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Abstract

Entrepreneurship and Zconomic Development: A Critique of the
Theory

by Rhoda E. Howard, Department of Soclology

submitted in partial fulfilment of the requirements for the

degree of Master of Arts

This thesls is 2 criticism of thz "entrepreneurial
school" of economic develovment, which contends that a major
cause of underdevelooment in the Third World is the poéf
"entrepreneurial splrit" in these areas. The entrevreneurisl
spirit consists of certaln values =2nd behaviour which it is
presumed exlisted in the West at the time of its development.

To test the validity of thls theory empirical evidence on
entrepreneurs is examined; this evidence includes historical

data on the West, especlally the United States and France,

and twenty-one area studies of entrevreneurs in the Third World.
The evidence suggests that there 1s 1little difference between

the values and behaviour of entrepreneurs in the two areas.

- It is concluded that what differences do exlst in entrevreneurship
in the two areas are not caused by differences in "spirit" but

by structural economic factors and by Aifferences iIn the stage

of canitallist development reached in each area.
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Chapter I

The Roots of the Entrevpreneurial School

During the last twenty-five years a conslderable body of
research has been conducted by American social scientists into
the question of the connection bhetween entrepreneurship and
econonmic growth in underdeveloped countrles. An attempt has
been made to discern the typical %élues and behaviour pattemms
of indigenous entrepreneurs in such a way that, when they are
conpared to Western or American entrepreneurs, differences
between theilr values and behaviour can be used to explain the
differences in the levels of economic development of the two
areas. The assumption 1s made that certain cultural conditions
existed in the West at the time of its great expansion in the
elghteenth and nineteenth centurles, and that similar conditions,
were they to exist today in countrles presently underdeveloped,
would cause similar expansion. Max Weber is the insplration of
this academlic persuasion. His rational, frugal, achlevement-
oriented Puritan businessman has become a model for what 1s
exvected of entrepreneurs in the Third World.l Weber's image of the
1deal businessman has been more or less merged with that of
the innovator and risk-taker of Joseph Schumoeter.2

This school of thought (which I shall henceforth refer
to as the entrenreneurial schobl) is noted for its concentration
1Max Weber, The Protestant Ethic and the Svirit of Capitalism

(New York: Charles Scribner's Sons, 1958)

Joseph Schumpeter, The Theory of Economic Bevelopment,
(New York: Oxford Univ. Press, 1969)




on cultural as opposed to structural theorles of development.

A major exponent of 1lts position, Thomas Cochran, states that
"growth or change 1s a cultural process in which it is difficult
to segregate the economlc factors"3 and thwit the difference
between Latin American and United States "styles" of entrepre-
neurshlp is a.result of "certaln persistent basic cultursl
attitudes related to different econonmlc behaviour"% It is quilte
clear that lack of entrevreneurship 1s considered to be the
cultural variable lmpeding growth,

Given the philosophical vositlon of this school of thought,
it 1s not survrising to learn that it is predominantly North
American, nor that many of the non-North Americans who are members
of the school are American trained. Indeed in general the Unlted
States leads the world in provounding cultural as opposed bto
economic or structural theories of‘industrial development, a
leadershiv only to be expected consldering that it 1s the leading
post-war imperialist power. Thls situstion is unfortunate
lnasmuch as it results in a discrediting of all cultural theories
among some radlcal soclal scientists, even though some may
contain more than a grain of truth.

There 1s always an interveing variable, a filter, one -
might say, between people snd an "objective" situation,
made up from all sorts of wants, expectations, and other
ldeas derived from the past. Thils intervening variable,
which i1t is convenient to call culture, screens out
certain parts of the objective situation and emphasizes
other parts...the resldue of truth in the cultural
explanation is that what looks like an opvortunity oxr

a temptation to one group of people will not necessarily

seem so to another group with a different historical
experlence and living in a different form of society.s

3’I'homas C. Cochran, "Cultural Factors in Economic Growth,"

4Journal of Economic History, XX, no.4, (1960), p.515
5Barr1ngton Moore, Jr., Soclal Origins of Democracy and
Dictatorship, (Boston: Beacon Press, 1966) p.485
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Nevertheless it is the position of this writer that, despite
the grain of truth in some cultural analyses of development, it
1s generally the structural comvonent of society which determines
social change.Many of the area studies to be examined later in
this thesls suggest that structural changes tan induce rapild
"cultural" change, at least in tbke select cultural attributes
relevant to economic behaviour, and thus facilitate economic
development,

Thus the debate between cultural and structural theories of
soclal change 1s to some extent 8 spurlous one. Analytical 1ssueé
are obscured by soclal scilentlsts of different political ﬁ
persuasions who use thelr arguments in order to attribute blame
either to indigenous social groups or the exteranal colonists
in the never-ending dlscussions of what have been theicauses of
underdevelopment. While it 1ls perhaps dangerous to jump into
the ' fray and accuse an entire body of socilzl sclentlsts of
extreme political blas, 1t seems quite clear that the entrepre-
neurial school's almost complete rejectién of structural
causes of underdevelopment (especially of such factors as
coloﬁialism and class relations) leaves 1little choilce but to
dozs0o.

In thls connection it is interesting to speculate on the
political blases of Max Weber, the intellectual forefather
(although perhaps he would have disavowed the progeny) of
thls school of thought. Robert Rhodes bellevés that Weber has
been much malicned in the cultural theorlests' misinterpre-

tations of his worke.



-ll

Much of the anti-Marxist work on development vurports to

be In the tradition of Max Weber.Soclal scientists who
dlsliked Marx and didn't understand Weber embraced Weber's
critique of Matx wlthout noting the large areas of conscious
and substantial agreement between theilr approaches to
socletyee.sIn thelr eagerness ...to relegate the role of
economic conditions to a secondary place, scholars became
vulgar Weberians. Weber'g,careful qualificationa and
warnings were isnored...

It is commonplace among the cultural theorists to insert
disclaimers regarding the omission of structural factors in
thelr analyses; however, thls wrlter at least 1s more 1nclinéd
than usual to take Weber's disclaimers seriously becuase of his
acknowledged reputation as an economic historian and as a scholar
in general. Nevertheless the history of his political career
predicts clearly the political blases of his intellectual
descendants. Weber wag at best a bourgeols liberal: at worst a
German nationallst and imperlalist. He supported democracy
insofar as 1t resulted in the emergence of strong, efficlent
national leaders, but he was hardly an admirer of government
"by the people".

(

In a democracy the people choose a leader in whom they
trust. Then the chosen leader says "Now shut up and obey
me", People and aarty are then no longer free to interfere
in his business.

tn general Weber 1déntified with the bourgeolsie and fought
against the 1eft.8 His political views, then, to a large extent
coincide with those of his latter-day American followers in the

entrepreneurial school.

6

Robert E. Rheodes, "The Disguised Bonservatism in Evolutionary
Development Theory",Science and Soclety,XXXII,no.4,(fall
71968)’pp0386,388
H.H. Gerth and C.Wrieht Mills, From Max Weber, (New York:
80xford Univ. Press,l946) p.42
Marcuse, Herbert, "Industrialiration and Capitallsm in the
Work of Max Weber", in lzx ;Negations, (Boston, Beacon
Press, 1968) p.208




ffhe insistence on analysis of purely cultural reasons
for underdevelopment can only be interpreted as a desire to
construct a theory of underdevelovment which is nurely internal
to the countries concerned. Internal structural or economic
causes of underdevelovment may also be considered, but the maln
thrust is to lgnore external economic causes which are so widely
acknowledged outslde of the academlc cirécles of the Western
cavitalist nations.

Emphasis on the traditional characteristics of backward
socleties shifts the responsibllity for the continued
backwardness of much of the world onto the peoples of
the areas, and denles the historic responsibility of the
Western world.9%
Colonlallism and its effects on the inciplent bourgeoisie, or
entrepreneurial class, of colonized countries 1s thus convenlently
ignored.

The political conservatism of ignoring the effects of
colonialism is obvious; not so obvious, perhaps, are the counter-
revolutionary implications of the cultural theories which, in
John Kunkel's words, "assume that values and personalities

10
change only very slowly over the generatiéoms". It is useless
to plan measures of sbcilal change since the ingrained values and
traditlons of the people will resist them. But experiments inc
planned social change such as that conducted by the Cornell
University group in Vicos, Peru, should emphatically prove that
this notion 1is false].'2 Ihe Indians of Vicos were noted for
98hodes, P.385
1070nn Kunkel, "Values and Behaviour in Economic Development",
Economic Development and Cultural Change, XIII, no.3, (April
1965) p.258
Allan R. Holmberg, "Changing Community Attitudes and Values
in Peru: A Case Study in Guided Change", in Richard R. Adams

et al, e@.3Social Change in Latin America Today, (New York:
Harper and Bros., 1960), ©.

11




thelr apathetlc, pessimistic accevtance of thelr lot. Yet when
a concerted effort was made to change thelr situation, by
reducing thelr obligations to the hacendado, by providing them
wlth means of credit to buy necessary farm equipment, by
encouraging them to take control of theilr own educational
- facllitles, and by glving responsibllity to their elected leaders,
thelr behaviour (if not their nebulous "values") changed
tremendously: for instance, they produced a marketable surplus
on their land for the first time. Contrast this with Banfleld's
recommendation to send Protestant missionaries and upper class
propogandlsts of democracy to combat the apathetic, pedsimistic
values of the peovle in the depressed southern Itallan village
which he studied.l?

The success of the cultural theorists in obfuscating
the effects of colonlalism and providing a counter-revolutionary
ldeology, then, are clear. Yet despite the political relevance
of the cultural theory very little seems to have been written
in the way of criticism of it. The article by Rhodes quoted
above and Andre Gunder Frank's "Soclology of Development and
the Underdevelovment of Sociology"13 seem to be the only relevant
general leftist critiques avallable, and neither of these deals
specifically with the question of entrepreneurship. Rhodes'
article deals with the cultural thesis of develoopment, concen-
trating on the more well known works by Weber, Banfield,
McClellandi¥and Hagenl’ Frank's article has a section on
12g4uard c. Banfield, The Moral Basis of a Backward Soclety,
L3Gatangit, nos3, (sumes 1567) ¢
1453?13%ﬁ3&1e1iaﬁd3 The Achleving Society, (New York: The

l5F‘ree Press, 1961
Everett E. Hagen, How Economic Growth Begins, (Cambridge:

MeI.T. Press, 1961



McClelland's theory of entrepreneurship, but does not review
the masses of other literature on the toplc. As far as non-
leftist critiques are concerned, the most imvortant is John
Kunkel's behaviouralist thesis.léKunkel's main concern is with
those analysts who insist on looking for thevalues in which
the behaviour of entrepreneurs oriesinates. He argues that
behaviour 1s a direct Indicator of versonality and values, and
that there 1s no need to look beyond behaviour for the nebulous
values which somehow determine it. Kunkel's thesis is radical
insofar as 1t upholds the structural as opposed to the cultural
view of soclal change.
eeeas long as man's activities are consldered to be a
function of values or personality little attention need
be directed to the immediatel surrounding social environment,
since 1t 1s not so much the present social structure as
that of the past which is most involved in the formation
of values and personalitye....To change man's activitles
one need not concern oneself wlth altering values; one
needs to change only certaln elements of the operant
conditioning contfﬁt of which all men at all times are
an integral part.

However Kunkel's critique is only partial; it is chiefly
concerned with critieisirngthe psycholosical theories of social
change. It considers methods of inducing changes in values and
behaviour necessary for develooment, but it is not concerned
with themaln import of thils thesls, which i1s to discuss
whether the values and behaviour positied as necessary exlsted
or exlst in the West during its period of develovment or in
the present-day Third World, and, whether thelr existence 1s
established or not, to discuss how necessary thesevalues and
behavliour actually are to develovment.
16see Kunkel,"Values...", op.cit. and also:his Society and

_Economic Growth,(New York: Oxford Urilv. Press;1970)
"Kunkel, "Values...", pp.276,261




This thesls is intended to at least partially fill the
gap inccriticism by mekineg a broad overview of the liferature,
both of the "theoreticzl" works on entrepreneurship and of the
emplrical studles of entrepreneurs in varlous areas of the
world. The overview will be by no means comprehensive, gilven
the bulk of the literature, but will focus on the more widely
read authors and studles. It will not, however, deal with strictly
psychologlcal accounts of the development of entrepreneurship
such as are exemplified by MeClelland and Hagen, nor will it
comorehend that vast body of literature written by business histo-
rians and management experts.The former deals with the development
of values and behaviour, not with the question of whether the
values and behaviour are necessary for development; the latter
1s more concerned with technical asvects of business and
management than with sociological analyses of these phenomena,

The entrepreneurial school can be criticized on various
levels. The most abstract level of criticism, of course, is
emcodied in the ongoinz debate Tetween cultural and structural
theories of social change. Frank makes three criticisms of the
cuitural schools that it 1s a-historical, that it 1s not holistic,
and that 1t denles therelevance of structural change,18To state
that the entrepreneurial school is not interested in history would
be unfair. Certainly much historical work has been done, for

instance in the Journal Explorations in ZEntrepreneurial History,

on the development of entrepreneurshiv in the Western world,
especlally in the United States and France. Furthermore in
studving underdeveloped countries writers of this persuasion

generally investigate thelr historiese.

18 ,Frank, ope.cite., Dp.32-34



To charge the entrepreneurial school with a lack of
holism would be more a provose. For instance, its lack of hollsm
1s very clearly seen in its insistence on analysing the
development of entrevreneurs in terms of individual character-~
istics and behaviour, instead of in terms of the development of
a class, the bourgeoisie. Throughoﬁt the literature there 1is
constant reference to the "family backgrounds" of entrepreneurs,
and attempts to dlscover what thelr personal charascteristics are
by discussing whether thev come from a landowning, a merchant,
or-é small handicraft type of family. In many cases information
1s given which 1is extremely pertinent to the discussion of
whether the Western bourgeols clasgses arose from the merchant -
classes or from the small rural craftsmen.1?An obvious line of
investigation of entreoreneurship, then, would seem to be what
structural factbrs cause movement from one stratum of the
elite to another in developing socleties, and what factors cause
a change in the characteristics of members of these groups
such that, for instance, they declde to become industrial
entrepreneurs instead of import-export merchants.

But to posit such a line of investigation is to ask for
recognition of the priority of structural over cultural variables,
and to do this would be to discredlt a considersble amount of
the work on entrepreneurship. Frank 1s correct in criticising
the cultural theorists for denying the relevance of structural
change. Tﬁere is a confuslon between correlation and causality
in the literature, based upon the assumption that culture is a
static, independent force in society. Since culture is static

19see for lnstance Maurice Dobb, Studies in the Development of
Capitalism, (New York: International Publishers, 1963) che3




and independente it can always be found to precede, and there-
fore to cause, economic change (or lack of it).Barrington Moore
points out that there is no consideration of the fact that
culture and social continuity must be renewed in each generatiqn,
and that they will be renewed only 1f there are enocugh bpower
groups and/or structural circumstances promoting that renewal.

The assumption of inertia, that cultural and social

continulty do not requlire exvlanation, obliterates the

fact that both have to be created anew in ezch generation,

often with great pain and suffering. To maintain and

transmit a value system, human beings are punched, bullied,

sent to jall, thrown intoconcentration camps, cajoled,

bribed, made Into heroes, encouraged to read newspapers,

stood up against a wall and shot, and sometimes even

taught sociology.
It 1s interesting tonote in this respect that, since the
analysts of the entrepreneurial school sttribute the lack of
entrepvreneurship to cultural flaws, they insist on making poélicy
recommendations which often border on the absurd. They propose
to somehow promote cultural change without disturbing the
structure of soclety. It seems much more logical to make Gustav
Papanek's sarcastic inference that radical struetural change
through direct government controls would be ideal in underdeveloved
states, since "even without thelr inhibiting effects, few
effective entrepreneurs will emerge".210ne does not have to
worry, as one does in the United States, that government.
controls will stifle private initiative.

Leaving aside the broader debate, however, this thesls

wlll concentrate on a more empirical critiaque of the work done
on entrepreneurship. The theme of the literature is, basically,

that there are certain entrepreneurial qualities necessary for

development which are not availlable 1n underdeveloped countries.

T oo P-?Bé hip",A 1 Economic Review
"The Development ©f Entrepreneurship”,fimerican
papers and proceedings,52, no.2 (May 1962), p.4
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There are three ways of criticizing this notion. First, it

may be that some of the characteristics which are not avallable
in the area concerned are not necessary for developmet; for
example, innovation (in the sense of invention, not adaptation)
1s not as necessary in the twentieth century, when technologlcal
change 1s to some extent routinized and easily transferrable, as
1t was in the eighteenth and nineteenth centuries. Secondly,

In some instances it would seem that the characteristic is
avallable but that, contrary to the opinion of the analysts, it
1s not necessary for development; for example, competitiveness
and the willingness to take fimanclal risks are not as necessary

if an economy 1s planned as they were in the "laissez-falre"

atmospheres of nineteenth-century Britain and the Uniﬁed Statese.
And finally, some of the characteristics which do not seem to
exlst suverficially can in fact be seen to exist if one analyses
the situation closely enough. A major criticism of entrepreneurs
in underdeveioped areas 1s that they do not b:have in a ratidnal
fashion; for instanée, they make quick-profit investment instead
of investing in long-term profitable enterprises; but this may
be rational in the context of highly inflationary economies.
By analysing the components of entrepreneurship as defined by the
entrepreneuri=l school, then, I hove to dlscover whether 1in
fact the "necessary" values and behaviour do exist in the
underdeveloped areas.

Briefly, then, the body of this thesis will consist of
three chapters. The first will be a summary of the different

meanings of entrepreneurship presented in the theoretical
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writings of the entrepreneurial school. From this summary two
modrls will be abstracted, one of entrepreneurshiv in the develped
West and another of entrevreneurship in the underdeveloped
countries. The next two chapters will be an attempt to determine
whether in fact these two models correspond to reality. The
entrepreneurial school's model of Western development is based

largely on 1ts interpretation of Weber's The Protestant Ethic and

the Spirit of Capltalism; hence thls work wlll be analysed.

A minor excursus will be made into the literature on minority
groups who are inordinately successful in business, especially the
Jews, in order to criticize the cultural theoristicontention

that thelr success in due to Protestant or Protestant-like cultursl
characteristics. Entremeneurshiv in the Unlted States will be
examined in order to determine whether 1t actually colincides

with the model posited for developed nations; similarly France
willl be examined to drtermine whether it conforms with the

model for underdevelovument, since there 1s a considerable body

of research in the sntrevreneuri=l school which clalms that
France, as a Western nation, is relatively underdeveloped, for

the same cultural reasons as Third World countries are under-
developed. Finally, an analvsls will be made of the empirical
studies of entrevreneurship in underdeveloped countries, in

order to determine whether the values and behaviour of the
entrepreneurs do actually conform to the theoretical model.

