cause of entrepreneurship (Hayward, Shepherd and
Griffin, 2006; Sarasvathy, 2001).

CREATION DECISION MAKING CONTEXT
The decision making context in creation theory is uncertain.

This is because, according to this theory, opportunities do not exist
until they are created. At the point a decision about whether or not
to try to form an opportunity is made, the information required to
know the possible outcomes associated with this decision, and their
probability, does not yet exist. In principle, no matter how hard an
entrepreneur works, all the information needed to turn this decision
making setting into a risky one cannot be collected. The inability to
estimate the probability distributions associated with making deci-
sions, under creation theory, does not depend on the limited time
that potential entrepreneurs have had to collect information about
a new opportunity, nor on the ability of potential entrepreneurs to
analyze the information they have collected—as is assumed in dis-
covery theory. Rather, under uncertainty, even entrepreneurs with
a great deal of time, or with unusual analytical abilities, will not be
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able to estimate the relevant probability distributions (Dunning,
Heath and Suls, 2004; Miller, 2007). The information required to
estimate these distributions, ex ante, simply has not been created
yet. Put differently, it is not possible to measure the height of a
mountain that has not yet been created.

Of course, this does not mean that entrepreneurs operating in
creation settings will be unable to collect at least some information,
ex ante, about certain courses of action. That is, in the midst of
forming creation opportunities, entrepreneurs may be able to collect
and analyze information about discovery opportunities. However,
for those opportunities that are being formed by the actions of en-
trepreneurs, such information does not yet exist, and therefore, it
cannot be collected or analyzed.

DISCOVERY AND CREATION IMPLICATIONS FOR EFFECTIVE
ENTREPRENEURIAL ACTIONS

As suggested in Table 1, the assumptions underlying discovery
and creation theory are both internally consistent, though largely
contradictory. However, debates about which of these sets of assump-
tions, per se, most accurately represents reality are not likely to be
resolvable ex post since, in principle, it will always be possible to
interpret the formation of a particular opportunity as either a discov-
ery or creation process. Rather, these sets of assumptions only have
empirical implications when they are linked with specific entrepre-
neurial actions: discovery theory suggests that certain actions are
more likely to be effective then creation theory, and vice versa.

In this sense, the actions that entrepreneurs actually take can be
thought of as a manifestation of the assumptions they make about the
nature of the context within which they are operating—is it a discov-
ery context or a creation context. If their hypothesis about the nature
of this context is correct, and the theory they are applying is correct
in its implications, then that activity will be relatively effective in the
formation and exploitation of an opportunity. If their hypothesis
about the nature of their context is incorrect, and they end up apply-
ing the wrong theory, then that activity will be relatively ineffective
in the formation and exploitation of an opportunity.

For these reasons, understanding the implications of these two
sets of assumptions for the effectiveness of a wide variety of entre-
preneurial actions is important. The implications of discovery and
creation assumptions for seven of these actions are discussed here
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and summarized in Table 2. These seven were chosen because
they are generally cited as important considerations for all types
of entrepreneurs seeking to form and exploit opportunities,
whether operating in a discovery or creation context.

Table 2 – Effective Entrepreneurial Actions in Discovery and
Creation Contexts

LEADERSHIP
While a variety of leadership skills may be important no mat-

ter what type of opportunity is being exploited, others may vary
in importance, depending on whether the opportunity that is
being exploited is discovered or created.

For example, expert leadership is likely to be important in ex-
ploiting discovery opportunities. Since discovery opportunities of-
ten have their seeds in pre-existing industries, the exploitation of
discovery opportunities often relies on the individual’s prior
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knowledge about markets and products. Thus, when exploiting a
discovery opportunity it is important that the leader have specific
knowledge and information associated with the opportunity
(Shane, 2000). Indeed, the leader exploiting a discovery opportu-
nity will often have superior knowledge about a particular market
or industry, knowledge about how that industry was disrupted by
an exogenous shock, and knowledge about how to exploit the
resulting opportunities (Kirzner, 1997).

Expert leaders are also likely to have professional links within the
market or industry where a discover opportunity is being exploited
(Shane, 2000). Expert leaders will often have gained much of their
knowledge and information from being embedded within the market
or industry in which the opportunity was discovered. However, the
expert leader in this setting will have a dual challenge; to make sure
that there is a distinctiveness about the new opportunity, but also to
understand how to efficiently navigate the exploitation process
through the environment in which it is embedded (Romanelli, 1991).

