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This study examines the importance of social network size
and structural holes within the network to the entrepre-
neurial opportunity recognition process. Four hypotheses
are tested using data collected from 256 information tech-
nology consulting entrepreneurs. Regression analysis
found that network size and number of structural holes
within an entrepreneur’s network were significantly and
positively related to the number of new venture ideas iden-
lified and opportunities recognized. Implications for future
research and practice are discussed.
I new venture creation (Gartner 1985 and 1990),
and a major step in any entrepreneurial venture
creation process is the recognition of the opportunity by
the entrepreneur (Timmons et al. 1987). Christensen,
Madsen, and Peterson (1989) define opportunity recogni-
tion as perceiving a possibility for new profit potential
through (1) the founding and formation of a new venture, or
(2) the significant improvement of an existing venture. From
this broad definition, opportunity recognition can be con-
ceived of as an activity that can occur both prior to firm
founding and after firm founding throughout the life of the
firm. Yet, as Hills (1995) points out, unlike opportunity evai-
uation, opportunity recognition has received little attention
in the academic literature.

Most people have contact, frequent or sporadic, with a
great many people (Burt 1986; Pool and Kochen 1978),
and an individual’s personal social network consists of all
the people that the individual knows both well and not so
well (Barnes 1972; Mitchell 1969). Entrepreneurs’ person-
al social networks have been called the “most significant
resource of the firm” (Johannisson 1990) and social
encounters between an entrepreneur and his or her net-
work contacts are often a source of new venture ideas
(Christensen and Peterson 1990). This can be attributed to
the fact that no person has perfect information with which
to make choices and decisions. Individuals experience
what Simon (1976) labels “bounded rationality” because
they are limited in their ability to process and store infor-
mation. An entrepreneur’s social network may help to
expand the boundaries of rationality by offering access to
knowledge and information not possessed by the individual
entrepreneur, thus exposing the entrepreneur to new ven-
ture ideas and opportunities.

he fundamental activity of entrepreneurship is

Aldrich, Rosen, and Woodward (1987) and Hansen
(1995) found that size and interconnectivity of an entrepre-
neur's network significantly affect new firm performance.
Zhao and Aram (1995) reported that entrepreneurs in high-
er growth technology firms had greater range and intensity
of business networking than did those in lower growth tech-
nology firms. However, there is scant empirical exploration
of the impact of social networks on opportunity recognition.
In one earlier study, Hills, Lumpkin, and Singh (1997)
reported that entrepreneurs who used social network
sources to learn of entrepreneurial opportunities (labeled
“‘network entrepreneurs”) recognized significantly more
opportunities than those who recognized the opportunities
for their firms individually (“solo entrepreneurs”). They
reported significant differences between solo and network
entrepreneurs on a number of factors; however, the mea-
sure of solo entrepreneurs versus network entrepreneurs
was based on a single questionnaire item and the authors
called for further testing and the use of multi-tem mea-
sures.

Studying characteristics of entrepreneurs’ social net-
works may help to shed light on the new venture creation
process. This article builds on the exploratory findings of
Hills et al. (1997) by examining the importance of network
size and structural holes (Burt 1992) within the network to
the opportunity recognition process. Based on prior
research, this article provides a conceptual discussion of
the entrepreneurial opportunity recognition process that
distinguishes identifying new venture ideas from recogniz-
ing opportunities (Singh 2000; Singh et al. 1999) Then,
using survey data from 256 entrepreneurs, the authors
develop and test four hypotheses and discuss implications
and future research needs.

New Venture Ideas v. New Venture
Opportunities

An idea for an entrepreneurial venture does not necessari-
ly equate to an opportunity—although it is always at the
heart of an opportunity (Bygrave 1994; Timmons 1990 and
1994). Entrepreneurship is a market-driven process, and as
Timmons (1990) points out, “building a better mousetrap”
will not necessarily mean that people will want to buy the
new trap. Other factors must exist to support the new prod-
uct idea for it to become an opportunity as potential cus-
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tomers must want the product. Hence, we can think of the
“idea” as a stepping stone that leads to an opportunity.

This study utilizes the basic mode! of opportunity
recognition developed by Singh (2000). The model is
illustrated in Exhibit 1. In earlier research, Singh (2000)
and his associates (Singh et al. 1999) reported strong
support for the validity of the model as more than 86 per-
cent of the entrepreneurs queried accepted the model as
a valid depiction of the opportunity recognition process.
Thus, this study distinguishes new venture ideas from
opportunities. More specifically, idea identification must
take place before an opportunity to be recognized, and
the hypotheses developed in the following section distin-
guish between ideas and opportunities.

nized, screened and assessed, and then, if appropriate,
acted upon. However, relatively little empirical research
has examined the role of social networks to opportunity
recognition.