It will in fact be found that nelther of the two
theoretical models postulated by the entrevreneurlal school
corresponds to reality. Rather, the two models can he collapsed
into a single mod=l of entrepreneurship, in both the West snd the

Third World, at similar stages of development.
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Chapter II

The Theoretical Framework of the Entrepreneurial School

To entitle this chapter "the theoretical framework of
the entredpreneurial school" 1s in actuality to imply far more
coherence and lucildity to the school than it deserves. One of
the most telling derfects of this school of develovment 1is
precisely that its definition of the word "entrevreneur" is
exceedingly fuzzy. Its "theory" is nothing more than a melange
of various definitions of the word used by various authors.

At times, entreoreneurship seems to be used ss a term envelop-
ing every facet of economic 1life. At other times it is confined

to more specific functions. The comparabilitv of the different
studies of entrespreneurs, both in the past and in the present,
1s greatly hindered by the lack of agreement of the various
authors.

It is all the more telling a defect of the entrepreneurial
school that so many jJournal articles have been devoted to the
search for agreement on its terminology with such a vaucity of
resultsy especially considering that the soclal sclentists
engaged in this area of research havehad a considerable amount
ofcontact with one‘another, through the Harvard University
Research Centre in Entrevreneurial History, established in

1948, and its organ, Exvlorations in Entrevreneurial History

(as of 1970, newly entitled Explorations in Economic History).
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While it is frequently acknowledged in the "theoretical
articles that thelr conceptual apparatus is:unclear, little has
been done to solve the problem.

To be completely falthful to the essence of the school,
then, would requlre my vresenting an undifferentiated list of
definitions of entrepreneurs taken from the various Journal
articles on the subject. This would be of 1little helv, however,
in trying to understand whether or not the entrevreneurs in
underdaveloved areas conform to the pvicture vresented of them.
I shall therefore instead prz2sent two models which I have
abstraéted from the literature on the subject; one, Model A,
describes the modern developed nation, the other, Model B, descrlbes
the backward underdeveloved nation. Chapter III wlll be concerned
with analysineg whether entrepreneurs in the developing West

did indeed conform to Model A, and Chapter IV with whether
entrevreneurs in the present-day Third World conform to
Model B.

The major concern of these models is with the values
and behaviour of the entrepreneurs described; the behaviour,
of course, springs from the predominant values. Model A, that
of entrepreneurs in developed nations, has been taken from
the various definitions presented in the literature of the
model entrevreneur; that i1s, the man who actsin a truly
"antreoreneurial"® fashion. This model, then, is an abstraction
of the more frequently discussed characteristlcs of entrepre-
neurs, and it 1s with this model that thls chapter wlll be
concerned, since 1t is an attempt to show the theoretical

framework of the school.
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Model B: Enftrenreneurship in Underdeveloped Countries
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As noted in Chapter I, the major insviration for the
entrepreneurial school has been the work of Max Weber and Joseph
Schumpeter. Weber's thesls on the relationship between Protes-
ﬁantism and the "splirit of capitalism" will not be examined
here, as a critical examination of his work ismade in Chapter
III. Suffice it to say at thlis point that Weber has posited
the three "values" which are most important to entrepreneurship
ag defined by the entrepreneurial schoolj;l.e., rationalisn,
asceticism, and the achievement orientation. Schumpeter, on the
other hand, has provided the roots of the ideas of the behaviour
of entrepreneurs in his notion of the entrepreneur as innovator.
The two models converge inasmuch as innovation can be seen as
a function of the rational, education-oriented attitude to life.
The two models are extended by the entrepreneurisl school to
Include other aspects of the functions or behaviour of entre-
vreneurs, such as management, cavital-accumulation, and risk-
taking. In general, the behaviour of the entrepreneurs is
described in terms of the functions which they are expected to
fulfil,

I'ne first of Weber's values, then, to be adopted by the
entrepreneurial school is that of rationality. According to
Weber

The term "formal rationality of economlc action" will be
used to deslenate the extent of guantitative calculation

or accounting whiih i1s technlcally possible and which is
actually adovted.

1Max Weber, The Theorv of Social and Economic Organization,

(New York: The Free Press, 1947) p.l18L-=3
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It 1s'this definition which has been asdopted by the entrepre-
neurial scheool. There 1s a constant search in thelr different
studies of Third World countries to determine how much cost-
accounting, auditing, and double-entry bookkeeping is used, in
order to determine how modern the Third World entrepreneurs
are. The concept of rationalitv has been extended to cover
general notions of efficlency in business, such a2s keeplng
appointments on time, making vlans on the basls of adequate
information and calculation of costs, and having universalistic
criterlia of hiring as opprosed to the particulsristic criteria
claimed to he so prevalent in famllv-ovned, nepotistic enter-
prises in the Third World. Cochran's model of the typical

Latin American entrepreneur describes well the irrational type:
the Latin American does not keep appointments becaVse 1t is

a sign of culture to be unhurried,zhe prefers a feeling of being
simpatico with his assoclates to choosing them on the basls of

their merits? and he is a victim of vnroyectismo, a tendency to

make plans without analvsls and then to assume~that the plans
are fact, instead of carrvines them through.u

Those who value rationality must conduct the management
of thelr sntervrises in a certain way. Thers is a prohlemn,
however, hotly deb2ted in the entrenreneurlal school, over
whether or not rational management can in fact be considered a
function of the entrepreneur, given that Schumpeter's definition
of the entrepreneur focusses on hils "innovative" function.
2Cochran, opeCite, De524

21b1d, Pe521°
1bid, p.518
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Indeed Schumveter himself seems to believe that rationality
and innovation voreclude each other.
The more accurately...we learn to know the natural and
social world, the more perfect our control of facts
becomes; and the greater the extent, with time and
progressive rationalization, within which things can
be simply calculated and indeed quickly and rellably
calculated, the more thg silegnificance of this function
JInnovatiol/ decreases.
"Mere managers" and "entrevreneurs® are, for Schumpeter, two
different types.6 The entrepreneur is characterized by his
"creative responsz" to the economic environment; the changes he
makes within it "eannot be predicted by applying-the ordinary
rules of inference from the pre-existing facts"? "Everyone 1ls
an entrepreneur onlv when he carries out new combinations". 8
But it is in defining entrepreneurship as "new combin-
ations" that Schumpeter provides room in his theory for the
risine school of business theorists who wish to include rational
management as a comoonent of entrepreneurship. For he claims
that development 1s also defined by the carryving out of new
combinations. The entrepreneur, then, is an agent of development,
if he carrlies out new combinations of the factors of production
which result in the introduction of new goods, new methods of
production, new markets, new sources of raw materials or semi-
manufactured goods, or new forms of organization.9 This definition
of new combinations 1s so broad as to include most of the

functions of management. Evans, for instance, defines entrepre-

neurs as "those who organize, manage, and actively control the

5Schumneter, op.cit., p.85

6ibid, p.83

7Joseph Schumpeter, "The Creative Response in Economic History"
Journal of Economic History,VII,no.2 (Nov. 1947), p.150
8Schumpeter,’l‘he TheorYe.s,0p.cit., p.78

91bid, p.66




-2~

affalrs of units that combine the factors of vproduction for
the supply of goods and services"%o

Different authors take different positions on the place
of management in entrepreneurshlip, but for the purpose of thils
study management is included in the models for two reasons.
First, it 1s included because the area studles of entrevreneurs
in the Third World make freguent refererce to managerial practices
as lmportant factors in the effect of entrepreneurship on
development. Secondly, it is included because despite Schumpeter's
contentlon that the significance of innovatlve enterprise
decreases as roationalityincreases, some amount of his "creative
response”™ will 2lways be needed, if not in the innovation,
then in the adaptation, of new goods to underdeveloped arease.
Those who manage may often be those who make declsions to
adapt technology from developed areas to make it sultable for
underdeveloped areas. Indeed, several authors suggest that this
very decision-making is a primary function of the entrevreneur.
Collins defines entrepreneurship as "essentially a broad
organizing and decislon-making function"1lland Meyer claims that
entrepreneurship conslsts of the making of "intelligent
investment decislions, public and private, and...reasonably
sound. cholces"}?

No matter how broad the definition gets, however, it 1s
obvious that a key aspect of the concept of innovation 1s
10George Herberton EBvans, Jr. "The Entrepreneur and Economlc

Theory", American Economlc Revliew, papers and proceedings,

11XXXIX, no.3, (May 1949), p.33
Orvis F. Collins,David G. Moore and Durab B. Unwalla, The

Entervrisineg Man (East Lansing, Mich.: Michigsn State Univ.
Business Studles, 1964), p.1l6
A.J. Meyer, Middle Eastern Capltallsm, (Cambridge: Harvard

Univ. Press, 1959), D.34

12
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technological innovation. It 1s assumed in the literature that
there has been a connectlon between Protestantism, capitalism,
and a high value set on sclentiflc education, a value which
induces technological innovation. According to Robert Merton,
the connection ls caused by the direct relationship between
Protestant rationality and thelr tendency to assume that the
universe is an ordered, understandable vlace; hence thelr desire
to learn iIn order to understand the un1Verse.13 Another likely
exvlanatlion for the phenomenon ls that because the Protestants
stressed literacy (since itiwas a religlous tenet that each

man had to be able to understand the Bible himself, rather than
depend on a priest to interpret it for him) they were more
likely ®0 go to school.The literacy which they acquired in
school opened the door to thelr learnine various new sclentific
and techniczl ideas.

Furthermore, the stress on scientific education stems
directly from the high value placed on achlevement in the
Protestant ethic. Protestants were expected to fulfil their
vocation, or calling, to the best of their abllity. A man's
worth was measured by how well he accomplished hls chosen task,
and status was conferred on the basls of accomplishments, not on
the basis of "traditional" criterla such as birth. To achleve
his goaly then, a Protestant businessman had to be able to
innovate and to understand the growing technology of his time.

Those who study the Third World often stress that the

entrepreneur in underdeveloped areas 1s not as technologically

13Robert K. Merton, "Puritanism, Pletlsm, and Sclence", in
sy Social Theory and Social Structure, (Glencoe: The
Free Press, 1957)
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minded, hence not as able to innovate, as the Western Protesg-
tant entrepreneur. Cochran, for example, contrasts Henry
Ford's "single-minded obsession with technology" to the Latin
American entrepreneur Torcusta di Tella, who he clalms is
more concerned with beineg an "all-round maam":.uL (This contrast
i1s actually quite strange, considering that in a separate work
Cochran polnts out the numerous technilcal innovations di Tella
made in his business}5) This lack of a technical outlaok
combines with a lack of asceticism in the Third World to hinder
development. Third World entrepreneurs are constantly criticlzed
for thelr ascriptive status orientations, and their concern for
family prestige, which leads them to engage in lavish, almost
conspibuous spending instead of saving as, supposedly, did
Weber's Protestants. It is difficult, for two reasons, to
understand why this notion i1s included in 2nalyses of entrepre-
neurs in underdeveloped areas. Flrst, in actual case studies
1t is seldom found that entrepreneurs personally overspend; rather,
thelr savings, or more likely their families' savings, often
help to put them in business. Secondly, in most casés, at least
in Western develovment, savines have not been ¢efitralin
starting enterprises.

ceelt is gquite true that, however great the role of

self-financing may be in the course of the development

of an enterprise, the orieinal nucleus of means has

bean but rarely acquired by the entrepreneur's own

saving activity...which in fact is one of the reasonsess 6
f8r distingulshing the entrepreneur...from the capitalist.l

uThomas C. Cochran, "The Entrevreneur in Economic Change",
Exp%orations in Entrepreneurial History,3,no.l (fall 1965)
Pe3
lsThomas C. Cochran and Ruben E. Reina, Entrepreneurship and
Argentine Culture, (Philadelphia: Univ. of Pennsylvania
16Press,1962)
Joseph Schumpeter, "Economic Theoryand Entrepreneurisl History"

in Richard V. Clemence, ed Essavs of J.A. Sghumpeter,
(Cambridge: Addison-Wesley y 195T) DP.2061
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Probablv the question of savines has become important
in the mlnds of those analvsing entrepreneurs in underdeveloped
areas because of the nzcessity of finding some group in these
socletles which willl fulfil the function of accumulating capital.
In the more sovhisticated literature on entrepreneurship, such
as in the quote from Schumpeter above, the functions of the
capitalist (or the financiler) and the entrevpreneur have been
separated, as indeed these functions have long been separated
In the West. In underdeveloped areas, however, separate grouvs of
capltallists have not emerged, or if they have, they are often
controlled by colonial powers, or the structure of the legal
system 1s not such as to provide for the creation of credit.

The area studies point out time and again the lack of adequate
capital credit faclllities. But it is not in accord with the
culturai blas of the entrepreneurial school to attribute a lack -
of funds for development to structural causes, hence it falls
back on the "values" interpretation of entrepreneurship, and
blames the traditionalism of Third World entrepreneurs for an
inablillity to accumulate capital.

Similarly the idea of risk-takingl7‘has long been
separated from the concept of entrepreneurship in the minds of
many writers, yet the connection lingers on in the writings
on Third World entrepreneurs. Risk-taking is the only one of
17"Risk“ 1s used here only to mean risk of capital goods, not

risk of loss of one's job, of status,etc.. It is acknowledged
that all entrepreneurs risk something in theilr activities,
even 1f they do not suonly thelr own cavital. But then, so

do 2all workers. The incidence of loss of 1ife and 1limb is much
higher amone workers than among entrepreneurs. “Evervone
involved in the production process takes risks of one kind or
another. To extend the concevt of risk indefinitely 1s to

render it meaningless. The distinction must be made

between those who risk capital and those who take other
inds of risks.
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the many entrepreneurial functions which can be derived from the
writings neither of Weber nor of Schumpeter. Schumpeter explicitly
denies that the entrepreneur is the risk-bearer.

Risk~taking 1s in no case ah element of the.entrepre-

neurial function. Even though he may risk his reputation,

the direct ecigomic regsponsibility of fallure never

falls on him.
Similarly Weber's Protestant is if anything too prudent and
cautious to take unnecessary risks, although he might engageiin
calculated risk-taking. It 1s this calculated risk-taking,perhaps,
that the entreopreneurial school claims does not exist in
underdeveloped areas. Entrepreneurs sre often criticized for thelr
desire for security, and thelr lack of adventuresomeness, often
translated as a desire”for security. Yet thelr behaviour nay
be highly rational, as Alexander points out.

After properly discounting for the uncertaintv and

risk, preference for the traditionsl sctivities over

industry mig represent fully rational maximizing

behaviour.
Like capltal accumulation, it is assumed that risk-btearing was
an important funétlon of the entrevreneur in the developing
Western society, and is still an important function of the
entrepreneur in underdeveloped socleties, inasmuch as the
function cannot be vassed over to any other groupe.

Such, then, 1s Model A, the model of the ideal entre-
preneur's values and behaviour, and the functions he performs.
There is no single article anywhere which would present a model
6f the modern entrepreneur in this form, but each of the
18

Schumpeter, The TheorVe.., OpPecit., pP.137
1981ex P. Alexander, " The Supply of Industrial Entrepreneur-

ship", Explorations in Entrevpreneurial History,4%, no.2
(winter 1967) p.1k0
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characteristics dwelt upon above has been mentioned by various
authors on the subject. Weber's characteristic values of rational-
ism, asceticism, and the achievement orientation have combined
with Schumpeter's notion of innovation to produce a composite
plcture of the ideal modern Western entrepreneur. The functions

of risk-taking and capital accumulation have been added because
although they are no longer considered to be necessary in the
develoved economies of the world, they were formerly necessary

in the West, and they are still necessarvy in underdeveloped

arease ‘

The model of Western entrevreneurship, then, is also a
model of what the writers of the entrepreneurial school would
like entrepreneurship in the Third World to be. But Model B is
closer to what these wrlters feel 1s the actual state of
entrenreneurship in the Third World. I have touched briefly on
Model B in this chapter, Dointing'out sbme of the ways 1t
d}ffers from Model A. But Model B is not meant to be a summary of
the theoretical framework of the entrepreneurial school. It is
rather a short-~hand way of looking atmany of the common
criticisms levelled asainst entrevreneurs in underdeveloved
coﬁntries. Chapter IV wlll analyse the findings from the area

studles to determine to what extent they conform to Model B.
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Chapter III

Entrepreneurshiv in the West

1. The Weberlan Thesls _

As shown in the model of Western development presented
in Chapter II, Max Weber's thesis 1s the basis for assumptions
about the process of development made bv the enﬁrepreueurial
school., The rationalism, frugality, and aschlevement orientation
of his Protestant businessmen are the bases of all the charac-
teristics of the modern Western entrepreneur. It is therefore
necessary to investigate the connections which he makes between
the Protestant ethic and the spirit of caplitallism, in order to
discover whether they are indeed leglitimate. It would seem that
the two phenomena, Protestantism and capiltalism, are connected
in some way, but the direction of causality is far from clear.
In fact, it may well be that they are both offshoots of independent
developments in early modern Europe.

Weber's thesis is suspect from the beginning because of
the definitional fuzziness of his terms; in this he resembles
the modern entrepreneurial school. He does not once define what
he means by the term "Protestant". Samuelsson points out that he
sometimes refers to Protestantism in general; sometimes only to
Calvinism and the Free Church sects, leaving out Lutheranlsm;
sometimes only to Calvinism; and finélly simply to the

1

"secularized Puritanism of Benjamin Franklin". One cannot even

IKurt Samuelsson, Religion and Economic Action, (New York:
Harper and Row, 1964) p.148




make the case that he 1s prozressing from a higher to a lower
level of abstraction as he swltches back and forth in his book.
He does, however, define capitalism, as "the pursult of profit,
and forever renewed profit, by means of continuous, rational,
cavitalistic enterprise"g But he does not seem to be conceptually
clear even on thls point as he later states that the "most
important principle of the capitalist ethice..is generally
formulated 'honesty is the best policy'"g Honesty may be the
best policy if one wishes to obtain a Christian salvation, but
not necessarily if one wishes to be a successful capitalist.
Weber has been most thoroughly criticised for ignoring vreclsely
such Protestant doctrines as the stress on honesty, which might
well be inimical to true orofit maximization.