Of course, it is unlikely that the type of substantive expertise
about an industry or market that is available to those seeking to
exploit discovery opportunities will be a basis of leadership for
those who are cooperating to exploit creation opportunities. This is
because the nature of the substantive expertise required to exploit
a creation opportunity is typically only known after that opportu-
nity has emerged from the enactment process. However, it will of-
ten be the case that those seeking to exploit a creation opportunity
will need the cooperation of others well before the specific expertise
that exploiting an opportunity requires is known.

In this setting, leadership is likely to emerge, not on the basis of
the leader’s substantive expertise, but instead based on the leader’s
experience in managing the enactment process, the ability that a
leader has to inspire creativity and dedication under uncertain con-
ditions, the extent to which followers believe they can trust a leader,
and so forth. These are the attributes of a charismatic leader, rather
than an expert leader (Weber, 1903). Charismatic leaders are more
likely to be successful than expert leaders when cooperation is
needed to exploit a creation opportunity (Alvarez and Barney, 2005).

None of this suggests that charismatic leadership will be irrel-
evant in discovery settings. Rather, it suggests that while charisma
and expertise may both be important in discovery settings, that
expert leadership is less likely to be important in creation settings.
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DECISION MAKING
Discovery theory assumes that entrepreneurs operate under

conditions of risk. In this setting, entrepreneurs can, and should,
apply a variety of risk-based data collection and analysis tech-
niques, all of which are designed to collect the information required
to estimate the risks associated with making a particular decision.
Examples of such risk-based data collection techniques include the
use of customer focus groups, customer surveys, the collection of
information from government agencies, the collection of information
from trade associations, and so forth. Armed with this information,
entrepreneurs can apply traditional risk-based decision-making
tools, including discounted present value techniques (Brealey and
Myers, 1988), real options analysis (Kogut, 1991) and scenario analy-
sis (Schoemaker, 1995) to make decisions about whether or not to
exploit an opportunity. These tools all assume that entrepreneurs
understand their opportunity costs, i.e., the value of the opportuni-
ties they forgo by exploiting one opportunity over another (Casson,
2003; Milgrom and Roberts, 1992).

Clearly, traditional risk-based data collection and analysis can-
not be effectively applied in the uncertain setting assumed to exist
in creation theory. Instead, entrepreneurs make decisions in other
ways. For example, they may make decisions based on decision
making heuristics or biases (Busenitz and Barney, 1997; Shepherd,
McMullen and Jennings, 2007). Or, they may make decisions using
an inductive, iterative, and incremental process such as effectuation
(Sarasvathy, 2001) or bricolage (Baker and Nelson, 2005).

In a creation setting, it is also not possible for entrepreneurs to
effectively calculate the opportunity costs associated with their
actions. Instead of opportunity costs, creation theory suggests that
entrepreneurs use the concept of “acceptable losses” to judge the
downside associated with engaging in entrepreneurial actions
(Sarasvathy, 2001). An acceptable loss is simply that value, both
economic and personal, that potential entrepreneurs are willing to
forgo if the actions they engage in happen to not lead to actual
opportunities to produce new products or services. In this context,
an entrepreneur engages in entrepreneurial actions when the total
losses that can be created by such activities are not too large. Ac-
cording to creation theory, the potential gains from these activi-
ties—gains that cannot be anticipated even probabilistically—do not
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play a major role in deciding whether or not to engage in entre-
preneurial actions.

Overall, when entrepreneurs make decisions using context
appropriate tools, they will more effectively form and exploit op-
portunities than when they use context inappropriate tools to make
decisions. Risk-based decision tools are more appropriate in discov-
ery settings; inductive, iterative and incremental decision making,
biases and heuristics, and acceptable loss are more appropriate in
creation settings.

HUMAN RESOURCE PRACTICES

A wide variety of human resources practices may vary in their
effectiveness, depending on whether the context within which an
entrepreneur is operating is discovery or creation. Only one of these
practices—recruitment—will be discussed here.

In a discovery context, entrepreneurs will generally be able to
anticipate the specific kinds of skills they need to exploit an opportu-
nity. This suggests that they will be able to effectively hire people with
highly specialized human capital. Also, because entrepreneurs will be
able to explain the nature of the opportunity they are exploiting to
their potential employees, entrepreneurs will be able to effectively
recruit widely, including outside of their current social networks.