Koller (1988) studied the sources of new venture ideas.
He surveyed 65 entrepreneurs in several industries and
found that half reported the ideas for their firms had come
through social contacts; the other half had recognized the
ideas for their businesses individually. In their study, Hills et
al. (1997) found a similar split in the number of entrepre-
neurs who used social contacts to recognize opportunities
and found significant differences between “solo entrepre-
neurs” (those who recognized the idea for their business
themselves) and “network entrepreneurs” (those who rec-
ognized the idea for their business through social contacts)

Exhibit 1
Basic Steps of the Opportunity Recognition Process

Initial
New Venture
Ideas

Potential
New Venture
Opportunities

I

Decision
to Start a
New Venture

Some people come up with initial new venture ideas. After so additional thought and/or evaluation,
they may recognize that their idea are potential new venture opportunities. With even further thought
and consideration one may then decide to start a new venture.

Social Networks and Opportunity
Recognition

Clearly, entrepreneurial activity does not occur in a vacu-
um. Instead, it is embedded in cultural and sociai contexts,
and within webs of human networks that are both social
and economic (Reynolds 1992). Because access to infor-
mation is not uniform across all individuals, it has been pro-
posed that only people at key informational loci within
social networks may be able to recognize and take advan-
tage of opportunities (Brittain and Freeman 1980). An
entrepreneur’s social network ties can expand the bound-
aries of rationality (Simon 1976) by creating and allowing
access to knowledge/information. As the boundary is
extended, more new venture ideas and opportunities and
potential competitive advantages may be identified/recog-
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on a number of salient issues. Among the findings, the
researchers found that network entrepreneurs identified
significantly more opportunities than solo entrepreneurs,
and were significantly less likely to go through a formal
search. Solo entrepreneurs were more likely to believe that
prior employment and “immersion” in an industry are need-
ed to identify opportunities, while network entrepreneurs
believed it was easier to see real opportunities after enter-
ing a market. These findings hint at some of the important
differences between the two types of entrepreneurs.
Network entrepreneurs learned of more opportunities than
solo entrepreneurs and took advantage of opportunities in
which they had no direct experience. They were more like-
ly to take advantage of opportunities in industries that they
were not immersed in or did not have personal experience
with than were solo entrepreneurs. The authors hypothe-
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sized that network entrepreneurs used their network con-
tacts to access a wider range of information from which
feasible opportunities could be recognized. Thus, the size
of an entrepreneur’s social network will be positively relat-
ed to the number of new venture ideas identified and new
venture opportunities recognized by that entrepreneur; or,
more formally:

H1A: The greater the number of social network con-
tacts an entrepreneur uses as idea identification
sources, the greater the number of new venture ideas
the entrepreneur will identify.

H1B: The greater the number of social network con-
tacts an entrepreneur uses as opportunity recognition
sources, the greater the number of new venture oppor-
tunities the entrepreneur will recognize.

While network size is important to the opportunity
recognition process, the structure of the network may also
be important. For most people, their closest friends or rel-
atives (“strong ties"— based on the strength of the rela-
tionship) will all know each other, but casual acquaintances
(“weak ties”) will remain anonymous to an individual’'s
strong ties. Yet, it has been argued that weak ties are more
likely to provide unique information (Granovetter 1973)
This is due to the fact that an individual who has a group of
friends who all know each other will have multiple access
points to the information known by each friend—if one
friend does not reveal certain information, another one will.

Conversely, with weak-tie relationships there is likely to be
only one connection between individuals, and the loss of
this connection will completely eliminate the possibility of
information exchange ever taking place. Burt (1992) argues
that it is not the actual relationship (strong or weak)
between individuals, but “spaces” between an individual's
network contacts that predicts access to unique informa-
tion. Defining the space between nonredundant contacts as
“structural holes,” he shows the potential benefits and
importance of the holes within a network.

To clarify what structural holes are, Exhibit 2 contrasts
a network filled with structural holes with one that is not. To
understand the theory behind structural holes, assume an
“ideal type” individual can only sustain contact with three
other individuals because of the maintenance costs associ-
ated with relationships. The exhibit shows that both
Entrepreneur 1 (E-1) and Entrepreneur 2 (E-2) have direct
relations with only three alters, but E-1 has access to more
information because of the prevalence of structural holes.
(Holes separate E-1's immediate network contacts—they
do not have any contact with each other.) The benefits of
structural holes are clear: E-1 theoretically can receive
information from nine individuals, while E-2 is limited to only
three. In addition, E-2 will be exposed to redundant infor-
mation. Even if E-2 loses a direct contact, he or she will still
have access to the same information, only now some infor-
mation will be through indirect channels.