Weber's bellef that Protestantism, and more especially
Calvinism, has generated the capitalist ethic stems from a
rather tortuous reasoning, ilnasmuch as, in trying to vprove the
connection, he seems to misinterovret theactual content of
Protestant doctrine. Weber's reasoning is as follows. The
Calvinists bellieved in predestination; certain people were
elected to go to Heaven. It was impossible for one to learn if
he were a2 member of the elect; however, he was exvected to act
as if he were one of the elect, as not to do so would be to
exhibit a lack of grace. To act as 1f one were elect entalled
adopting a calling, and fulfilling this calling in a methodical,
"rational®, self-disciplined way. Phe ordinary Calvinist

2Weber, Protestant...,op.cit., p.17, italics in the text
31bid, p.151
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believer, however, could not stand the uncertainty of not
knowing whether he was one of the elect, dence the rellgious
precepts were corrupted into the notion that if one fulfilled
one's calling, one might be one of the elett, whereas not to
fulfil onel!s calling was to indicate that one was most certainly
not one of the elect. The Calvinist leaders urged thelr flock
to fulfil their callings by saving and investling. Weber quotes
one of the Calvinist-prophets thus.
If God show ¥ou a way in which you may lawfully get more
than in another way (without wrong to your soul or to any
other), if vou refuse this, and choose the less gainful
way, you cross one of the ends of your calling, and you
refuse to be God's steward...

The forgobten qualification in this statement is the
injunction not to do harm to any other soul. More than a few
writers have suggested that Weber has grossly misinterpreted
the actually very anti-capltalist Calvinist doctrine. Samuelsson
maintains that in reality the major concern of Protestant relliglous
leaders was to make sure that the ethical constraints on the
vractice of business were adhered to, and that they most
reluctantly gave thelr consent to capitsllist practices because
many of thelr converts were men who,already capitalist, had
converted to Protestantism because both capitalists and Protes-
tants were at that time in ovposition to the state-church
establishment. Sombart points out that Protestantism was an
other-worldly religion which inhibited rational planning and
calculation.

Protestantism has been all along the line a foe to
capitalism and more esvecially to the capitalist economlec

4Rtohard Baxter, quoted in ibid, p.l1l62
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outlook. How could it be otherwlse? Capiltalism is
something worldly, something for this 1ife on earth
eeebut for that very reason it will be hated and
condemned of all who regard our_.life here as only a
preparation for life hereafter.5
Tawney's view, in the other hand, is not that Protestantism
was especially other-worldly but that its rulesof conscience,
especially as regards usury, profit-makine, and their concomitant
exploitation, wére far stricter than the Catholic.
eees2g Ffar as the first generstion of reformers was
concerned, thers was no Intentlion, among either the
Lutherans, or Calvinists, or Anglicans, of relaxing the
rules of good conscience...If anything, indeed, their
tendency was to Interpret them with a more rigourous
severity, as a protest a2gainst the moral laxity of the
Renaissance snd, in n2articular, agalnst the avagice which
was thought to be peculiarly the sin of Romee.e.
Tawney's view fits well with the general internretation of the
rise of Puritanism at a time of economic decline in Westemn
Europe in which it:was imvossible to spend as lavishly as
previously.
One could spend an indefinite amount of time debating the
"true" nature of Protestantism. The reason, of course, is that,
as Weber himgeldf voints out, the sects of Protestantism were
many and varied, and some had the "capitalist spirit" while
others did not. The Quakers, for ilnstance, evidence all the signs
of the classic Weberian vattern. They accevt the idea of the
calling, put much stress on industry and frugslity, hold vroverty
rights as absolute, and regard success in business as a sigh of
the Lord's favour.7 Tolles presents much proof of the pre-eminent
aérner Sombart, guoted by Philip Siegelman, introduction to Sombart,
Luxury and Capitalism, (Ann Arbor: Univ. of Michigan, 1967) p.xi

6R.H. Tawney, Rellgion and the Rise of Capitalism,(Middlesex:

7Penp.:uin Books,1938) p.9%
Frederick B. Tolles, Meetinz House and Countineg House,

(New York: W.W. Norton, 1963), p.55=57
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position of Quakers in the economic life of Philadelphia; in
1769, for instanc=s, they constituted only one seventh of the
populatlon but over half of those paying taxes over 5100.8 On
the other hand the Mennonltes, also a devout Protestant sect,
do not show any unusual signs of business acumen. The Mennonites
emphasize work and regard prosverity as a sign of God's blessing,
as do the Quakers. They are a frugal people as thev regard
wealth as a sacred charge, not to be prodigally spent on consplcuous
consumption.9 However, because of thelr strong emphasis on
brotherly love thev have comvletely withdrawn from the outside
world's economic aéebivities; their ethic prevents them from
entering occupations which might be chosen on the basls of
economic calculations because of the moral ambiguities, such as
the necessity to exploit labour, of many of these occupations,.t0
Thits one criticism wﬁich can be levelled sgalnst Weber, or
perhaps more accurately against the entrepreneurial school which
takes Weber overly seriously, 1s that the Protestant "culture"
is so varied both as to content snd as to practice that it should
not be posited as a general theory which can be used to explain
structural changes. A more mundane criticlism is that Weber was
simply wrong in correlating Protestantism and capitalism; that
capltalism develoved in many places where Protestantism did not
exlist. The mercantile capitalist Italian cities of the Renalssance,
the Hanseatlic League, the Dutch capitalist city of Antwerp; all
are areas which were capitalist while remaining Catholic. In
81bid, PP« i48-49
9Estel Wayne Nafziger, "The liennonite Ethic in the Weberian
Framework",Explorations in Entrepreneuriasl History,2, no.3,

1éspring-summer 1965), D. 191
ibid, pp.193-95
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fact the decline of the Netherlsnds and the Hanseatlc League
set in after they had been influenced by the Reformation. lThere
seems to be no evidence that the “spirit of capiltalism" was not
also prevalent in these Catholic clties at the time of thelr
economic ascendancy. Sombart traces the evolution of the bour-
geols type from feurtéenthiicentury Catholic Florence. The diaries
of Florentine businessmen stress such virtues as dlligence and
application; "there is nothing so hurtful snd noxious to public
and vrivate life as idle citizens“.lzst. Thomas Aguinas, Sombart
contends, stressed the reason which regulates the world and
controls passionl3, while the medieval Catholic Schoolmen
pralsed economy and condemned idleness and cheating: ",,.these
later Schoolmen had more sympathy for and understanding of
capitalism that the seventeenth century zealot preachers of
Puritanism".1% Samuelsson points out that the French Catholic
writer Jacques Savary wrote books in the late seventeenth
century which contained exactly the same capitalist precepts
as did those of Benjamin Franklin himself.l® A study of eighteenth
century colonists in Catholic Quebec and Puritan New England
shows that both grouns were equally bourgeols or capltalist
oriented.l16
Nor is there any indication that the great American

entrevreneurs were inordinastely Protestant. It has been noted
that Benjanmin Franklin's parents were Puritans, and that his
118amuelsson, op.cit., p.l04
12A3berti, Del Governo della Famiglia, quoted in Werner Sombart,

The Quintessence of Capitalism, (New York: Howard Fertig,

19627, p.108 "‘
13ip1d, p.238
4ibid, p.2Lko

Samuelsonn, oN.cit., P.H1

16Cameron Nish, Les Bourgeois Gentilshommesg de la Nouvelle-
#rance, (Montreal: Fides, 1968), .
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first employers were Quakers, but, despite his writings,

Franklin himself was no capitsalist. Rather, he was far from

frugal &n his own 1life, "his wife's good management helped to:

balance his extravagance"17, hw was genzrous to a fault, and he
retired at the age of forty-two, as soon as he had the income to
do so, so that he could be "uninterrubted by the little cares and
fatigues of business".18
As for the Robber Barons, Josephson, a well-known historian

of thelr era, states that

Tt would be false to denyv or overlook the strong religious

impulse shared by most of the great possessors of money,

who were nearlyv all apvarently true belieras, Godly

men, and generous champlons of the Church,

But almost immediately afterwards he contradicts himself by

vointing out Veblen's contention that many of the wealthy gave

money to the church for status reasons; by pointing out the
ritualism enjoyed by Piervoint Morgan, who was thrilled by Romej
and by explaining that James Hill gave money to the Catholic
church becuase he knew the church held moral sway over hls

immigrant workers and would help to keep down labour unrest .20

Sombart summarizes well the "Puritan" morality of the Robber

Barons.

o Of the great victors on the racecourse of modern capitallsm
1t may be asserted, what was recently s=2id of Reockefeller,
that they knew how to gzlide gver every moral restraint with
almost childlike disregard.?

Nevertheless, in disputing the above, 1t could be contended
17Larzar Ziff, Franklin, (New York: Holt, Rinehart, ahd Winston,

81964), Pev1i .

181 b1d, p.ix

19Matthew Josephson, The Robber Barons, (New York: Harcourt =

Brace and Co.,1934), p. 317, italics mine

204p1d, p.319
21Sombart, The Quintessence..., ov.cit., p.183
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that 1t 1s irrelevant whether or not the great capltallsts were
themselves Protestants, as long as thevy had the Protestant ethic;
l.e., that they were frug=l, rational, and achlevement-oriented.
However there is some question as to the actual relevance of this
ethic in capltallist development. Nef, for instance, voints out
that the "first industrial revolution" began in England between
1548 and 1560, before the moral precepts of gavings and hard
work had become very important.

The changes in religious teachlng on behalf of savings and

hard work, which Weber traces to the rise of Calvinistic

Protestantism, could hardly havelbeen responsible for the

first remarkable speeding up in the rate of economic

growth in Ensland. That got under way between 1540 and

%560, before Calvin's English and Scottish discip%gs

ad made an important mark on individual conduct.

Moreover many of the great fortunes which enabled the merchant
classes to invest in industrial production were based on war, on
Plunder, or on exploltation of unegqual trade relations between
different countries.?JTheir fortunes were certainly not made by
metlcuous savings of small galns. But there may be a point to the
argument that an ethic of asceticism was necessary in order to
promote the growth of smell and medlium-sif=d businessess during
this period. The Reformation did promote such behaviour, although
i1t did so more perhaps as a r=esult of the generally contracting
economy of the time than as a result of a moral deslre for
frugality. Most great fortunes, however, were not accunulated
by the petty frugality which Sombart claims was more sulted to
shopkeeping than to adventurous enterprises.gn
22Nef‘, OP«.Cite, Pe223

gaDobb, op.cit., Chapter III
Siegelman, in Sombart, Luxury, op.cit., p.xii
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Similarly the rational =aspect of the Protestant ethic
has been necessary for the develonmeat of modern capitalism,
although the ratlonality of the Puritans as ovposed to any other
group of peonle has most certainly been overstressed. One cannot
be rational in the abstract; one can onlvy be rational in the
pursult of a goal. Bimbaum has summarized Weber's concept of
the rational as "the continual welshing of preferences in terms
of the relative costgs of attaining each".25 But this defiﬁition
1ls almost tautological; clearly any veople in any society, in
pursult of any goal, wlll measure the costs of thelr alternative
actions. Hence Splro can defend the Burmese on the charge that
they spend "irrationally" on religious festivals and pagodas
by pointing out the relative benefit to the Burmese of attaining
thelr goal, that of 2 happy reincarnation.26weber's capitalists
can only be rational in pursult of thelr own goal, which, according
to him, 1s "the pursuit of...forever renewed profit". But the
pursult of profit was by no means unioue to the Protestants.
Weber in fact defines rationality more elaborately than
Birnbaum's summary indicatese.
The term "formal rationalitv of economic action" will
be used to designate the extent of quantitatlive calculation
or accounting which 1s technically possible and which
is actually avpplled. A system of economic activity will
be called formally rational according to the desgree in
which the providgion for needs, which 1s essentlal to
every rational economy, 1s capable of heing expresse%
in numerical, calculkble terms, and is so expressed, 7
There 1s iIn this definition a hint of the notion that the
25No:c'mauf1 Bimbaum, "Conflicting Intervretations of the Rlise of
Capitalism: Marx and Weber", British Journsl of Sooclology,
76u’ (1953)3 D127
““Melford E. Spiro, "Religion and Economic Action in Burma',

2FAmer1can Anthropologist, 68, no.5,(0ct. 1966)
Weber, Theorye..., ope.cit., pp.184-85
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Puritans were more sclentifically or technologlcally oriented
than other grouvps, hence more able to calculate and measure thelr
costs and galns. Merton presents conslderable evidence to show
that the Protestants were indeed more scientifically orlented
than Catholics. His major argument is that the Royal Society, a
scientific organization founded in England in 1663, was predominantly
Puritan.28 But thls is hardly a convincing argument.
To what extent should we expect there to be Catholilc
memebrship in this body {Ehe Royal Societi7when known
Catholics were subject to fines, confiscations, and
itmprlsonment; when they were banned from scholarship
in the universities, teaching, and other acadenmlc
pursults; when profegsional and political occupations called
for religious tests? ,
Merton also presents as evidence the fact that the only univer-
sity to be founded in England between the middle ages and the
nineteenth century was founded by Cromwe113? furthermore that,
on the Continent, the Protestant ascademies in France gave much
more attention bo scilentific and ublllitarian subjlects than the
Catholic; and that the Pletists founded the University 6f Halle,
the first German university wilth thorough tralning in the
sciences.BlBut such correlative evidence remalns correlative,
and nothing more. Quite possibly what happened was that those
people who became independently interested in education tended
to leave the Catholic-churche.

In any case, the abillity to calcuiate and measure, which
was increased by the new interest in education, should not be
confused with Weber's tendency to calculate and measure, a
28 !

Merton, op.cit., p.584
297ames W. Carroll,"Merton's Thesls on English Science",
American Journal of Economics and Sociology, 13, (1954),p.431

30Merton, op.cit., Pe586
3livid, pp.587, 589
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tendency by no means confined to the Puritan ethic. Both
Protestants and Cathollics were interested in achieving status by
Increasing their wealth. As wealth became a Qoal in and of itself,
and as in popular bellef one's achievements, hence one's status,
became automatically correlated with the amount of one's money,
both groups became interested in any means of increasing that
wealth. Inséfar as a scientific education was a prerequisite for
the successful running of a cavitallist enterprise, there is not
evidence that Protestants were any more llkely to evince interest
in education than Catholics. Indeédlif, as Carroll maintains,
Protestants were so eager to monovolize education in PEngland,
perhaps 1t was because they were afrald of Catholic compvetition,
Asceticlism, rationality, and the achlevement orientation,
it has thus been established, cannot be specifically connected in
any way with the Protestant ethic. Further ewldence to support
this point of view will be presentedbelow in connectlon with
an analysis of French and American entrepreneurs. In the
meantime, before leaving tﬁe subject of the Weberlan thesis, it
is important to consider the other arguments as to the effects
of the Protestant ethlic on the develovment of cavitallsm. The
most frequently mentioned of these 1s the contention that
Calvinism promoted development bv removing the ban on usurye.
Thls point would seem somewhat irrelevant in view of the fact
that the economic expansion of Europe took vlace at a time of
exceedingly low interest rates.BZWhatever the interest rates,

moreover, there does not seem to be any indication that the

32

Samuel sson, op.cit., P.92
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Protestant church was any more lenlent in thls regard than the
Catholic. Luther denounced usugers, even to the point of denylng
them a Christian burial.BBSt. Thomas Agquinas, on the other hand,
sanctioned usury in borrowing for ovroductive purposes, and in
general the Catholic church allowed usury as long as the flnancler
shared some of the risk involved in the enterprise.34 It could
well be argued that some of the more Puritanical preachers were
fighting a rearguard action against the Cathollc church's

leniency to businessmene.

Probably the most important effects of the Reformation
were not in the area of moral precepts or of cultural values at
all, but in the area ofsocial and economic changes. The contribution
of Protestantism to the development of literacy is well known.
The confiscation of¢Church and monastery lands was done for
political, not religlous reasons:

At a time when princes everywhere in Europe sought
increased power, princes in the north were exvloiting the
splirit of the Protestant reformatlion, with its opposition
ggm;gecggigg%gs the wealth, and the government of the
but its effects were economic. It eliminated one of the zreatest
sources of thesaurization in Europe36, and in BEngland atleast,
liberated much iron and coal-rich land for sale and hence for
more economlc use.
Whether the land was retained by the Crown, (whose

officials were dispesed to lease it out on terms favourable
for its economic 4-velopment) or sold to subjects, the

!Ta'wrley, Opocj.tc, ’0.164

3*Sombart, The Quintessencee.., ov.cit., p.240
Nef, ope.cit., p.230

365tanislay Andreskl, "Capitallsm and Religion", in ,
The Uses of Comparative Socioloey, (Berkeley, Univ. of
California Press,1969), D.19%
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change of ownershin encouraged its exploitation for

Z0d othor otes o metals, fne marlng of sait, etc.3?

: 3 > als, ” alt, .
The work force increased with the abolition of celibacy as an
1deal,and the reduction in the number of Holy Days "rationalized"
the orgsnization of work.38 There 1s no doubt that the Protestant
reformation dld have very important effects on the development
of capltallism, but these were not in the realm of valuese

To sum up, then, two important voints about Weber's

thesis must be kept in mind. First, it 1s not at all clear that
the "Protestant ethic" per se ever existed; the behaviour
patterns presented by Weber msv have been true of some groups
but were by no means universal among Protestant grouvs;
furthermore, they were also true of some non-Protestant grouvs.
This suggests thereflore that it was certailnly not the cultural
configuration of Protestantism which was responsible for the
alleged connections made by Weber between Protestantism'énd
capltalism. Moreover, insofar as the alleged connections did
actually existy Weber has proved only thelr correlation, not
the causality of one over the other. Insofar as Weber is the
intellectual forefather of the cultural theorists, and especlally
of the entrepreneurial school, then a rigourous analvsis of
Weberlis cause enough te susvect thelr analyses as well.
A theoretical school based on unsound precepts may well be
itself unsound.