In a creation context, entrepreneurs will not be able to anticipate
the specific kinds of skills they will ultimately need to exploit the
opportunity they form. Thus, it will not be possible to effectively hire
new employees based on their specific expertise. Rather, in this con-
text, entrepreneurs will find it to be more effective to hire individuals
with broad human capital and individuals with a great deal of flex-
ibility. Also, because it will be difficult to explain the nature of the
opportunity that is being exploited to a potential employee, entrepre-
neurs in this setting will find recruitment among their current social
networks more effective than recruiting more broadly.

Similar differences in the effectiveness of other human resource
practices in discovery and creation contexts, besides recruitment,
can also be identified and deserve additional attention. However, in
general, when entrepreneurs manage their human resources in a
context appropriate way, they will more effectively form and ex-
ploit opportunities than when they manage their human resources
in context inappropriate ways. Recruiting specific human capital ex-
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pertise recruited broadly is more appropriate in discovery settings;
recruiting flexible general human capital from pre-existing social
networks is more appropriate in creation settings.

STRATEGY
Most entrepreneurs develop strategies (Brett, 2004; Delmar and

Shane, 2003; Kuratko, 1991; Shane and Delmar, 2004). However, the
effectiveness of these strategies, and the strategy making process,
can vary significantly depending on the context within which an
entrepreneur is operating, be it discovery or creation.

In a discovery context, there is usually sufficient ex ante infor-
mation so that critical assumptions in a strategy can be evaluated,
the financial and other implications of these assumptions antici-
pated, specific timelines for executing the strategy can be specified,
the size of the market and the potential return can be estimated, and
so forth. Of course, over time, some of these elements of the strat-
egy may be modified. However, these modifications should seldom
involve redefining the fundamental purposes or objectives of a
business. Once in place, it will usually not be necessary for entre-
preneurs to fundamentally alter the assumptions of their strategies
since enough information can be collected to make reasonably accu-
rate predictions about the nature of an opportunity and how it can
be exploited (Delmar and Shane, 2004).

However, in creation contexts, strategy plays a very different role
since current and historical information are not available or not useful
in describing the nature of an opportunity. Indeed, entrepreneurs in
this setting may find traditional forms of strategic planning to be
harmful and perhaps even misleading. In creation theory, the task
facing entrepreneurs is not so much combining pre-existing informa-
tion and knowledge, but, rather, asking the right questions, designing
new experiments, remaining flexible, and learning (Mintzberg, 1994).
Indeed, too rigorous strategic planning under conditions of uncer-
tainty can short circuit the opportunity enactment process (March,
1991; Weick, 1979). Only as this enactment process reaches its con-
clusion—that is, when the level of uncertainty facing an entrepreneur
shifts from uncertain to risky—are more traditional forms of strategic
planning likely to be helpful to these entrepreneurs.

Rather than elaborate strategy documents that include sophisti-
cated financial projections and customer segmentation analyses, crea-
tion theory suggests that strategic plans developed in uncertain set-
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tings will be simpler guides to entrepreneurial behavior. In this per-
spective, optimization and sharply defined goals are replaced with an
approach that acknowledges that each point along the way of enact-
ing an opportunity may be unique. Strategies in this setting may
suggest the general direction entrepreneurs think they are likely to be
heading, but are subject to numerous fundamental changes.

When entrepreneurs develop strategies in a context appropri-
ate way, they will more effectively form and exploit opportunities
than when they develop strategies in context inappropriate ways.
Detailed, relatively unchanging strategies are more appropriate in
discovery settings; less detailed, more flexible strategies are more
appropriate in creation settings.

FINANCE
Entrepreneurs must also obtain financing to realize their oppor-

tunities (Baeyens and Manigart, 2003). The effectiveness of financing
options are likely to vary significantly depending upon whether or
not an entrepreneur is operating under conditions of discovery
theory or under conditions of creation theory.

Entrepreneurs operating under discovery conditions will often
be able to obtain financing from external sources—including banks
and venture capital firms. In this context, information asymmetries
between an entrepreneur and its external capital sources should be
either low or relatively easy to overcome. Entrepreneurs in this
context will be able to explain to outside sources of capital the na-
ture of the opportunities they are planning to exploit, the financial
implications of exploiting these opportunities, and the riskiness of
exploiting these opportunities (Sapienza and Gupta, 1994). This
means that the external capital market for entrepreneurs operating
under discovery conditions should be a relatively low cost source of
capital (Admati and Pfleiderer, 1994).

However, in creation settings traditional external sources of
capital—including banks and venture capital firms—are unlikely to
provide financing for entrepreneurs (Bhide, 1992; Christensen,
Anthony and Roth, 2004). In these conditions, the problem facing
sources of capital is not information asymmetries; it is simply the
lack of information. Entrepreneurs cannot explain to outside capi-
tal sources the nature of the opportunities they are going to exploit
because they do not know this nature themselves.
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“Bootstrapping” is likely to be a much more common way to
finance activities taking place under creation conditions. In
“bootstrapping,” entrepreneurs finance activities from their own
wealth, or from the wealth of those closely associated with them—
the triumvirate of “friends, family, and fools” (Bhide, 1992). These
sources of capital invest in the entrepreneur—his or her character,
ability to learn, flexibility, and creativity—not in a particular busi-
ness opportunity an entrepreneur plans to exploit.

Indeed, Bhide (1992) argues that entrepreneurs operating in a
creation context may actually damage their ability to grow and
prosper if they obtain external funding. This is because external
funding tends to force these entrepreneurs to exploit an identified
opportunity, even if it turns out that that opportunity is not as valu-
able as anticipated, and even if it should have been abandoned in
favor of an alternative opportunity.

When entrepreneurs finance their businesses in a context ap-
propriate way, they will more effectively form and exploit oppor-
tunities than when they finance their businesses in context inap-
propriate ways. External bank or venture capital funding is more
appropriate in discovery settings; bootstrapping is more appropri-
ate in creation settings.

MARKETING
Marketing is an important activity for those seeking to exploit

both discovery and creation opportunities. However, these market-
ing efforts may vary significantly in their effectiveness, depending
on the context within which an entrepreneur is operating.

For example, entrepreneurs operating in a discovery context
can effectively specify the product, price, distribution channel, pro-
motion strategy, and customer service strategies they are likely to
pursue. Indeed, exogenous shocks to an industry or market may
have created opportunities precisely in these marketing areas. For
example, technological changes may have made it possible to
change product attributes in a significant way; changes in demand
or production technology may have enabled an entrepreneur to
lower (or increase) the price of the products or services it sells;
political and technological changes may create new distribution
opportunities for an entrepreneur; and so forth.

In a creation context, these exogenous shocks to an industry
or market have not occurred. Here, instead of examining how ex-
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ogenous changes in an industry or market may have created op-
portunities in product, price, distribution, promotion, and cus-
tomer service, an entrepreneur may use these attributes of the
marketing mix to explore possible opportunities to create. For
example, an entrepreneur in the creation process might alter the
distribution model similar to what happened with the introduction
of the internet. While not the only source of hypotheses about
how to create opportunities, attributes of a marketing mix may be
an important tool for generating such hypotheses.

SUSTAINING COMPETITIVE ADVANTAGES
Finally, the effectiveness of the strategies that entrepreneurs

pursue in order to sustain any competitive advantages they gain
from their entrepreneurial activities are likely to vary significantly,
depending on the context within which an entrepreneur operates.
For example, in a discovery context, information about an opportu-
nity and how to exploit it is likely to become publicly available
soon after the first entrepreneur is able to describe and exploit it.
This will typically lead to rapid competitive imitation (Barney,
1991). Thus, if entrepreneurs are unable to erect barriers to entry
into an industry (Porter, 1980), it is likely to be very difficult for
entrepreneurs to sustain any competitive advantages they may have
from exploiting an opportunity. This also suggests that once an
entrepreneur in this setting becomes aware of an opportunity, that
both the speed with which this opportunity is exploited, and the
secrecy with which it is exploited, can have a significant impact on
the profits it generates.