BQNef’ 0p001t0 9 p0232
381b1d, p.234, 35
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2. Minority Groups and Eantrevreneurship

An offshoot of the general cultural analysls of development
1s the school of thought which attributes the alleged business
acumen of certain minority groups to thelr cultural character-
lstics. Jews, of course, have been the main focus of this sort
of analysis. While Max Weber rejected the notion that Jews were
prominent in the development of modern capitalism, Werner Sombart

was 1Cs major spokesman in his book, The Jews and Modern Capit%lism39

Sombart believed that it was the Jews who carried modern
capitalism, in its ideological, technnlogical, and financial
agpects, from Portugal, Spain, and Italv to the Low Countries
and to England.uo He attributed thelr commercial genlius to the
fact that the 01d Testament glorified riches, as opposed to the
Christian ildeal of poverty, and to the "rationalization" of
Jewlsgh life; that 1s, to its suppression of the sexual avppetite
and of artistic tastes%l Furthermore, he believed that the Jews
could be moré self-seeking in btusiness than other grouvs
becapse of"e.eethe Deuteronomic injunction which vermitted different
commercial dealings and a different moral code in relations
between Jews and noniJews®42

Several criticisms can be made of Bombart's position
without going into the more structural explanations of the
commerclal success of the Jews. To begin with, Sombart aecepts
the myth that the Jews somehow treat thelr own people less
39(New York: Collier Books, 1951)
bOwarren G. Scoville,"Minority Migration and the Diffusion

of Technology",Journal of Economic History,11, no.2,

yy (Nove 19470, p.359 _— T

4280mbart, The Quintessence..., op.cit., p.264
Siegelman, in Sombart, Luxury..., ope.cit., p.viii
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explolitatively than they treat other peovle; with the exception
perhaps of ghettolzed Jews, this belief 1s largely Christian
mythology. More important, 1t 1s by no means evident that the
Jews have :been carriers of capitalism. Barbour, for instance,
maintains that the Portuguese and Svanish Jews who immigrated
there were not important in the building up of capitalism
in Amsterdam.*3 Furthermore,althouch there may have been some
coincid-nce between the arrival of the Jews and the flourishing
of capitalism in Amsterdam, "in England the foundations of
capltallsm were lald during the period between the expulsion of
the Jews and their return".z’LLP
prominent In the mommercial 1life of Eastern Europe, East
Buropean Jews made no svecial contribution to modern capitalism
In North America upon thelr arrival here at the turn of this
Century.us
Other examples of minority grouvs, not all of which will
be analysed here, which are repvuted to have unususl propensities
towards trade and commerce 2are the Parsis in India, the Chinese
in Southeast Asia, and the Arabs both in East Africa and in
South America. The commercial genius of the Parsis in India has
%3Violet Barbour, Capitalism in Amsterdsm in the Seventeenth
Century, (Ann Arbor, Univ. of Michigan Press,1963),p.25
Andreski, op.cit., D.196

In considering the validity of Sombart's thesis it should also
be kept in mind that he was a racist (or a Social Darwinist to

And while the Jews may have once been

be polite) and a later supporter of the National Socialist party.

He believed that the Jews had inherited vpropensities toward
capltalism, whereas, no matter what the circumstances, blacks
could never be cavitallsts.
Moreover, in the course of 2 long period of historvy the
process of selection was at work amonz the Jews, ellminating
the units too weak for capitalism and allowineg the strong
ones to survive.
Place a negro in a new environment; will he bulld railways
and invem®t. new machines? Hardly. There must be a certain

fitne it st be in the blood.
see Sombart, The GULNteSsonCeses, ODeclt., DP.265 and 307
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been documented by Kennedy, who polnts out that they were one
of the chief trading classes in India as early as the eleventh
century A.D.46 He attributes this to thelr Zoroastrian value
system, which he claims 1s simllar to the Protestant inasmuch as
1t emphaslzes the sclentific ethic, with a bellef 1in an underlylng
order in nature and a sensate standard of verilfication, and the
"ecapitallist ethic", wlth a belief that material work is intrin-
slcally good, that it is a virtue to maximize one's material
prosverity, and that one should accumulate, not consume, material
goods.47It 1s perhans true that the Zoroastrian bellefs did
promote values conducive to capitalism in the Parsis. But to
evaluate the indevendent effects of their religion on the Parsis
one would have to also investigate the economic behaviour of
Zoroastrians who did not live in India, for it i1s certain that
the Parsis were at least alded in thelr commercisl affalrs by
the fact that they had privileged vositions, esvecially as tax
collectors, under the Dutch, French, =and Portuguese colonists,
and under the natlve rulers, as well as under the British regime%
Simllarly the Chinese were given privilegced vositions in the
Philippines by the Spanish%gand in Java by the Dutch59 and the
Arabs had special privileges in East Africa under British rule.
Otherwise 1t would be difficultto explain the commercial proven-
sitles of these latter gronvs since, in general, the cultural
theorists tend to regard the Chinese religions (both Confuciun
and Buddhist), as well as Islam, 2s not conducive to capitalism
46Robert E. Kennedy, Jr. "The Protestant Ethic and the Parsis",
in Neil J. Smelser, ed., Readings in Economic Sociology,
(Englewood Cliffs, N J..Prentice-Hall 1965) p.22

Zgibid, Ppe19-21
1014, 0,23
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or commerce.
Before positing the several structural explanations of

the commercial predominance of minority groups it 1s necessary to
insert a caveat to the effect that their role in commerce may
be vastly overrated. Andreskl, for instance, maintains that
"as an economic force Judaism was negligible during its formative
period and long afterwards"; Jews could not take part in the
development of canitalism because they were subject to residen-
tlal restrictions and wers forbidden to own land, without which
they had no securities to back their investments.’l The vetty
trade and marginal commerce in which such grouvs engage are not
the roots of capitalist production. Probably much more important
to the development of modern csvitalism is the fact that
minority groups tend to disseminate technologlcal change and
new 1ndustr1es.52There are many examnles of such diffusion of
knowledge in Western BEurovean history. The Dutch migrants to
Fngland in the 1lsate sixteenth century revitallized the textile
industry, introduced new garden vegetables and flowers into
agriceulture, and also affectad the glass, covpar, and iron and
steel j:pdustries.53 Similarly the Franc™ Humuenot r=fuzsees
introduced new skills and 1uxury industries from France to
Switzerland and Enqland.gaBﬁt the frequency of such migrations in
Burope was very large, and certainly there was no common culture
49D. Stanley Eitzen,"Two {Minorities, the Jews of Poland and _the

Chinese of the Philippines",Jewish Journ=l of Sociolosgv, X,

no.2, (Dec. 1968),
5%W,F. Wertheim, "The Trading Minorities in Southeast Asia",
51in yEast-West Pafallels, (The Hague: W.Van Hoeve, 1964L)

ndreskli, ov.cit., P.195-6
22Scoville, op.clt., D347

531bid, p.353 -
541114, pp.354-357
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or rellgion shar=d by all the migrating groups. Aslde from the
Dutch and the Huguenots, Sombart mentions the Lombards and other
Italian merchants in England and Frahceéémd the Austrians,
FPrench, and Scots in Germany.55All th-t these groups had in
common was slmply that, having lived in one area of Europe,
thev had skills and knowledge which were not availlable in other
areas, given that there existed an international division of
labour. In other words, their "minority group" status was far
less ilmportant than the historical accident that they were forced
to leave one area and go to another. In some cases, of course, a
versecuted minority would have a monovdly of a certain trade, since,
as Wertheim points out, there was low occupational moblliity in
medieval (and in colonial) society.

Ethnic groups were, consequently, attached to a few

traditional professions. Povular education did not

Jooubation to Amother.ss e TO¥ moving from ene
But again, this 1s a2 structural, not a cultural, condition.

There is a tendency in the literature to assume that

minority groups will be more vroductive than others simply
because only the more adventurous and capable in the group will
migrate. (Most "minority" groups are majorities in their own
homelsnd. They become minorities only when they migrate. The
Wandering Jew, homeless, 1s the exception.)

«sothe hardshivps occasloned by breaking with one's

socisl and cultural environment and of travelliung to

lands of indefinite prosvects and unforeseen siltuatlons

wlll usually discourage all Evt the most resourceful,
enerfetic, and courageousee..

55Sombart, The Quintessence.e.., op«.clite., PP.293, 296
56Wertheim, op.Cites D75
573coville, op.cit., p.349
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The problem with this notion is its impvlication that migration is
a voluntary process. To the extent that it is voluntary, it 1is
probably true that only certain character types wlll miprate on
anvihdividualabasis. But most of the great migrations in Westemn
Buropean history were involuntary. In any case, whether voluntary
or involuntary,the "character tyve" of the individual migrant
must not be confused wilth his class orlgins. Often the most
"enterorising" misratesimply because they are from the upver
classes, and the same advantages which gave them the education
and skllls to be "enterprising" gave them the income to migrate.
As 2 case in point, a study of Jewish refugees in Britain and

the United States, as opposed to the Soviet Union, would probably
reveal considerahble class differences in the two grouvs. It was
the internationzally connected, middle class Jew who fled to
Britain and the Unlted Sates during the 30's; the poorer Jews
were left behind either to be (sometimes forcibly) rescued by

the Soviet Union or to be slaughteréd. Selectivity is indeed a
factor in migration, but more in terms of selecting migrants

with different class backgrounds than of different innate
character disvositlions.

More to the point in analysing why migrants tend to be
somewhat more entrepreneuri=1l than other groups is Parks
"marginal man" theory. fSeal migration, according to Park,
involves the breaking off of all home tles, a2 change in custons,
mores, and personality. "Energles that were formerly controlled
by custom and tradition are released" and the migrant becomes

more cosmopolitanized, secularized, and detached than other
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grouprs in the sooiety.58The migrant is marginal in the sense
that he 1s a part of two cultures, and hence not really of elther
one of them; he has a sense.of de~tachment which leaves hlm open
to new ideas and change. Park's prototyve 1s the Jew who has
left the ghetto.
eeea cultural hyhidd, a man livineg and sharing intimately
in the cultural 1life and traditions of two distinct
peoples.s..the emancipated Jew was historically and
typically the margina% man, the first cosmopolite and
citizen of the world.”’”

Yet attractive as the "marginal man" theory is, it
provides nb evidence that Jews or other minority grouvs will use
their soclal distance to innovate and change. The psychologlcal
feeling of distance can be just as easily expressed in marginal
trading or petty bourgeols roles which so many 6f these groups
play. Rinder describes thls role best in his idea of the "status
gap"; in many countries in which there 1s no intermediate
status between the upper and the lower classes, for instance
between colonial administrators and thelr subject veoples,
minority grouvs are galled in to £ill a medlating role.

eses8lnce trade relations reaulre that buyvers and sellers
play complementary and interdepend=nt roles, members of
the upper strata must consider trade beneath their dignitye.
Thus the status gap produces agoeconomic gap which persists
until filled by a2 third party.
The man who is psychologically allenated wlll better 111 this
role becaWse he does not identify with either party. The status

gap would partially explain why, for instance, the Spanish and

58Robert E. Park, "Human Migration snd the Marginsl Man",
American Journal of Sociology,XXXIII,no.6, (May 1928), p.887-8
g9ibid, D892
OIrwin D. Rinder, "Strangers in the Land: Social Relations in
thegStatus Gap", Bocial Problems,6, no.2, (winter 1958-59)
Pe253
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the Dutch welcomed the Chinese as traders in thelr colonles.

But more important than the idea that the colonizers did not want
to muddy their hands by contact with the "natives"™ is the
knowledge that by introducing an alien group to handle direct
exvloitation of the natives thev could divert hostility from

themselves; an explanation which 1s extremely a provos to the role

the Jews play in exploiting the blacks in the United States.
Further, by introducing and favouring an alien trading class,
the uoper classes or colonislists could destroy orprevent the
formation of an indlgenous bourgeolsie which challenged, or
could challenge,thelr power. Hence Polish nobles in early modern
Europe brought Jewish agents into the country to defuse the native
bonrgeoisie; hence the British encouraged the Parsis in Indla and
the Asians in East Africa, and the Dutch encouraged the Chinese
over the native Indonesian vopulation. It 1s doubtful that the
"mareinality" of these groups would have been chasnelléd into any
such trading or commercial role-wilthout the aild of deliberate
government policles. And of course, once they were lntroduced
to these occupations, the minority grounvs tended to stay in them.
The principle of cumulative directionality avplies here:
since the Jews and Chinese were allowed in these positions
originally, they have tended to _versist throughout the
centuries in these occupations.
The above excursus into the role of minority grouvs as
"entreoreneurs" has been introducm§ﬁaﬁ§¥mditional evidence that

the Weberlan thesis 1s subject to = areat deal of criticism,

inasmich =25 structnral factors ars at least as important as,

6lpitzen, op.clt., 0.231
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if not more important than, cultura’ factors in channelling
minority grouns into certain roles; secondly, it hags been
introduced because the entrepreneurial school often discusses

the role of minority groups or at least makes passing references
to it. Area studlies, for instance, tend to cénsider how many of
the entrepreneurs they ars studying are from minority groupse.
Minority group "cultures" are couslstently stressed at the

expense of structural analyses of such economic prominence as they

display.

3. Entrepreneurs in Nineteenth Century America

In Chapter II two models were presented of the assumptions
which the entrepreneurial school makes. ‘he first was of their
assumptions about entrepreneurs in the West, the second of thelr
assumptions about entrepreheurs in the underdeveloped Third
World. The United States 1s the prototyve of the former model,
and France is the prototvpe of the latter inasmuch as it is cons« .
gldered to be the most underdeveloped of the Western Eurovean
nations, although on what grounds this opinion 1s held is not
clear. The United States, then, wlll be considered in thils
section in order to determine to what extent 1lts entrepreneurial
development did actually conform to Model A.The great American
businessmen will be considered in order to determine whether
they exhibited the ascetic, rational, achlevement-oriented
characteristics of the Weberlsan scheme. Most of the data will

be confined to the age of the Robber Barons.
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The vervy term "Robber Baron"620f course belles any notion
that the gr=at American entrepreneurs conformed to the Weberian
pattern, at least insofar as how they obtalned thelr money was
concerneds. The class origins of the Robber Barons, thelr methods
of capital accumulation, and the role played by the state in
helpinz them to accumulate thelr fortunes all contradict the
notion of the poor boy who made good hy saving hls money until he
could start a husiness. Miller criticlizes Matthew Josephsoﬁ3for
presenting an image of the Robber Barons as all hawing been poor
immigrant or farm boys in thelr youths (except, of course, for
J«Ps Morgan, whose father was a banker).64 In a study of 190
top American business leaders between 1900 and 1910, Miller
reports,only three per cent were from immigrant or farm famllies,
and the majority were recruited from high status families, with
seventy-nine per cent being of British origin.65 Eighty-six per
cent of thelr fathers were business or professional men, and their
educational level was much higher than that of the ordinary
American males fortv-one ver cent of them had bteen to college
as compared with the 3.3.per cent of the college~-nge male
population which was in cdllege in 1970.66 The "poor boy makes
good" myth, then, does not hold true, at least for the later
rart of the Robbter Baron age.
621n 1952 Leo Huberman fop.cit., p.107) pointed out the then recent

trend towards a reinterpretation of the Robher Barons' role
in American history, away from the hitherto prevalent condemnation
of them. He attributed thelr "canonization" to the super-
patriotism and chauvinlism of the United States in the McCarthy
era. It is Interesting that the entrevreneurial school of
6‘develppment rose'?t the same time. , , " ,
"Williem Miller, "Men at the Top - A 'WASP' Elite" in Peter 4d'A

Jones, ed.The Robber Baronsg Revisited, (Lexington, Mass:
DsCes Heath and CO., 1968)

op.cit,

63
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One might reply to Miller's critique that Josephson's
book 1s concerned not with the average business leader but wlth
the few great entrepreneurs who helped to bulld America; neverthe-~
less, Miller's critique 1s still valid. Josephson maintains that
most of hisR&bber Barons were poor in childhood, but hls standards
of no%erty must be those of the present day, not of the nine-
teenth century. How, for instance, if the famlly of Jay Gould
was poor, could his father have given him a loan of %2800, a very
large sum for those days, to bu¥ proverty at the tender age of
sixteen?67Carnegie mav describe his early days as poor, but the
fact that he made a "killing" on the Stock Exchange at a very 1#
young age because of a tip to buy American Express shares
suggests that his contacts were far from lower class.éssimilarly
Jay Cooke, supvosedly poor, was the son of a lawyer and Congressman,
with relatives in shipving and transportation to help hin out.69
fhe real poor of the United States, the southern and Eastern
Europeans, the Aslans, and the blacks, flpgure nowhere in the
"poor boy makes good" stories of the Robber Barons.

As shown in a previous section, the Robher Barons were not
devout Protestants, except in outward appearance. Nor were they
the frugal, penny-pinching, shop-keeping tvoe of businessman.

Nor, finslly, did they adhere to Weber's "most lmportant

principle of the capitalist ethic...honesty is the best Doiicy".7o

621b1d, P.19

ibid, p.25
68JOSephson, op.cit., p.38
7Oibid, P33
Weber, The Protestant..., op.clt., p.151
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Cornelius Vanderbiltls frank, contemptuous ountbursts are much
more indicative of the true spirit of the entrepreheur.

What do I care about the law? Hain't I got the power?71

You don't supvose gu can run a rallway according to the

statutes, do you?

No admiring history of the Robber Barons can obscure the
unscruvulous means which they used to obtain thelr fortunes,
albelt these means may now be Justified in the eyes of the
entrepreneurial school bec@Mse thev coincidentally helped to
develop the country as well as to make a fortune for thelr
perpetrators. Huberman's 1list of the tactics used by Rockefeller
to control the ©dl suvnply should make this clear. Rockefeller
made 1t impossible for hls competition to get oll, hire rallroad
cars or shlp cars; he got secret rebates from rallroads on his
and others' oll shipments; he tried to destroy oil pipelines with
thugs and when thlis falled bought wontrolling interest in the
pripelines; he cut pflces below costs in order to forzce out
competitions; and he bought up unfriendly newspavers. or accused %
them of slander.730ther examples of similar behaviour are leglon.
Prominent among this behaviour, of course, was the use of the
state for private purposes, lncluding for example the government
subsidy which Vanderbilt gob for his shipplng.7uThis, of course,
should come as no surprlse to Canadians who are familiar with
the vast role the government vlayed in building the Western
rallroads, which remalned, nevertheless, in private hands.
713 sephson, op.cit., p.l5
72Huberman, op.cit., p.1l12

7Zibid, PP.115-116
7%Joesephson, op.cit., p.ll
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The "rationality" of these American entrepreneurs was
another matter. As discussed above, rationality per se does not
existsy one can only he rational, as one can only bhe efficient,
in the pursuit of some goal. Glven that the goal of the Robber
Barons was profits, 1t wounld seem that thelr behaviour was
eminently rational. Furgaiitv and honesty were not the way to
profits; cheatine and stealing were. There is no doubt that they
calculated carefully thelr costs and benefits, although the
formal calculativz vrocedures which Weber extolled were not
much practiced, except by the later Robber Barons. Hen such as
Daniel Drew and Cornelius Vanderbilt keot all thelr accounts
in thelr heads and considered bookkeening wvorthless.??

The Robber Barons were also eminently rational in pursuing
thelr goal of profits inasmuch =25 their scietific and technological
orlentation never extendad to taking unc=lculated or unnecessary
risks. Vanderbilt, for instanoé, never introiuced any product
until other had tested it out.

In walting for the steanboat to be merfected, he showed
the shrewd capacity of the great entrevreneur whose
undertakings are always larsmer, but tardier, s=z2fer, 2nd
morg_profit%gle, than those of the earlier inventor
or ploneer.
Similarly J.H. Bridges, Carnegle's former secretary, claimed that
Carnegle was "lazy, overcautions, 2nd hesitent" in innovatine;

Hils dictum was "vioneering don't pay“.77Neverthelesss Habbakuk

maintaing that during the Robher Baron period there was more

751bid, op.17-18

761114, p.1k
J.Hl B’I’idges, “Camegie Hesitates", in JOH@S, Op-Cit-, Do84
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adaptive innovation, =2lthough not more fundamental inventlon,
in the United States than in Burope.’S However he attributes
this fact to structural factors. The geography in the United
States was dispersed, forcing entrevreneurs to rely more on thelr
own ingenulty instead of copving thelr neighbours; labour costs
were high, and with low unemployment the Amerizan entrepreneurs
did not have to worry about the political effects of creating
technological unemvloyment as did, for examnle, the British;
finally, the Americans had a much more rapnidly expanding msrket
to absorb their technically vroduced Boods.

«sothe abﬁndance of entrenrsneurial talent in the

U.SeA. was the consequence rather than the cause of s high

rate of growth...where market conditions were favourable

Jast a5 vontarosone and Srnamto as the Anerromni?9 e
The cause of what technological orientation as did exist was
certainly not cﬁlturally inspier. It was simply 2 rational
response to profit-making ovportunities. The Robber Barons were
“definitely achievement-oriented insofar as makineg money was
concerned; achiesvements in education or innovation were always
secondary to the goél of increased wealth.

The way to wealth in the United States, then, did not

iie in conformity to the VWeberian vattern of entrevreneurship.
Yet the entrepreneurial school insists on glorifyving the myth of
the American entrevpreneur, and on searching for the mythological

charcteristics of frugality and ratlionality, and an achlevement

orientation which extends from monev-making to other asvects of

78H.J. Habbakuk, American and British Technologv in the

Nineteenth Century, (Cambridge: at the University Press,
1967) p.196
791b1d, p.212
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life, in underdeveloped countries, instead of reallizing that to
emulate the American model would require gross explolitation and
waste wlith incidental benefits in the wav of economic growth:

a pattern which could only be tolerated 1f each developing
nation were as rich in resources as the Unlted States at the -
time of its development. The entrevreneurial school's literature
on France, which began with American missions to France to

help in its reconstruction after World War II, criticlzes its
entrepreneurial class in almost exactly the same terms as 1t
criticizes the entrevreneurial class of the Third World, especially
Latin America. The next section will assess how much France's
"underdevelopment" is really due to 1ts non-Weberian cultural
pattern,.in an attempt to nredict the validity of the arguments

as theyv are apvllied to truly underdeveloved coutries.

4 .Entrepreneurship in France

France 1s described by John E. Sawyer, one of the more
important writers on France in the entrsoreneurial school, as é
stable society, with a "formally stratified hersditary class"
which emphasizes traditional, communal,and personsl relationships
as against the lmpersonal, universal, individual, and unconsclous

rationality of the more develoved nation such as the Unlted =

States.BOIt is this "traditional®" nature which obstructs its

its development, and makes it so similar In culture to the

80John E. Sawyer, "The Entrevreneur and the Soclal Order:

France and the United States",in William Miller, ed., Men in
Business (Cambridge: Harvard Univ. Press, 1952) p.10
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pregent-day underdeveloved world. It is known that the French
national income grew much more slowly than the American, British,
or German during the late nineteenth century; this is presented
as proof of its underdevelovment and is attributed to the fact that‘
1t has less entrepreneurial spirit.81 Random statistics as to
France's backwardness are vresented in the literature, with very
little consideration of the structural reasons for the phenomenon.
Hence Landes, who Joins Sawyer as the second of the two most
imoortant entrevpreneurial theorists on France, can state:
«eethe history of French business and businessmen is
sienificant orecisely hecause of France's relatively
minor nlace in the economic world. If we are to weigh
the valldity of the recent emvhasks of theorists on the
role of the entrepreneur gua se in the over=all process
of economlc change - on the contribution of the personal
element to the lmpersonal operations of the system - we
must consider not onlv the more "mggern" nations but
those less industrialized as well.
There is, of course, some guestion as to the actual amount of
"underdevelopment" of France. This will be considered belowe.
Basically, the so-called "traditionalism" of the French
1s seen as lrrational. The French are accused of being ascriptive-
oriented, more concerned with status and family than with the
rational, achleved goal of vrofit. The French, 1t 1s s~id, are
culturally dominated by feudal survivals, esvecially the 1ldea
of derogance of nobles who indulge in industrial or commerclal

pursuits.83 This intervretation coincides with the belief

8lshepard B. Clough, "French Social Structure, Social Values,
and FEconomic Growth", in Evelyn M. Acomb and Marvin L. Bygwn,
eds, French Societv and Culture Since the 01ld Regime,

82(New York: Holt, Rinehart, and Winston,1966) v.
David S. Landes, "French Entrevpreneurship and Industrial Growth
in the Nineteenth Century",Journsal of Economic Hlstory,

839’ no°1!(May 19“‘9)9 D-US
Sawyer, ov.cit., D.12
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current among some historiasns that while in England during the
seventeenth century the aristocracy was "bourgeoisified", in
France the reverse nrocess occurred and the ir-~iplent bourgeolisie
was "feudalized"?uﬂence in France status 1s ascribed, whereas in
Britain or the United States it 1s achleved, and socizl mobillty
1s discouraged. But there is much evidénce to suqéest that the
aristocracy, despite the rles of derogance, was willing to invest
in commercial entervrises. Landes, for instance, contends in one
article that the revolutions of 1789 and 18730 consolidated the
noble attitude, but then he contradicts himslef to s=y
To be sure, many of the new generation, esvecially those
whos~ titles were of recent vintage, were to lend their
riames and vrestlge to entrepreneurial efforts and place
thelr capital in railroagg, insurance, and other

corporative enterorisese.

Moore contends that while perhans the noblesse d'epee opposed

trade and commerce, the monarchy encouraged it, vartly to win
vower from the nobllity.86 There was widespread evasion of the
laws agalnst derdqgnce, and many of the aristocracyv went to the
West Indies where it was legal to make the fortunes thev could
not make in Frqnce.87To be sure, during the veriod directly prior
to the Revolution there was a retrenchment of the privileges of
the nobility and the rules =against derozance, but this was during
2 period of economic downswlng@sin which perhavns the vrivileges
of the aristocracy were mor~ wrofitahle than engaglng in trade.

The tendency of the French to buy land and to encourage

}
84see JeH.Ms Salmon,"Venalitv of 0ffice and Pooular Sedition in
(

Seventeenth Century France", Past and Present, 37, (July,1967)
85Landes, ope.citey, D55
Moore, op.cit., D.49

871b1d, p.50
C.E. Labrousse, "The Crisis in the French Bconomy at the #nd of
the 01d Regime", in Ralph.W. Greenlsw, ed.,0rigins of the
Fregih Revolution, (Lexington, Mass.: D.C. Heath and Co.,
195
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thelr sons to enter the vrofessiorg is 7lso regarded as a sien

of their troditionalist outlook. However, I have not seen any
evidence that the French were any more likely to do this than the
British, Americans, or Germans. Kindleberker contends that a few
French bourgeols rotired around the age of forty, buving chateaux
and securlties, but that the r=st continued in business.89 Landes
contends that the French bought land because it was consldered

the safest of investments; somehow, thls seems to conflict with

{
\
o

his ideal of the speculative, ricgk-taking entrepreneur.gOBut
most successful entrenreneurs take only calculsated risks, and they
must have some secure investments on which to base those risks.
As Andreskl points out, one of the reasons that the Jews never

became successful capitalists on a larze scale was precisely

becuase they were never allowed the security of holdine 1and.9%:'”

As Tor encouraging thelr sons to go into the vrofessions, there
1s every indication from area studles of Third World countries
that professionsal sons often re-enter the familv business; for
instance, as lawyers. Perhavs a similar pattern occurred in
France.92

In any case, 1t seems rather peculiar that the entrenreneurial
theorists condemn French entrevreneurs for not keeping thelr sons

in the family business when one of their chief complaints is

89Char1es Kindleberger, Economic Growth in France and Biriltain,
(Cambridge: Harvard Univ. Press, 1964) p.l1l19
Landes, Op001t¢ sy De 55

B%Andreski, op.cit., p.196
Analysts of the Quebec scene often point out the Quebecois' blas
to professional, not technical or scientific, education. They
attribute this to a cultural legacy from the French regime.
But it i1s rarelv mentioned in thls connection that at least
one Jesult technical school exlsted vrior to the conguest
by the British in 1759, and that one of the first British
acts in galning control of the economy was to close the school
down. see Michel Brunet, "La Conquete Anelaise et la Decheance
de 1la Bourkeoisle Canadienne,1760-1793%, in sLa Presence

Anglaige et les Canadieng, (Montresl: Beauchemin, 1964), p.105
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that the versistence of the familv firm in that country has
obstructed develovment. The vroblem, supvosedly, is that business
1s not an end in itself, rather it is used to enhance the honour,
reputation, and wealth of the familyv. How this attitude is any
different from that of the great American capitalist families such
as the Rockefellers and the Mellons 1s difficult to fathom. |
Nevertheless, 1t is contended that there are two adverse results
of the tendency to use the business to vpromote the familys; an
aversion to takina risks which could result in bankruptcy and hence
family dishonour; and a refusal to seek canital from or merge
with elements outside the family unit. Loans are amortized
gulckly, reserves are hoarded, obsolete equipment 1s used, and a
high rate of profit ver unit of product is sought, a2ll to lessen
the chances of risk and exvense for the family.93Landes believes
that the fact that large -esyvorations in France act in exactly
the same manner =s the small is oroof that the culture of the
nation has totally pervaded business, but there is evidence to
suggest that forelgn firms in France behave in exactly the same
manner as indigenous firms.gult is rational, for instance, to
remain liquld in a situation in which price changes are sudden and
sharp, and bankruptcles frequent.95K1nd1eberger also voints out
that, despite the image of the small French family firm, there
have been many mergers.géGershenkron argues that it is unfalr
to compare France with the United States, as is .usually done,
since the geography and r=snources are not comparable. Rather when
93David S. Landes, "French Business and the Businessman: A

Soclal and Cultural Analysis" in HEdward Meade Earle, ed.

Modern France, (Princeton: Princeton Univ. Press,1951) Dp.347
94K1nd1eberger, op.cit., P.120

991b1d, D.117
961bid, p.1l7
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France 1s compared to the suvposedly more rational Germany

1t 1s seen that their business sizeé are similar. In the pre-
World War I veriod, for instance, 94.59 ver cent of German and
97.98 per cent of French businesses occupied no more than ten
persons.?’

The French, then, are supvnosedly irrational capitalists
inasmuch as they are too concernad with ascriptive status and
family considerations. Thelr consumption habits, as well, do not
conform to the Weberian ethic inasmuch as they spend lavishly
and do not save enough. Clough states that the nineteenth century

haute bourgeoisie

.+ oSpent much more than members of similar grouvs in other
Western European countries on food and drink, and as a
provortion of its expendlitures made high outlays on
recreation and reading.
But it seems that the resl vroblem here 1s not that the French
are vprodigal, but that thelr taste for "personal services and
recreation, 1eisure_and cultivation®?? as oonosed to consumer
durables inhibits the development of a2 mass market fowr: manu-
factured goods. Landes attributes this tendency to an arlis=
tocratic stress on 1ndiv1dualism1?obut he also voints ont quite
a few structural reasons for the lack of a consumer goods market.
A high vercentage of the vopulation still farms and 1s relatively
self-sufficlent, and the workers in general do not have enough

wages to buy heavy consumer durables. Furthermore Landes points

out that, at least at the time his article was written, conspicuous

97Alexander Gershenkron, "Social Attitudes, Entrevpreneurship,
and Economic Development®, in sEconomic Backwardness
in Historical Perspective, (New York: Praeger, 1965) D.06L
98010ugh, ov.cit., pP.70
99 awyer, op.cit., p.l6
10 Landes, "French Business...", op.cit., p.345
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consumption was discouraged as the peovnle were taxed on their

siegnes exterieures de rlchesse%01

The entrepreneurial theorists maintain that the stress
on the family firm has precluded much innovation. Funds for =i
investment are not sought outside the family in order not to give
up control of the firm. lThere is little interest in mass production
with 1ts long-range economy of factor costs sincethe chief concern
of the entrepreneur is to diversify his oroducts in order to cut
down on risks%OZEquipment is antlouated because of the low rate
of investment; the average age of machines in the machine-tool
industry, for example, 1s twlce the age of American and German
machines.103
But the same authors who blame the underdevelopment of

France on cultural blases against rational business present much
evidence of structural causes of French business behaviour. Landes,
for instance, reports that

It has long been a favorite svort of historians to whip

the French banks for inadequacy aanBarsimony of medium

and long-term credits to industry
but he blames this on the industrialists who do not want credit.
He does not, interestingly enough, consider Christopher's
argument that at least in the pre-World War I era, French banks
invested abroad and devrived thelr own enterorises of funds on
the grounds that family flrms were poor risks.loSHence a viclous
1014 p14, p.340
1021 b1d, pp.338, 346
193C1ough, ov.cit., p.71
10 Landes,"French Business...", op.cit., 1.338

10550hn B. Christopher, "The Dessication of the Bourgeols Spirit"
i Meade, ed., op.cit., D52
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clrcle emerged; family firms, unable to get credit, remained
family firmse. Similarly there 1s 2 feeling that a market for
consumer goods could he created, if only industrialists were
willing to go on advertising camvalgnse. It 1s rescognized that
one of the reasons the market is small is that the percentage of
Frenchmen livineg on self-sufficient farms is very large,27.5 per
cent in 195% as opnosed to 6.2 per cent in England%o6There are
valid historical reasons for this phenomenon; the Revolutlonary
settlement which entrenched the rights of small property holders,
snd the trend to viniculture in Frence which did not nromote the
same kinds of massive changes among the measgantry, esosclally as
reggrds enclosures, as did sheep-raising in England%o7Yet Clough
Insists on contending that "...so many Frenchmen h~ve remalned
in farming...largely because of their attitudes snd values"i08
ilany historical factors explaining Frsnce's lack of growth
as compared to other Western countries are consistenly disregarded;
for instance its tendency to luvury trade in the early capitalist
veriod when Bxif¥ain was already developing on the basis of mass-
produced tevtiles, lts regional disparities and lack of a-home
market,lts lack of natural harbours as compared to England's
abundant coastal trade, its shortage of coal. The behaviour of
French entrepreneurs, both in the vast and in the vpresent, is
examined and values are deduced from it, but the reasons which
caused the assumed value-behaviour compler are never sought,

In any case one must be careful not to draw too close
10601 Gugh, op.cit., .68

10gMoore, ope.cite., p.48
108¢i0ough, ov.cit., p.68
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analogles between France and the Thlird World countries, assuming
that in both cases traditional value structures have caused
underdevelopment, simply because it would seem that the degree
of economic"backwardness" of France has been greatly exaggerated
by the entrevreneurial school. One has the 1mpreséion in reading
some of its articles that anythling which 1s not American is
automatically backward. Geshenkron points out that when France
1s compared to Germany, a countrv much more similar to it in
geography, vosition, and historv, and hence a fairer point of
reference than the United States, striking similarities between
the two emerge. The strength of preindustrial ("traditional)
values, he contends, was if anything greater in Germsny than in
France. The family firm was strong, and the lower entrepreneurial
echelons behaved in ways very simllar to those of their counter-
parts in Francez}o9

essWhen Landas is struck by the far-reaching degree of

specialization in French food retalling, which rightly

seems so un-American to him, he should also have exvpressed

his astonisETsnt about the nresence of the same phenomenon

in Germany.
In some areas, French entr=soreneurial vigour surpassed that of
Germany in the nineteenth century. Why, then, did it fall behind
economically? Gernshenkron attributegs its fall to the presence
of the family firm, which he clalms obstructed the flow of labour
to industry, but also 'to the lack of a cozl basilly comvarable to
the Ruhr.lll Despite 1ts admitted inferiority vis-a-vis the
United Staes and Britain, however, 1t 1ls important to keep in mind
109Gershenkron, ov.cit., P64

1103 v14, p.65
1113 pid, pp.b65-66
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the West, can this sltuation be attributed to the "traditional"
Catholic ethic of its entrepreneurs. The Jews are reputed to be
a singularly entrepreneurial ethnic group, but there are sound

structural reasons for thelr assumption of the vetty bourgeols

roles they have so often played.

Whether Weber actually 1ntended his Protestant Ethic and

the Spirit of Capitalism to be a purely cultural thesls, or

whether indeed the thesis has been misinterpreted and overused
by the entrepreneurial sthool, it is clear that his theory is
emplrically suspect. As such 1t is unfortunate that it has been
used as the intellectual basis for a major cultural theory of
.develobment, for Weber's scholastic revutation, and the constant
references to his work in the literature, have lent more ¢redence
to the entrepreneurial school than it deserves. It 1s clear from
the evlidence that in many cases the values and behaviour of
Western entrepreneurs do not conform to Model A; and where they
do conform, the causes of the conformlitv are structural, not
cultural. Similarly tﬁe evidence on entrevrneurs in the Third
World shows that thev conform to Model A as much as, or more
than, they conform to Model B; and in the cases in which they

do conform to Model B, there are again structural rsasons for

the conformity.
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that in very significant fields of endeavour, France was, and
still is,economically vproesressive.
In order to maintain his thesls, Landes has to relegate
vast and most significant flelds of French entrepreneurial
endeavour, such as railroads, mines, the iron and steel
industry, automobile production, banks, and department112
stores, to qualifying footnotes and dependent clasuses.

It is useful, then, to use France as a prototype in
criticising the entrevreneurlal school, inasmuch as many of the
arguments which the school makes about present day underdeveloped
countries are similar to the arguments it makes about France,

But one must not fall into the trap of assuming that France 1is
also underdeveloped. It 1s not as wealthy as some of the other
Western nétions, but there are valld structural and historical
reasons for thls, Just as there are for the underdevelopment of
the Third World, As France does not conform to the entrepreneurial
school's model of underdevelopment as nresented in Chapter II,

similarly an investigation of area studles in the Third World
will show thsat the Third World also does not conform to the model.