The erection of barriers to entry, secrecy, and speed of execu-
tion are likely to be much less competitively important to entrepre-
neurs operating in a creation context. The uncertainty in this con-
text makes it unlikely that any potential competing entrepreneurs
will know more about an opportunity, or will be able to collect in-
formation more effectively about an opportunity, then a particular
entrepreneur. Moreover, the path dependent nature of the process
of creating an opportunity is likely to generate tacit learning that
entrepreneurs who have not gone through the creation process
may not know (Arthur, 1989; Dierickx and Cool, 1989). In this
sense, the very act of creating an opportunity may give an entrepre-
neur an advantage is sustaining any competitive advantages associ-
ated with that opportunity. This will be the case regardless of any
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barriers to entry entrepreneurs do or do not erect to protect their
competitive advantages. Since such barriers are costly to create, it
is unlikely that entrepreneurs operating in a creation setting will
need to erect them.

When entrepreneurs act to sustain their competitive advantages
in a context appropriate way, they will more effectively form and
exploit opportunities than when they sustain their competitive ad-
vantages in context inappropriate ways. Barriers to entry, speed,
and secrecy are more appropriate tools for sustaining competitive
advantages in discovery settings; relying on path dependent tacit
knowledge is a more appropriate tool in creation settings.

DISCUSSION
This description of discovery and creation theory has a variety of

important implications. Some of these implications are discussed here.

DISCOVERY, CREATION AND THE FIELD OF ENTREPRENEURSHIP
Recently, some management disciplines have been criticized for

having too many theories, and not enough theoretical and empirical
integration (Hambrick, 2005; Pfeffer, 2005). This paper suggests the
opposite for the field of entrepreneurship. This is a field where only
one opportunity formation and exploitation process has been system-
atically described in the literature—discovery theory. By more fully
developing a second theoretical perspective—creation theory—the
assumptions of both theories are made more explicit. This is likely to
encourage a broader debate in the field of entrepreneurship.

For example, discovery theory-based research has asked a va-
riety of important empirical questions about the formation and
exploitation of opportunities, including: “How do changes in an
industry create new opportunities?” “Are entrepreneurs that form
and exploit opportunities really different than individuals who do
not?” and “How do entrepreneurs estimate the riskiness of their
decisions?” However, efforts to answer these discovery-inspired
questions has left other questions—questions more consistent with
creation theory—not just unanswered, but often not even asked.
These questions include: “How does action by entrepreneurs create
opportunities?” “Are differences between entrepreneurs who form
and exploit opportunities and those that do not the cause, or effect,
of entrepreneurial action?” and “How can entrepreneurs use incre-
mental, iterative, and inductive processes to make decisions?” Early
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empirical efforts designed to answer some of these creation theory
questions suggest significant potential in pursuing this line of work
(e.g. Baker and Nelson, 2005).

Of course, suggesting that creation theory is a logical alterna-
tive to discovery theory does not imply that discovery theory
should be abandoned in favor of creation theory. Rather, future
research in entrepreneurship will need to carefully examine the
context under which entrepreneurs are operating. When entrepre-
neurs operate in a discovery context, a variety of specific entrepre-
neurial actions are likely to be most effective; when they operate in
a creation context, a different set of entrepreneurial actions are
likely to be most effective. By acknowledging the importance of
both theories, it will be possible to begin to articulate a truly general
theory of entrepreneurship (Osigweh, 1989).

CREATION AND EVOLUTIONARY THEORIES OF ENTREPRENEURSHIP
The enactment process that is central to a creation theory of

opportunity formation and exploitation can be understood as a
micro-level process that underlies a broader evolutionary theory of
entrepreneurship (Nelson and Winter, 1982). Indeed, in his discus-
sion of the social psychology of enactment, Weick (1979) observes
that enactment at the micro level can lead to evolutionary processes
at the macro-level. Also, in their discussion of evolutionary theories
of entrepreneurship, Aldrich and Ruef (2006) observe that macro
organization-level evolution assumes some sort of enactment proc-
ess at the micro level, of the type described by Weick (1979).

Obviously, the link between enactment, creation theory, and an
evolutionary theory of entrepreneurship is underdeveloped in the
current paper. However, it does seem at least possible that creation
theory may ultimately provide a link between micro-level processes
of enactment and macro-level processes of variation, selection, and
retention. This link may be built on the informational characteristics
of the settings within which entrepreneurs operate, and the impact
of these settings on the relationship between entrepreneurial actions
and the formation and exploitation of opportunities.