To conclude this chapter, it ls evident that the values
and behaviour of entrevreneurs in the early cavnitalist stage
of the now developed West did not conform to the entrepreneurial
school's Model A. If the United States 1s now the most prosperous
nation in the world, it 1s not because its doubtfully Prote;tant

entrepreneurs conformed to thelr idealized role. Nor,even if it

ls true that France 1s one of the legs prosperous natlons of

112 v14, p.65
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Chapter IV

Area Studies of Third World Entrevreneurs

This chapter will consist of an analysis of twenty-one
studies of entrevreneurs in diverse areas of the Third World.
In each of these studies the values and the behaviour of
entrepreneurs have been described, albelt more carefully and
thorouchly in some studies than in others. These studies are the
empirical data on which the theorles of entrevreneurship in
underdeveloped countries, as described in Chapter II, have
supprosedly been bullt; yet, as will he shown, the values and
behaviour of the entrepreneurs in the studies conform just as
nuch to the model of cultural aspects of entrepreneurship in the
develoned world as they do to the model for the underdeveloped
world.

The studies have been taken from all narfs of the Third
World; Asia, the Middle East, Africa, =nd Latin America. Although
not all of the studies which have been conducted by the entre-
preneurshin school are used in the samnle, most of the major ones
have heen Iincluded, and it is falr to say that the szmnle 1is
reoresentative of the kinds of studles which have been nroduced.
Most of the articles and books included are frequently cited
in the literature.

The major difference among the varlous studies is the
method of research which hss been used, The better studies

include, or are based uvbon, surveys of and interviews with actual
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Third World entrevreneurs. Others are based on secondary research;
still othersare based on personal knowledge of and experlence

in Third World commtries. It 1s important to keep the differences
in the methods of research in mind while evaluating the
credibility of the data in each case; unfortunately, however,
there are not enough studlies prmsented to seriously evaluate
whether there are major wariations in the data stemming from

such differences. in general, however, I have tended to accept

the validity of evidence from studies based on primary research
over evlidence from studies based on secondary research.

Three studies included in the charts are slightly
anomalous. The akxticle by Ayal1 is actually a comvarisén: of
Japan and Thailand; however, because there was more data on Japan
than on Thalland, I have included only evidence on Javan in the
chartse. The study by Warren Dean verhavs should not have been
included since it deals not with modern entrevnreneurs but with
planter entrepreneurs in Sao\Paulo between 1875 and 19003
however, since 1t deals specificslly with the question of the

planter ag entrepreneur, and since it sveaks to many of the

lssues ralsed by the entrevreneurial school, it too has been
included. Finally, the Cochran and Reina book on Argentina 1is
unusual in that it is a study of only one entrepreneur, Torcuata
di Tella, and his enterprise. However, it is a2 book which 1is
often cilted in the literature on entrepreneurshlp. As the authors
themselves point out, "Di Tella and his famlly are studied as
part of a Latin Amerlican complex that overates differently from

for references to books and articles, see the Bibllography of
the areas studies, mp. 68-69



—66-

-

Tfamily business in the Uniteg States".2

One should note that the studies suffer somewhat in
comparability inasmuch as each author uses s different definition
of the term entreprneur. Usually, the criterlia of entrepreneurshio
include one or more of the folloﬁing: innovation, decision-making,
and ownership and/or inception of an enterprise. However, sometimes
the definitions are broader; for example, Petras' study ls simply
.of managers, and Lauterbach's simply of industrialists, in Latin
America. The fact that the studlies are not completely comparable
should not nrevent study of them, however, otherwise no analysis
wlll ever be attempted, given that, as previously noted,
the entrevreneurial school has had considerable dAifficulty in
reaching a common d=finition of the term entrevreneur.

The data is presented, then, in the following way. Six
charts 1list the values and behaviour of the entrepreneurs as
described in the area studies. The characteristics listed conform
roughly to the characteristics of entrevreneurs included in Model B.
That is, they include status orientation, family ownership,
management and orgsnization, investment patterns (a catchall
phrase which in analysis will be seen to include the claimed
qulck~profit orientation, refusal to borrow, and desire for
security of the entrevreneurs), frugality (patterns of consumption)
capital acéumulation, risk-taking, educational orientatlon, and
innovation and technology. In addition, information on the
definition of entrepreneurs snd the methodology of each study

has been included in order to enable the reader to better

<

Cochran and Reina, op.clt., v.vii



evaluate the study. Finally, a section on the social origins of
entrepreneurs has been included; portly in order to further
debunk the "poor boy makes eood" myth of entrepreneurs, partly
also to reinforce my contention, stated briefly in Chapter I,
that an analpaisof the class orlgins of entrenreneurs would be
more to the voint than an analysis of their individual values
and behaviour. The question of social orisins will be further
discussed in Chapter V,

Finally, a summary table of the charts has been included.
$he characteristics of the entrevreneurs are listed, and for
each study, an X or an 0 1s listed, X signifying that for the
characteristic under study the entrepreneurs in the study conform
to Model A, or the "developed nation" model, O that thev conform
to Model B. Naturally, in some cases, no data was availlable; in
other cases there is data in the charts but I have not included
it in the summary table because I felt that the data was
inconclusive.

It must be remembered that the dilvision into "developed"
and "underdeveloped" characteristics, (as postulated by the
entrepreneurial school) 1s in a sense arbitrary; characteristics
such as risk-taking and innovation are better placed along a
continuum. In makine declsions as resards each case ¥ have tried
to base my conclusions on the tendencles of the entrenreneurs

towards one model or another.
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Chart A: Characteristics of ZEntrepreneurs:
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definitions of

entrepreneurs, methodology of the studies (n.d.=no data)

Study Definition of Methodology of the
entrepreneurs study
Alexander hold ultimate declslon- mailed questlonnalres
(Greece) making power in a firm
by virtue of ownershlp
Alexander nede survey research
(Lurkey)
Aubrey Nede. Nedoe
(E1 Salvador)
Ayal accumulates cavnital, ldentifled value system
(Fapan) innovates, hard work from religious, ethnic
teachings
Berna person{(s) respvonsible investigated medium

(Madras)

for exlstencs of a new

scale Tirms in light

industrisl enterprise engineering, 50-250
emvloyees
Brandenburg innovates and takes versonal exverlence
(Mexico) risks to get higher in Mexico
return on specific
objective
Carroll perform leading func- guestionnalre and
(Philippines) tion in bringl-g new interviews
industrial enterprise
into existence
Cochran Nede. studv of one entrepre-
(Argentina) neur and his business
Dean nede study of vlanters
(Sao Paulo) 1875-1900
Fillol Nnede secondary research
(Argentina)
Harris decision-maker survey, 269 founders or
(Nigeria) principal owners of »:.
manufacturing firms, 10
or more employees
Hazlehurst Nede study of small industry
(Punjab) - and commerce in one
small town
Issawl Nede secondary research and

(Middle Rast)

versonal kXnowledge
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Chart A: continued

Study Definition of Methodology of the
entreprensurs study

Leuterbach profit-minded, competi- 324% interviews of managers,

(Latin America)tive, risk-taking,

(industrv, commerce, fi-

innovative nance), medium and large
comnanies :
Lipset ned, secondary research
(Batin America)
MaI‘I‘ls nod.o n.d..
(Africa)
Meyer dzscislon-maker secondary research and

(Middle Rast)

pergonal kKnowledge

Pavanek innovate-new industry, interviewed 250 entre-
(Pakistan) factors of vroduction, preneurs using vower-
or markets 20 or more workers
Petras managers secondary analvsis of
(Chile) - survey interview data
Sayigh decision-maker re sample of 207 in manu-
(Lebanon) innovation( not confined facture, finance,
to technological services, agriculture
innovation)
Strassmann industrialists secondary research

(Latin Americs)
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Chart B: Characteristics of Entrevreneurs: status, family
ownership (n.d.=no data)
Study Status orlentation Familv ownership
Alexander values favour business- 95.4% firms are indivi-
(Greece) feudal and arlistocratic dually owned or partner-~
survlivals weak ships ~ intense personal
nature of Greek firms
Alexander Ned, ned.
(Turkey)
Aubrey n.d. Ned.
(E1 Salvador)
Ayal . active fulfilment of n.d,
(Japan) status position, lovalty
Berna do not stick to caste tendency to family control
(Madras) occupations, much and "self-sufficiency"
social mobility (unnecessary duplication)
Brandenburg money-making as a sign n.d.
(Mexico) of status
Carroll money-making'as a sign family ownership 1s the
(Philippines) of status rule- chief executive is
in family
Cochran more acceptance to aris- di Tella retains sole
(Argentina) tocratic circles as owmershiv to death-
more wealthy nepotism
Dean bourgeols-aristocrat splrit of combination

(Sz0 Paulo)

contrast overdrawn-both
active in buslness

exlists - partnershlps
reinforced by marriage

Fillol traditionalism- no 1arge patrimonial
(Argentina) status on economic organizations
grounds
Harris wealth and status extended family- nevotism
(Nigeria) synonymous~ buy tradi- - expect profits to be
tional positions shar~d by whole family
(chieftaincies)
Hazlehurst caste differences less partnerships on kinship
(Punjab) precise in recent times and caste lines
Issawi purchase land for pres- n.d,

(Middle BEast)

tlge - but commercial
bias of Islam soclety

Lauterbach

business as extension of

(Latin America)familv drive for status

family ownership as
status- managers are owners

or represent family
interests
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Chart B: contilnued

Study Status Orientation Famlily ownership

Lipset status more important retain ownership in

(Latin America) thsn money family for prestige
purposes

Marris Nede 62% partnerships include

(Africa) family - but giided by
interests of business, not
family

Meyer Nede family loyalty outstanding

(Middle East)

charscteristic of firms-
(except new industries,
eg.finance - hire
outside family)

Papanek Nede Nnede

(Pakistan)

Petras Nede 70% large firms owned by
(Chile) familvy or small g£roup
Sayigh traditional prastige to business at large - 607
(Lebanon) commerce - material individual owners, 337

success compensates for
riglid soc/pol/cultural
groups

partners, 2.6% corporations
entreoreneurs - 40% part-
ners, 33% individual, 28.5%
corporations

Strassmann Nede.
(Latin America)

retain control as part of
family prestige ~ famlly
control weakening because
organized middle manage-
ment pressure
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Chart C: Characteristics of Hantrevreneurs: management,
investment patterns (n.d.=no data)

Study Management and Investment patterns
organlization
Alexander highly centralized, little investment,want
(Greece) staff poorly trained, high unit-profit
lack middle management,
poor Job definition
Alexander Nede ned.
(Turkey)
Aubrey Nneds diversifled investment 1in
(E1 Salvador) trade (X-M), commercial
agriculture, manufacturing
Ayal Neds ned.
(Japan)
Berna no management trzining, invest in new industries
(Madras) skepticism, defeatism no interest in fly-by-
re modern methods, night, quick-profit
interest growing overations
Brandenburg Nnede mz2inly interested in long-
(Mexico) term investment
Carroll ascriptive~key managers n.d.
(Philiopines) are family members
Cochran personzl loyvalties, much diversification,
(Argentina) little delegation, branch plants
paternalism to workers,
recent change to U,S.
management practices
Dean ned. diversified investment,

(Sa0 Paulo)

railroads, brokerages,
factories

Fillol
(Argentina)

little delegation of
authority, stress per-
son, not offlice, some
professional management
on lower levels

Nedo

Harris
(Nigeria)

low standards finzncilal
nanagement, nepotisn
causes poor staffing,
changes in larger flrms
and those trained abroad

widespr=ad diversification
in relested flelds, invest-
ment-increases even when

start consplcuous spending




Chart C: continued

Study rianegenent and Investnent pztterns
oragenization

H"-lZlehurSt Nede Nelle

(Punjab)

Issawl little delegation, short« much industrial investment,

(Middle Rast)

28> of managers, undervd2y
technicizns

community of inter=ssts of
landowaers, industrialists

Lauterbach

ascriptive recruitnent,

(Latin America)little long-range vlan-

ning, cost-accounting
rare, changes-more aware
of need for tralnine,

_sbecialization

invest in land (prestige)
prafer guick profit to
long-range cost reductlon

Lipset

acriptive recrultment,per-

(Latin America)sonal decision-making,

recent changes-hire more
non-famlly members

invest in land(prestige)
prefer oguilck vrofit to
long-range cost reductlon

Marris mistrust nepotism-177% Nede
(Africa) prefer to hire family,
333 outsiders, 50%
indifferent
Meyer do not keep records, lack most investment in commerce,

(Middle Bast)

trade assocliations, little
concentration, much put-
ting out

trade, finance - want high
profits

Papanek ascriptive community trend to long-gestation
(Pakistan) recruiting - trend to capital intensive invest~-
more professionalism ment, avold land and
real estate
Petras modern attitudes to elite transfers funds to
(Chile) employees, not stress industry as agriculture
loyalty gstagnates
Sayvigh as change from indiv. vrefer long-range planning
(£ebanon ) owner to corvorstion, as long-term investment, low
edu. increases, less profit margins, willingness
centralization, more prof.to shift to new products
management - 977 double-
entry bookkeeping, 60%
cost accounting, 54%
audlt servicesg
Strassmann little delegation~ Nede

(Latin America)changes as more knowledge

of modern busliness
practice




Chart D: Characterlistics of ®Entrepreneurs:frugality,
origins
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(n.d.= no data)

soclial

Study Frugallity Soclal Origins
Alexander divert profits to 303 inherit from father,
(8reece) versonal income, high careers prior to entrepre-
pattern consumption neurship =5% prof.,8% exec.,
19.2% craftsmen, 215 big
merchants
Alexander Nede occuvations of Fathers-
(Turkey) traders, large farmers,
craftsmen, skilled workers
Aubrey Nede most from mercantile group,
{El Salvador) several planters
Ayal asceticlsm, frugality Nede
(Japan)
Berna Nede varied origins, largest
(Madras) groups= domestic traders,
graduate engineers
Brandenburg Nede large filrms predate
(Mexico) Revolution, present owners
inherited
Carroll Catholics=low value pre-1949-only 23% upper
(Philippines) on saving class origing, 1950-
60, 79%, merckant-entres.
replace craftsmen~-entres.
Cochran lived modestly working-c:lass Italian
(Argentina) origing
Dean Nnede. nearly all entres. from
(Sao Paulo) plantation elite
Fillol Nede n.d.
{Argentina)
Harrls take low salarles for high status entres. have
(Nigeria) selves but required to high status fathers -
spend large amounts on but also some social
extended famllies mobility
Hazlehurst refugees and Slkhs- Ned,
(Pun jab) high consumption, other

castes save, hide
wealth
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Social Orieins

Chart D: continued

Study Frugality

Iﬁsaw1 reluctant to reinvest
(Middle East) oprofits

bulk of msnufacturers
Tfrom merchant class, a
few landlords, fewer
craftsmen

Lauterbach Nede ne.d.

{Latin America)

Lipset nede. nede.

(Latin America)

Marris Nede n.de.

(Africa)

Meyer remitted capita2l(from  Turkey-most from trading

(Middle East)

overseas) not

invested

famlllies, Iran-~-landowners
shift to industry to
avold taxes

Papanek little consumption-not large % industrialists
(Pakistan) enough luxury goods, have father, grandfather
traditionally limited in trade-~ recent interest
wants, values agalnst of landowners in industry
consumntion because land reform '
Petras Nede usually uprer class, upper
(Cnile) middle class - links with
landed elite
Sayigh tendency of business- fathers! occupations-
(Lebanon) men to dislike ostent- "31.3% trade, 26.4%
ation industry, 8.7% prof.,
few from landlord class
Strassmann Nnede more industries started

(Latin America)

by wealthy merchants than
migrant peddlars, artisans
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Chart E: Characteristics of ZFntreopreneurs: capital
accunulation, risk-taking (n.d.=no data)
Study Capltal accumulation Risk-taking
Al exander 507 self-made conservative industrial
(Greece) volicies
Alexander Nede nede.
(Turkey)
Aubrey funds from trading and Nede.
(El Salvador) agricultural profits,
contacts e e
Ayal X markets ebroad bring n.d.
(Japan) in forelgn exchange
Berna heavy dependance on per- wlll take cslculated

(Madrng)

sonal, fomily funds,
little borrowing, small
profits and remserves

risk, =2dopt new lines,
change with circumstances

Brandenburg n.de. wllling to take risks
(Mexico)
Carrnll 50% upver class use fam=-,willing to take
(Philippines) 11y capital to start,morecalculated rigks

use of bank and gov't

loans, 72% growth funds

are reinvested nrofit
Cochran reinvestment of response to 30's depression

(Argentina)

cornorate eamings

1-

was more rlsks to search
for new vroducts

Dean profits from import Nete

(Sao Paulo) trade or plantation

Fillol Nede ned.

(Argentina)

Harris 47.,5% start with own or calculated risk-resvond

(Nigeria) family (15.43) savings to orofits subject to
76% some loans from discounting for risk

" gov't, bank, suonliers

Hazlehurst not borrow from banks local merchants oversave-

(Punjab) but much gov't subsidy, want security - refugees
prefer private capital more risk

Issawl reluctant to reinvest

(Middle East)

profits

nede.
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Chart ®: continued

Study Canital accumulation Risk-taking

Lauterb=ch high reliance on family will not risk fanily

(Latin Americ=a) funds, shortage of cre- security or investments-
dit, high interest excesslve .get-rich-
rates quick risk, not calculated

risk

Livset n.d. avold risk- bankruptecy

(Latin America) is familv diserace

Marris med Ned.

(Africa)

Meyer Nede nede.

(Middle ®ast)

Papanek trade important for n.do

(Pakistan) starting industry,

‘ relnvested funds for

continuing

Petras nede. preoccupled with

{(Chile) - stability, bprofits

Sayigh 78% own resources, culture plays up love

(Lebanon) ramainder 1s hank or of adventure

non-family loans, where
resources from nrivate
business 61% ig trade,
credit available only
lagt few vears

St rassmann na.de. avold risk - bankruptcy

(Latin America) is familv disgrace -
caution bhecause chances
of loss high, uncertainty
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Chart F: Characterisitics of Entrevnrseneurs: education,
innovation and technoloey (n.d.=no data)

Study Tducational Innovation and
orientation technology
Alexander 3537 entres. are univer- imitate, little
(Greece) sitv grads~- 50% in eng. innovation
chem,, tech.jremainder
business, ecOey, law -
some want sons to fo
into profs but these
are small businessmen
Al exander trend to more . nede
(Turkey) education
Aubrey n.de. Nede

(E1 Salvador)

Ayal stress on diligence, very high provensity to
(Japan) development of innovate - realize can't
expertise succeed without adopting
Western technidques
Berna private study among entres. have technical
(Madras) entres., educate sons . training, take =dvantage
of wide range of opportunities
Brandenburg Nede highly receptive to
(Mexico) technology, surplus of
trained versdnnel
Carroll 78% entres. to college, imitative, send Filipinos
(Philippines) 427 in bus.admin., eco.,abroad to study:; post-1950-~
commerce, 29% law, 23% hileh % engineers, more
sclence and teche., research and vlanning
song must be educated
Cochran sons and nephews study started career by inventing
(Argentina) law, accounting, new machine, much adaptation
engineering
Dean Nede. imitative, introduce industry

(Sao Paulo)

to suvovort agriculture

Fillol choose 'vpure! over contempt for manual work
(Argentina) applied science, prefer . -

orofessional training
Harris send sons overseas to  only 52/269 have innovated
(Nigeria) learn eng.j,accounting, mostly adapt- technical

bus.management- highest competence still low
consumption expense 1s
education
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Chart F: continued

Study Educational Innovation and
orientstion technology

Hazlehurst Nnede. blased to new and novel,

(Pun jab) refugees innovate

Issawl technological education not enough technical

(Middle East) almost nonexistent,
except more advanced
countries (Israel,

Turkey, Egypt)

competence

Lauterbach increased emphasis on

(Latin America)family members having
exec. tralning, see
education as important
for development

Lipset reflects values of

(Latin America)landed upver clacs,
disdain manudivwork,
lags behind rest of
world re % students

dislnterest in sclence

and technology

in engz., science
Marris 614 prefer hiring edu- n.d.
(Africa) cated stranger to non-
educated friend
Meyer rationalization begin- no innovation, labour too

(Middle BEast) ning, some tech. 'schools

advanced bus. practice

cheap for technological
change

Papanek train family members in trend to emvloyment of
(Pakistan) bus.adinin., enge. technical staff
Petras large and medium firms- n.d.
(Chile) 66% college edu., of
which 67% 1s ecOe., eng.
Sayigh higher level edu. than research facllities

ordinary businessmen-—-
57% high school, 72 to
college, 34 gr=duate.
or professional studies

(Lebanon )

limited but readiness
and abllity to learn
new methods

Strassmann establish universitles,
(Latin America)want ensineers, accoun-
tants

weak identification with
progress, technology
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Table I: Summary of Charts A to F

X= conforms to
Model A

0= conforms .to
Model B

—-=-= = no data
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In analysing the summary table, the following should be
noted. The data from the charts on definition of entrspreneurs
and methodology of the studles has been omitted, since thils
information was included solely for the ald of the reader in
evaluating d=ta, not as an ald to analysis of comparablility with
Models A and B. Of the 210 boxes left in the table (ten character=-
istics , twenty-one studles) seventy-nine are left blank. Of the
remainder, sixty-five are marked X, and sixty-six are marked O,
Leaving aside the category of social origins, which is not
included in Models A and B, the lack of conformity to Model B is
even more striking. Sixty-four of the remaining boxes are marked
X, and only fifty-two are marked 0. Immediately, then, it can
be seen that the characteristics of entrepreneurs in the Third
World conform even more closely to Model A than they do to Model B.
One could object to this that the entrepreneurial school's thesis
is nevertheless proved, 1sofar as a considarable provortion of
the values and behaviour of Third World entreoreneurs does conform
to Model B. The assumption behind such an argument 1s that none
of the values and behaviour of Western entrepreneurs conform
to Model B. But all of the evidence vresented in Chapter III
demonstrates that thls 1s a false argument.

However it is not enough simoly to state that the entre-.
preneurial school's model of entrepreneurship inrunderdeveloped
countbiles 1s Invalidated by this summary of the emplrical research.
The empirical data as a whole does not concord with Model B,

but it will be noted that each individual characterlistic in the
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sunmary table varies: the X's and O's are not randomly dlstributed
émong the various characteristics. Therefore the next few pages
will be devoted to analysing each individual chracteristic, in an
attempt to explain why each conforms to one Model or another
and to explaln the anomalous cases. A tedious task, perhaps, but
one which 13 necessarv in order to reach a fuller understanding
of the behaviour of entreoreneurs in Third World countries and to
determine the relevance of cultursl attributes to this behaviour.
First, the question of status. For the purposes of this
study, ascribed status is defined as statmws based on birth or
vosition, achieved status as siatus ibgdedn wenlth. Conceptually,
1t 1s probably incorrect to equate wealth with achlevement; much
wealth, especlally inherited wealth, is not achieved: furthermore
not all achievements are translsted into monetary terms. But since
in the popular mind achievements are measured by wealth, and
since the popular useage 1is the one which the entrepreneurial
school seems to adopted, the wealth-achlevement equation wlll be
used in this snalysis.It will be remembered that it is a major
contention of the entrevnreneurial school that Third World
-entrepreneurs ara "traditional", more interasted in obtaining
ascribed prestige than in achlevipg~ status by making money.
Yet of the twelve cases for which there is data, ten are marked X,
and only two O. The important arzument to be made against the
entrevreneurisl séhool in this connection is that what should
be studied is not whether the motive of the entrevreneur is to
makXe money or to achleve traditionsl status or nr~stige, but

rather whether, whatever his goal, making money is one way of
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achleving that goal. Time and again in the studies 1t 1s found that
business enterovrise 1s a way of achleving vrestige, even in
so=-called "traditional" societiese. Lauterbach points out that in
Latin America ownership of industry or banks is 2 sign of prestige.
Sayigh points out that in the Middle Bast business enternrise
compensgates for an 1nabllity to obtain prestige in other areas.

And of course, in many countyies those who obtaln financlal success
can buy traditional status. In France of the Ancien Regine,

merchants could enter the noblesse.c¢e robe: in modern ZEngland,

bisinessmen are granted veerages; in modern Nigeria, Harrlis
informs us, businessmen can buy theuselves chieftaincies if they
can pay for the traditional ceremonies? Syvmbols of traditional
status are ascribed to those who have achleved wealth,

It could, of course, be argued that money alone 1s not
sufficient to obtain traditional status In these areas; hence that
after a certain polint businessmen will divert thelr energles
to obtaining status by different means. However, such behaviour
1s no different from that of the modern Western "nouveau riche"
who will attempt to consolidate his financial status by obtaining
more education and "culture", dressing correctly, and in general
behaving in ways acceptable to the established unper class. Such
behaviour conceivably diverts some of his attention from the
business of making money.

As far as status concerns are involved in the analysis,

then, it would seem that Third World entrepreneurs are 1little

BHaI‘rls, Industl“ial..., Opocit-, p.8"'39
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different from thelr Western counterparts. Not so, however, in
the question of family ownership. Of the sixteen cases for which
there 1s data here, fourteen are marked 0, and only two X.
According to the entrepreneurial school, thig situation is a
direct r=sult of the status orientation of Third World entre-
preneurs. When they do enter business, they regard it not as an
impersonal activity of the "economic man", but as a personal
activity deslgned to enhance the status of the family, and as
such they will be reluctant to give uvo family control. But
there are many reasons for famlly ownership aside from prestige,
reasons which are frequently mentioned throughout the studies.
An aporopriate legal framework for combining into partnerships
or corporations may be lacking. In such a case, one is safer
trusting one's immediate family, as did di Tella, or one's
extended family, as 1n Nigeria, or eventone's own caste, as in
the Punjab, rather than comvlete strangers.

In general, also, it 18 well known that family ownership
was prevalent in all developed Western countries at the time of
thelr industrialization; family ownershiv 1s indeed nothing
less than a stage of capitalist development.

e ———

The story of the rise and fall of social classes in
Western socletvVes.els that of the rise and fall of families
eeeCaplitalism 1s...2 soclal system wherein vower has been
transmltted through the family, and wherr the satisfaction
of ownership lay, in partﬂ in the family name, by which
the enternrlse was knowne.

According to Bell, famlly ownership declined in the United

uDaniel Bell, "The BreaXuv of Family Capitalism", in

The End of Ideology, ( New York: The Free Press, 19605 39
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States partly as a result of the general decline of the family,
(owing largely to the emancipation of women) and partly because
"the increasing importance of vrofessional techniques placed a
high premium on skill rather than blood relationships"? Yet
family ownership is still fairly orevalent in the West, inasmuch
as dynastic marriages, interlocking directorates, and so on

(as so ably documented by Porter in the Canadian case)éstill
exlst. As for the Third World, Dean contends that famlly ownershlp
did not exist in the Sao Paulo case, but he does speak of dynastic
marriages, and 1t i1s probable that the same phenomenon occurs

in Lebahon, the other anomalous case in the charts. It is
probable, however, that as Third World countries develop, overt
family ownership will be less prevalent, for the same reasons

as 1t 1s now less prevalent in the United States. Indeed, Meyer
and Strassmeann have both noted tendencles in this direction.

If family omnershlp still exists in the Third World, so,
according to the chzarts, does nepotlstic, ascriptlive menagement
and organization. Thirtenn of the fifteen cases for.which data 1ls
given are marked O.

fhe general tendency to act 1In the interests of the
individual or the family is also evident in the Latln
American's inability to delegate authorliiy or tio-
co-operate with others in a team efforte.
The same faults are mentioned over and over again; over-
centralization of authority, a poorly-trailned staff wlth
1mprecis¢ Job definitions, a lack of middle management, a

Sibid, Dol
6Jonn Porter, The Vertical Mosaic, (Toronto: Univ. of Toronto

7Press,1965)
Cochran,"The Entrevreneur...", on.cit., p.27
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paternallstic, not lmpersonal, attitude to emplovees, and poor
rlanning and financlial msnagement, including record-keeplnge.
Again, however, the same arguments can be made as were made
regarding family ownershlp; many of the same practices go 6n in
the developed West, and for the same reasons.lt is often considered
wiser to trust one's family than to trust outsiders.

International banking charcteristically has been a

"famlly" affalr because of the secret nature of much

of the business, and the need for people one gould trust

to be placed in different parts of the world.
In order to rid ourselves of the myth of ascriptive orientation
in underdeveloped countries we must also rid ourselves of the
myth of achlevement orientation in developed countries (a task
which shoudl not bhe difficult for any soclal sclentist who has ever
been involved in the academic hiring process)e. As for the question
of record-keeplng, several authors have mentioned that under
colonisl rule records were often deliberately not kept because
they would facilitate taxation. In any case, it 1s important to
note that in nine of the thirteen cases which conform to Model B
specific mention was made by the authors of changes in management
and organization towards more "modern" methods, including more
interest in American management practices, the hiring of more
non-family members, and the training of family members in modern
business practice.This evolution of more "modern" methods in the
Third World is simllar to the evolution whlch took placevin
American capltalism: for lnstance, 1t was pointed out in Chapter

IITI that the later Robber Barons took more interest in "rational"

8Bell, ope.clite, P42
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bookkeeping than the earlier. In both cases it is obvious that the
patterns of management and organlzation changed as capitalism
1t gelf developed.

The investment patterns of entrevnreneurs in the Third World
are a major theme of discussion in the entrevreneurial school.
Given that these entrepreneurs are more interssted in traditional
status than in profit, and glven that they do not make long-
range plans or kKeep accurate accounts, it 1s assumed that most of
thelr investment will be in "inventory speculation, short-~term
commerclal ventures, investment in agricultural land, urban real
estate, or abroad",gbut certalnly not in development-orliented
industry. Yet nine cases conform to Model A, 2nd only four to
Model B, in the data on thlis question. Industrial investment,
long-range investment, and diversificatlon of interests seem to
be the rule. Agaln, the reason forthis is simple: entrevreneurs
in the Third World, like entrepreneurs in the West, invest in those
areas which are the most profitable. fhe two bugaboos of the
entrepreneurial school are "irrational" investment in land and in
real estate, but this type of investment behaviour is often
highly rational. In situstlons of rapid inflation such as exist
in Latin America, for exsmple, it 1s sensible to buy land as a
hedge against inflatlion or to invest in urban real estate which
will yield verv aouick profitse. On the other hand Bakistan's
entrepreneurs do not invest In land because they fzar land
redistribution, and they do not invest in urbgn real estate

because there 1s 2 shortage of bullding materials, z2nd industrial

9Papanek, Oopeclte, DPelt?
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profits are higher.loin the Punjab, entrepreneurs find housing
ta2xes too high for real estate development.l} %andowning elites
in Chile =2nd the Middle Zast are transferring thelr funds to
industry because industrial proflts are higher than profits from
the land. And in Turkey, the Philipnines, and Pakistan

government policies of favouring domestic businessmen and limiting
the foreign exchange which can be used for imports hawestimulated
domestic industrial develovment. The empirical evidence, then,
does not confirm the entreoreneurial school's notion of the
irrational investment practices of Third World entrepreneurse.

On the contrary, entrepreneurs in underdeveloped countries act
according to the proflt motive: whether they can make more profit
in industry than in landovning or In real estate depends on the
economlc conditlons and government policles of each country.

A question even more central to the anslysls of entrepre-
neurship than that of investment patterns 1s that of capltal
accumulation. The entrepreneurial school contends that a direct
result of the traditional outlook is the tendency of elites
in the Third World to consume, not to invest, thelr income in
order to keev up wlth the traditional upper class style of living,
thus hindering capital accumulation. ( This is an accusation which
has also been made, incidentally, in Canada against the French-
Canadian entrevreneur as compared with his English-Canadian
colleague.) The desire for a large spending income, it is felt,
contributes to the tendency to invest only in qulck-profit

10y p14, p.s50
11Haz1lehurst, ov.cit., pP.91



outlets such as real estate, and to avold any risk to the family
income. But in the studies themselves the data on consumptlon
habits, or frugallty, of entrepreneurs is ambivalent. Only nine
studlies investigate the problem; of these five conform to the
underdeveloped model and four to the developed. Even in the five
underdeveloped cases, however, the evidence ls ambivalent; there
1s no data on how much of the income 1s consumed. Whether the
entrevreneurs spend too much or too little may often depend on
the analyst's perceptions of what these terms mean. Lhe only clear
case of overconsumptlon seems to be the Nigerlian entrepreneurs,
who, Harris clalms, are forced to dlvert large amounts of thelr
incomes to support their extended families. In general, Weber's
image of the frugal businessman does not apply in elther developed
or underdeveloped countries; there is no indication that any
prosverous bourgeols grour in elther case has ever lived below
1ts means,

Whatever thelr consumption habits, entrevpreneurs in the
Third World, as least as far as the area stﬁdies indicate, do not
seem to be troubled by a lack of abllity to accumﬁlgte what
capltal is avallable. Obviously, thelr access to capltal 1is not
as great as in developed countries; thelr banking and credit
systems are not as well develoved and are often constrained from
fulfilling thelr proper functions by neo-colonial political
or economlc pressures. But within the confines of these instituttions,
Third World entrepreneurs seem as tapable of taking advantage of
whatever capltal 1s avallable as "modern" entrevreneurs. Only
two of the ten reported cases did not conform to the developed

model in thils respect, and even in these two cases 1t may be



unfalr to assume that the problem is lack of incentive to take
advantage of resources, rather than lack of availlability of
resources.ﬂhe amount of'depvendence on family funds belies the myth
that Third World entrepreneurs do not save; 1t also points out
the need for other sources of capital. In Greece, according to
Alexander, there 1ls a poor capital market, and bank loan terms
are unattractive; he recommends changing the cost, length of
tlme, and collateral requirements of bank loans in order to
facllltateccapltal accumulationj.‘2 Lauterbach's study is one
which indicates poor capltal accumulation techniques on the part
of entrepreneurs; nevertheless he himself points out that a lack
of credit, twenty to thirty ver cent interest rates, and the
omnlipresent threat of inflatlon are at least partly responsible
for the phenomenon%BMarrls similarly points out the problems of
getting credit in Kenya, where the banks are either forelgn-
owned or owned by Kenyan Aslans who will not give credit to
Africans%uAgain, then, it would seen that a more worthwhile line
of lavestigation would be to analyse the structural conditions
impéding capital accumulation, not the "cultural biases" against
borrowing. Or, if one must insist onihvestigating such"cultural
blases' one should also investigate the "cultural blases" of
forelgners against lending to indigenous businessmens

Although, as was mentioned in Chapter II,. risk is no
longer considered to be a necessary function of the entrepreneur,

%%Alexander, GreeKeses ODeClte, P73
Lauterbach, op.cit., p.73

14Marris, opecite, De5
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in twelve of the studies the risk-taking attributes of the
entrepreneur were considered. Presumably, risk-taking is still

important among Third World entrepreneurs because separate "t

financing institutlions havenot ¥et developed to take over this
function. Six of the studies were considered to conform to Model
A, and six to Model B. The criterion here, of course, 1ls
calculated risk, not unwarranted risk; in fact, the "get-wich-
aquick" type of risk in considered a characteristic of inferior
underdeveloved entrenreneurshlp. However, the idea of calculated
risk renders it difficult to distinguish between Model A and
Model B type countries. Entrevreneurs in Greece are consldered
to be conservative as regards risk, but then, they have reason
to be conservative, according to Alexander, glven the high cost
of credit; slmilarly Strassmann points out that entrevreneurs in
Latin America do not take risks because of thelr uncertalnty and
lack of information. On the continuum of risk-non-risk orientation,
1t would seem rational that calculations would indispose such
entrepreneurs to risk. There is, still, the problem of those
entrepreneurs ¢:aich as Lipset and Lauterbach mention who avold
risk because they consider bankruptcy a2 family disgrace. However
they too mlight be willing to take risks if the calculated risk
of loss were not as great as 1t presently 1ls.

The last characteristics of Third World entrepreneurs to
be dealt with are their propensitv to innovate and teshnological
change, and concomlitaprt” with this, their orlentation do education.

The entrepreneurial school contends that, since they do not
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believe in univergélistic criteria of excellence, Third World
entreoreneurs see no need for thelr sons to get the kind of
education, in business adminlstration, management, or technology,
necessary for the running of 2 modern enterprise. Without the
technical background, they cannot be innovative, and without a
Inowledge of accounting, administratioh, and so forth, they cannot
act in a rational manner. However the data bely thls perspective.
Of the sixteen cases for which data exist, fourteen ars marked X,
and only two 0. The entrenreneurs want mors and more education
for thelr sons, they engage in private study themselves, and they
lay an ever-increasing stress on hiring educated employees.