CREATION AND RESOURCE-BASED THEORY
In a similar vein, creation theory may also address another

important issue in resource-based theory in the field of strategic
management. This theory examines the conditions under which
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heterogeneously distributed and costly to copy resources and capa-
bilities can be sources of sustained competitive advantages for firms
(Barney, 1986). While this theoretical perspective is beginning to
receive significant empirical support (Barney and Arikan, 2001) an
important question in resource-based theory remains unanswered—
where do heterogeneous resources come from (Barney, 2001)?

Creation theory provides one answer to this question. Under
conditions of uncertainty, the enactment process can have the effect
of exacerbating what were originally very small differences in the
initial stages of opportunity formation to create quite substantial
differences over time. This may be true of the kinds of resources
and capabilities an entrepreneur and an entrepreneurial firm accu-
mulate over the opportunity enactment process. In this sense, enact-
ment can create heterogeneity in resources and capabilities which,
in turn, can enable some firms to conceive of and implement strat-
egies that other firms can neither conceive of nor implement. Put
differently, opportunity enactment may create valuable, rare, and
costly to imitate resources and capabilities that can then be used to
implement strategies that generate sustained competitive advantage.

This link between creation theory and resource-based theory
points to the central role of path dependence (Arthur, 1989), in creation
theory, resource-based theory, and by implication, in evolutionary
theory and theories of the social psychological enactment processes. In
a sense, all these theories emphasize the importance of information and
knowledge generated from the process of enacting an opportunity. As
that process evolves differently for different individuals, teams, firms,
and organizations these individuals or groups may become heteroge-
neous in costly to copy, and costly to reverse ways.

Of course, discovery theory also includes a notion of path de-
pendence in its analysis of the formation and exploitation of entre-
preneurial opportunities. In particular, discovery theory suggests
that an individual’s prior knowledge and experience with an indus-
try or market can enable that individual to combine information in
new ways to discover opportunities that could not have been dis-
covered by individuals without this prior knowledge or experience.

While path dependence is important in both discovery theory
and creation theory, there are important differences between these
concepts as they are applied in these two theories. Path dependence
in discovery theory might be thought of as first order path depend-
ence: that the opportunities that are identified by the entrepreneur
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are linked to knowledge and information of an already existing
path which influences the actions of the entrepreneur. In this view
entrepreneurs continue along an already established path.

This type of first order path dependence also exists in creation
theory. However, creation theory suggests the possibility of another
type of path dependence. In this second type of path dependence,
entrepreneurial action is not only affected by an existing path
through time, it can create that path (Arthur, 1989). That is, creation
theory suggests that entrepreneurial action can be both dependent
variable—the thing affected by the path an entrepreneur takes over
time—and independent variable—the actions taken by an entrepre-
neur that create this path in the first place (Dosi, 1984).

This second type of path dependence links creation theory to
scholars that emphasize the role of founding conditions as a blue-
print that determines a firm’s initial form and subsequent evolu-
tion (Hannan and Freeman, 1977; Nelson and Winter, 1982). In
this sense, creation theory suggests that a firm’s founding condi-
tions may themselves be the result of actions that entrepreneurs
take to form and exploit an opportunity. Indeed, it may be in
these early actions of the entrepreneur that the seeds of an organi-
zation’s future form are sown.

CREATION AND THE THEORY OF THE FIRM
While much of this paper assumes the individual as the unit of

analysis, certainly the business processes identified can be scaled to
the group, firm, or organization. In this sense the identification of
creation theory may ultimately have implications for research on the
theory of the firm (Alvarez and Barney, 2005). Currently popular
theories of the firm—including transactions cost economics
(Williamson, 1975, 1985) and incomplete contract theory (Hart and
Moore, 1988) adopt the assumption that at the time a firm is cre-
ated, parties to this exchange can either estimate the relative value
of transaction specific investments they must make to complete an
exchange (for transactions cost theory) or estimate who has the most
to gain from that exchange (for incomplete contract theory). Of
course, in the uncertainty conditions described in creation theory, it
is unlikely that those contemplating the founding of an entrepre-
neurial firm will be able to know this information, especially early
in the opportunity enactment process.
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In such settings, is it necessary to found entrepreneurial
firms? And if the answer to this question is yes, then how is this
done—when the value of specific investments and who has the
most to gain from an exchange cannot be known. It may be nec-
essary to identify different bases for creating firms when entrepre-
neurs seek to create firms in a creation context.
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