The two snomalous cases, Fillol and Lipset, are both based on
secohdary research only. And even Lipset belles the so-called
orieertation of the Latin Americans to professional and arts
training in one example which he givess enrollment in a Buenos
Alres law school was halved in three years by the simple expedlent
of offering a programme of fellowships only in technology and
science.lSA small structural chsnge vroduced an immedlate
Ycultural" change.

Inasmuch as educated entrevreneurs are still wanting in
the Third World, there are sound reasons to account for the lack,.
For many years the elites of the formerly colonized countries
were excluded by the Buropean nowers from the kind of education
they aré now described as not wanting. Furthermore the developed
countries are still busy trying to draw off as much Third World
talent for thelr own purposes as they can, as the following

guote from Dean Rusk demonstrates,

15L1pset, op.cit., D5
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Our country /Ehe United Statgs/is lucky enough in having
a strong power of attractlion over foreign scilentistse.
Well-administered m}gratlon 1s one of our maln sources
of national wealth.
(such a phenomenon, of course, 1s famlliar to Canadians who
until the recent recessdow' experienced a large "brain drain".)
There 1s absolutely no indication that entrenreneurs in the
Third World are any less concerned with obtaining the skills and
knowledge necessary for their buslness than entrevreneurs in
the West.

Similarly, as regards the tendency to innovatlon and
technological change, one 1s hard put to argue that the Third
World entrepreneurs are more regressive than thelr Western
counterparts. The tendency to innovate, like the tendency to
take risks, must really be seen as a continuum. Alexander, for
instance, contends that entrevraneurs in Greece are not
innovative, simvly imitative. But even imitation requires the
initiative to find a new product or process and introduce it to
a new environment. And most imitation requlres a certaln amount
of innovation, inasmuch as most technology cannot e transferred
from one area to another without some sort of adaptive changee.
Even if it can be proved that there are situations in which no
innovation at all exists, there may be sound structural reasons
for such situations.Meyer, for instance, mentions that it is not
worth while making technological innovations in the Middle East
1%

given the abundance of cheap laboury®a similar theory has often

been postulated to explain why Britain made so Tew technologlcal

6quoted in Frank Marino Hernandez, "Migration of Talent from Latin
America to the United States", in Samuel Shaplro, ed.,
Cultural Factors in Inter-American Relations, (Notre Dame,
Indlanag Univ. of Notre Dame Press, 1968) Dp.143
ZMever "Entrepreneurship...", ov.cit., D.12L
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Innovations at the end of last century as comnared to'the United
States, which had a shortage of labour. Slmilarly Berna lists a
whole series of structural vproblems which deter his Punjabi
entrepreneurs from innovating; the latest sclentific methods

used in the West are too expensgive, there are delays in delivery
from abroad, there 1s a shortage of forelgn exchange, import
licences are difficult to obtain, and it is difficult to acquire
spare parts.laAll of these factors suggest that, although six of
the fifteen cases with data on innovation conform to Model B,
structural reasons may be the cause of thls conformlty: in any case,
the difference between an innovative and an adaptive or imitative
orientation is slight.

The above parsgraph completes the detalled analysis of the
data 6n entrepreneurs in underdeveloped countries presented in the
twenty-one area studles. The thrust of the argument has been to
show, first, that with the exceptlion of famlly ownership and m .
managerial practices the differences between entrepreneurs in
underdeveloped countries and thelr counterpasrts in the West are
not very great, and secoundly, that where these différences do
exist, they can be explalned either by structural factors or by
the stage in the development in capitalism which the Third World
has reached. The so-called "cultural" differences between the
developed West and the underdeveloped Third World do not seem to
exist, and to dlscuss these diffeérences is simnly to throw a
red herring across the path of serious research into the causes
of underdevelopnment. Chapter V wlll present a Model of entrepre-
neurial behaviour which will subsume the values and behaviour of
entrepreneurs in both the developned and underdeveloved worlds,

at silmilar stages of capitalist growth.

i§ Berna, op.clt., p.164
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Chapter V

A New Model of Entrepreneurial Behaviour

It has been the major argument of this thesls that the
theory of cultural differences between entrepreneurs in the
developed and the underdeveloped worlds is incorrect, and that,
in fact, the behaviour and values of entrepreneurs in the two
areas vary very little. In order to prove thils point, the
entrepreneurial school's models of entrepreneurs in bhoth areas
have been examined. It has been found that the empilrical evidence
concerning the entrepreneurial "cultures" in the two areas did
not coincilde with the theoretical framework presented. Indeed,
if the empirical evidence 1s examined, it is obvious that there
is 1little difference between the behaviour of entrepreneurs in
the two areas, at least if one compares them at the same stage
of capitalist development. A comparision of the American Robber
Barons with modern entreprenéurs in the Third World, for
instance, will demonstrate the obvious simllarities between the
two groups, deplte the fact that both groups behaved or behave
differently from the modern Western entrepreneurd

Model C has been derived from the empirical data presented
in this essay.lt projects an image of entrepreneurial values
and behaviour which can be seen to apply to both the West and the
Third World at similar stages of development. In both cases
the major motivating force of the entrepreneur is the desire for
proflt. Whether the profit i1s uised as a stepping stone to

traditional status or not 1ls lrrelevant; the point 1s that,



Model C: Entrepreneurshiv in Developed and Underdeveloved Economies at Similar
Stages of Capitalist Growth

Profit Orientation
(Protestant, Catholic, and Other Cultures)

I I I
rationsl calculation of standard of living status based on
best means to obtain commensurate with social (achieved) wealth-
profit position aseribed status bought

increasing rezlization of the
necessity for education,
especislly business degrees,

maintain family sclence, and technology
ownershlip only 1if dependence on family income |
profitable for capital in earlyv stages
of development - increasing increasing amount of
use of banks, credit, etc. technological skills
| ’ [ as Tacilities become avallable
some ascriptive investment in l
orientation in most profitable
management, ventures innovate, imitate, and
organization, (Landowning, real adapt where profitable,
but increasing estate, industry, o increasing interest in
tendency to .ete) _ technological change
professionalism :

czlculated risk-taking

_86_
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whatever his motive, the entrepreneur is out to make money.
Similarly in bbéth cases the entrepreneur acts in a manner
rationg}ly calculated to achleve his =2oalt: his means may
include 1ying, stealing, exploitation of government subsildles,
or investment in land, in real estate, or in industrial
development; but in all cases they lead to the same end, profit.
As for frugality, rarely do any of the entrepreneurs live below
thelr means; on the other hand, both in the Third World and 1in
the nineteenth~century West much capital accumulation has been
based on family resources, and rarely has conspicuous consumption
taken precedence over entrepreneurial expanslon. As for their
sclentific educationsl orientation, it would seem that at the
beginning of capltallist expansion education and routinized
technological innovation were unimportant; however, Jjust as
the Amerlcans developed an interest in these two fields later
in thelr development,so interest in these areas is increasing in.
the Third World. In both cases, also, the abllity to take risks
was and 1s important at a stage of capitalism in which there 1is
no sophisticated banking and credit procedure.Entrepreneurs all
over the world are wlilling to take shrewdly calculated risks.
Finally, entrepreneurs in the Third World are showing a growing
tendency to turn to sophisticated methods of management and
organization, Just as did thelr Western predecessors. There 1is,
of course, an ascriptive, family-oriented attitude, (which the
entrepreneurial school never fails to voint out) among Third
World entrepreneurs, but the many volumes which have been

written about the upper classesin North America indicate exactly
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the same tendency in the West. Indeed, unless one intends to pass
on one's earhings to one's family, one has little incentive to
defer gratification and lnvest rather than consume. Without a
family orientation, there is little reason to create a long-

term proflt-making enterprise.

It 1s well at thls point to make 2 brief excursus into
the question of the social origins of entrepreneurse. The entre-
preneurial school delights in exalting the "poor boy makes good"
myth insofar as the Amerlican Robber Barons are concerned, yet in
gtudying the Third World it examines the cultural attributes W
only of the uprer, not the lower ciasses. The lower classes are
not regarded as a base for potential entrepreneurlial talent.

Ihe reason for this tendency 1s obvious. The data in Table I

of Chapter IV, on the social origins of enteepreneurs, are all
marked 0, not X, because none of the entrevreneurs conformed

to the image of the successful man rising from the ranks; rather,
they were more likely to come from the old upper classes. The one
exception 1s Torcuata di Tella, who supposedly was a working-
class immigrant to Argentina. But while di Tella's family may
have been working class in Argentina, it was not so in Italy.
Rather, he came from an educated family which had emigrated when
1t lost the money 1t sank in a grain mill in Italy.1 There are
certainly flewlower class entrevreneurs in the Third World, from
pPeasant or urban proletarian backgrounds. Instead most entrepre-
neurs tend to be sons of landlords, merchants, or at worst

craftsmen. They come from social groups which can afford to glve

lcochran and Reina, Entrepreneurship..., op.cit., p.35
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them the education and financisl backing they need. Only in a
drastically reorganized system could the real lower classes be
regarded as a potential source of entrepreneurlal talent, and by
tacitly ignoring the possibilities of such reorganization the
entrepreneurial school reveals its status guo orlentatlon.

In every respect, then, including their social origins,
the entrepreneurs of the modern Third World resemble those of the
West, at least in the earlier stages of its development. It cannot
be sufficilently reiterated that the so-called cultural differences
between the two groups are an unreal construct, a red herring flung
2across the path‘of serious regearch into the causes of under-
development. Of course cultural differences exist, and always
will exist, in different areas of the world, but thelr effect on
the development of a boﬁrgeols class 1s miniscule, They are a
straw man, to be attacked in order to avold the real 1ssues.
There seems no reason to assume that Third World entrepreneurs
are any less motivated by profit than the entrepreneurs of
developed areas.

In fact, in order to maintain the wvalidity of thelr
theory, it has been necessary for the entrepreneurial school to
consistently disregard the results of thelr own emplrical area
studies.Virtually all the soclal scientists who have conducted
the area studies used in thks critiquevare members of the same
school of thought as the entrepreneurial theorists. Yet they
frequently conclude thelr essays with the same argument which
has been made throughout this critique; that the causes of the
differencesin entrepreneurial behaviour are structural, not

cultural. Carroll malntains that Filiplno entrepreneurs are more
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directly influenced by economic than by noneconomic fastors;
differing patterns of economic opportunity, he believes, will
change the supply of entrepreneurs. Hazlehurst maintains that '
the changes necessary in the Punjab are structural, not cultural.
Harrls maintains that

esoeNlgerian entrepreneurs respond in an_economically

rational manner to profit opportunities</and/...changes

in economic environment can be sufficlent to elicit,a

substantial quantity of entrepreneurial serviceses.’s
And more than one social sclentist makes the voint that entrepre-
neurshlp in the Third World resembles entrepreneurship in ‘
the West at a simllar stage of development. Meyer contends that
his observations on entrepreneurship in the Middle East could
apply to any soclety in the commercial/agricultural stage of
capitalism; for instance, he claims, Naples in 1450, London in
1650,and Boston in 1750.3 And even Strassmamn, no admirer of
Latin American entrepreneurshlip, writes

In conclusion one might recall that a few generations

ago British, Amerlcan, and Scandinavian industrlialists

behaved in about),the same way as Latin American indus-

trialists today.

Indeed, my rejection, in the introduction to thls essay,
of Frank's criticism that the entrepreneurial school of develop=~
ment 1s a-hlstorical, may have been too hasty. It is true that
the entrepreneurial school does use historical data. But 1t is
doubtful that 1t has any theory of historletal development.

There i1s no consideration of the fact that there are different
stages of capitalist development, even among the more epohlsticated
%Harrls, Industrialeesy, ODPecit., PP &=-64 and 9=-5

4Meyer, "Entrepreneurship...",op.cit., p.131
Strassmann, op.cit., P.155
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writers. Furtado's criticism of Schumpeter is apt.

One defect of Schumpeter's theory is its spurious
universality. The splrit of enterprise ls presented as
an abstract category, independent of time and the entire
institutional order.5

Without entering into an anlyslis of the development of
capltalism, 1t can safely be stated that most of the differences
which truly exist between entrepreneurs in underdeveloped and
developed areas are the result of thelr differeing levels of
capitallist development.The potential of entrepreneurial talent
ls always there, but whether or not it 1s used, and how it is
used, depends on structural factors.
For in all parts of the world and at all times in history
there have been ambitious, ruthless, and enterprising men
who had an opprortunity and were willing to "innovate", to
move to the fore, to selze power and to exercise authority
eeselt should be obvious that what the theoristzoffentre-
preneurship has to explain 1s not the sudden appearance of
men of genlus...-but the fact that these men in a certain
historical constellationshaVe turned the "genius" to the
accumulation of capital.
Similarly, the development of new orlentations among entrepre=-
neurs iIn the Third World; for instance, thelr growing interest
in education and professional management, has not been caused by
the attempts of American social scientlists to persuade them to
change their cultural biases. Rather it has been the result of
the structural evolution of capitalism 1in thelr societye.

One major purpose of this thesishas been to demonstrate
that there are no significant culturel differences-between
entrepreneurship in the developed and underdeveloped worldse.

It is far from my intention, however, to suggest that the
5Celso Furtado, Development and Underdevelopment, (Berkeley:
Univ. of California Press,1960L) p.47 ltalics mine.

6Pau1 A. Baran,The Political Economy of Growth, (New York:
Modern Reader Paperbacks, 1968) De235
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structural processes occurring in both areas are ldentical. My~
Intention is quite the opposite, to show that a stress on
spurlous cultural differences has obscured the very real structural,
especlally economic, differences in the two areas. The most
important factor inhiblting industrial development in the Third
World is the effects of colonialism and neo-colonialism. Some of
these effects have been mentioned in passing in thls essay; the
lack of credlt and banking facllities, or thelr control by
outside powerss; the dralning off of educated personqel to developed
areas; the difficulties in adapting technological ;gnovations and
in obtalning spare parts.
It has been argued that to discuss whether ar not an

indigenous entrepréneutrial,classs;uorcbdburgeolsie, has been
permitted to form in Third World countries is a useless exerclse,
lasmuch as the cultural theory of development is passé,and
furthermore, the future path of develovment in these countries
will probably be thrbugh sociallism, not capitalism. But these
are dangerous argunents to use. Filrst, the cultural theories of
development are not dead. They are still propagated, and they
are propagated especilally to the elites of Third World countites
who come to North America to be educated. Moreover the cultural
theorysupports the notion current among some elements of the
New Left of the relativity, separation, and equality of all
cultures. Such leftisi#¥ia: belleve, for instance, that the Buddhist
or Hindu cultures are not orlented to development, that the
values of Eastern peoples do not include material prosperity; hence
the countries of the West should not impose their imperialist
notions of prosperity on these peoples. Even i1f 1t were true that

these cultures are not oriented to development, where the rellglous
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precepts of a natlon are used as an "oplate of the people" to
Induce them to forget thelr material deprivations, such religlons
must be attacked.

Most importantly, one must realize that even if the
future path to development of underdeveloped countries 1s through
socialism, the fact that they have been prevented from passing
through an advanced captalist stage because of their colonlzed
past wlll make the task of socilalism all the more difficult.
I am not, of course, suggesting the promotion of a capltallst
bourgeoisie in the Thifd World as a necessary stage of development
on the way to soclalism. The time is past for such a class to be
usefitl. Nevertheless, the lack of a capitalist stage will make
the change to soclalism harder. Caplitalism provides a literate,
skilled work force, a technologlcal basls, the necessary infra-
structure, and a centralized state and bureaucratic apparatus
which can dlrect economic change. Without these prerequlsites,
Third World countries may be forced to pass through intensive
periods of industrialization, with their concomitant abuses of
the rural peasantry and to a lesser extent of the urban
proletariat, such as occurred iIn the Soviet Unlon in the
1920's and 30's.

For it is certailnly not my intention, in criticizing the
entrepreneurial school's model of entrepreneurship, to deny
the relevance of many of the values and behaviour patterns 1t
postulates to economlc development. Whether cavitalist or
socialist, ratlionalism, 2 stress on the calculation of costs,

efficlent management based on criteria of merit, the accumulation
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of capltal, a deslre for education, and the capaclty to innovate
are all necessary preconditlons for economic growth. Max Weber
has without doubt made a valuable contribution to soclology in
his discussion of the rational ethic which develops in a modemmn
state. Certailnly the Russlans and Chinese have geared their
educational systems towards creating a "ratlonal" personality.
The economic history of the Soviet Unlon provides a useful
gulde to the problems encountered by a sociallst state in
encouraging the development, not so much of a capltallst, but of
a rational ethic. Technological innovation, for instance, was
encouraged in the Soviet Union as early as the mld-30's with the
Stakhanovite programme whichbencouraged workers to look for
better ways of manufacturing their prgducts.7zThe Liberman reforms
of 1965 have taken o further stevp in this direction by 1lifting
the burden of monthly or quarterly productlion quotas from
managers in order té6 encourage them to experiment more with
different "combinations of resources".8

But 1t must also be remembered that under a socialist
system those functlons for which an entrepreneurial class is
deemed s0 necessary by the entrepreneurlal school can be
fulfilled by the state. Technologlcal innowvation, and even more
so imitation and adaptation, can be routinized to a certaln
extent in state-supvorted research and development centrese.
State control of industrial enterprises, and of credlt and banking
facilities, resultslin much larger and efficlent accumulation
Maurice Dobb,Soviet Economic Develovment since 1917, )New Yorks:
International Publishers, 1966 )p.468 ff.

Bugtatutes on the State Production Enterprise", Current Digest
_O_f_: the Soviet PTGSS, 17, no.42, (NOV.lO, 19653 p.5
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of caplital, especially considering the gains to bé made when
capltal is no longer drained off into privete profit or exported
overseas. And of course, the chances of loss in financlal risk-
taking will be cuﬁ down tremendously under state control, first
because its access to information, and therefore its security,
wlll be much greater than that of the individual entrepreneur;
secondly, because it wlll not be subject to the exploitation and
vagaries of the capitalist system.

In conclusion, then, one must not throw out the baby with
the bathwater. That grain of truth which exists in almost all
theories 2lso exists in the entrepreneurlal school. But its
truth lies not in its contention that an entrepreneuri=l class
1s needed for development; ratﬁer, it lies in 1ts advocacy
of a rational, efflclent, cost-oriented way of conducting the
business affalrs of any nation. This grain of truth, however, is
acknowledged in many theorles besides that of the entrepreneurial
school; in fact it 1s ubiquitous in writings on development.
Hence the entrepreneurial school has nothing new of value to
offer, but 1ts potentlial for harm, as I have attempted to
demonstrate tilme and again throughout thls essay, ls great.

It 1s best done away with.
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