While a large network can offer more information, if the
network is dense (everyone knows everyone else) the
entrepreneur will be exposed to redundant information. The

Exhibit 2
Contrasting Social Networks (Hole-Rich v. Dense)

Hole-Rich Network

Dense Network
(No Holes)
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loss of one of the entrepreneur’s contacts will not signifi-
cantly affect access to information. However, when an
entrepreneur is connected to a network that contains many
structural holes, many of the entrepreneur’s network con-
tacts will not know each other. This would suggest that he
or she will have access to a much more expansive and
diverse amount of knowledge which can give the entrepre-
neur a competitive advantage in terms of recognizing and
taking advantage of opportunities by allowing exposure to
more nonredundant information.

In a highly clustered network with few structural holes,
one is likely to find dense subsets of relations. Such an
arrangement usually indicates a small network where every
individual is connected directly to every other individual with-
in the network.. In contrast, a hole-rich network allows for
indirect and sparse chains that can access wider ranges of
information (Mayhew and Levinger 1976; Wellman 1993).
This leads to the following two research hypotheses:

H2A:The number of new venture ideas identified by
entrepreneurs will be positively related to the number
of structural holes in their networks.

H2B:The number of new venture opportunities recog-

nized by entrepreneurs will be positively related to the

number of structural holes in their networks.

Research Method

All data were collected as part of a six-page mail survey
questionnaire. The sampling frame for the study was
obtained from Dun & Bradstreet (D&B). Questionnaires were
mailed to 1,402 entrepreneurs who had founded information
technology (IT) consulting firms (SIC code 7379-02) in 1994
or later. The IT consulting industry is a rapidly growing one
that will reach $63.6 billion by the end of 2000 (Zelade
1996), and because of the rapid growth of the industry, ven-
ture capital and other funding for new venture startups has
dramatically increased (Reinhardt 1998). Further, the
researchers were interested in studying young firms
because during the early years of operation, many entre-
preneurial ventures do not survive (Hogan 1991; Timmons
1986) because of the liability of newness (Stinchcombe
1965). By focusing on young IT firms, the authors sought to
gain insights about how successful entrepreneurship takes
place during the critical early stages of new venture creation
in a rapidly growing industry sector.

Following two mailings and a postcard reminder, a total
of 308 surveys were returned for an overall response rate
of 22 percent. This is consistent with other recently pub-
lished papers in the entrepreneurship literature that utilized
mail surveys to collect data (Chaganti and Parasuraman
1996; Hills et al. 1997; Karagozoglu and Lindell 1998). For
purposes of analysis, two respondents who did not provide
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key responses to the survey were deleted. Since the inde-
pendence, risks, and actions taken by those who launch
new ventures may differ from franchisees, three fran-
chisees were removed. The remaining 303 respondents
were considered “entrepreneurs” for this study. The
researchers tested whether there was a difference
between respondents and nonrespondents using t-tests
between mean annual firm revenues, mean numbers of
employees, and firm age. Based on these criteria, there
were no significant differences between the two groups.
On the first page of the questionnaire, the study entre-
preneurs were provided with a model of opportunity recog-
nition that distinguished new venture ideas from new ven-
ture opportunities (Singh 2000; Singh et al.1999). Based
on the responses to three validity check questions, most
entrepreneurs clearly understood and agreed with the
model. Less than 8 percent (24) of the respondents report-
ed that they disagreed with the model, and another 23
entrepreneurs were not sure of the model's validity, or
answered one of the validity check questions inconsistent-
ly with the model. or purposes of analysis, these 47 entre-
preneurs were removed because the researchers could
not assume that they distinguished between ideas and
opportunities. The measurement technique demanded that
respondents understand and agree with this distinction.
The final respondent sample of entrepreneurs used in this
study was 256, which represented an 18.3 percent useable
response rate (84.5% of the mail survey respondents). The
mean annual firm revenues and number of employees
were $1,150,145 and 10.8, respectively. Respondents
were located in 41 states and the District of Columbia. The
average age of the sample entrepreneurs was 38.7 years
and they reported an average of 9.8 years of prior work
experience in their industry before founding their firms.

Analysis

The hypotheses were tested using hierarchical multivariate
regression analysis. The regression models attempted to
isolate the importance of social network characteristics
(size and structural holes) to the number of new venture
ideas identified and new venture opportunities recognized.
As such, the use of hierarchical regression analyses
allowed the researchers to test the effects of the indepen-
dent variables of interest after controlling for other factors
that might influence the recognition process.

Dependent Variables

The dependent variables used in the analysis are
described below:

New Venture Ildeas Identified

Entrepreneurs were asked: “Last year, how many venture
ideas did you have that could lead to potential new venture
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opportunities?” Entrepreneurs could choose a number
from O to 7, or they could select “8—10" or “11+.” The choice
of “8-10" was coded as a “9” and “11+” as a “12” The
selection of “9” was obvious, and the choice of “12" for the
“11+” response was a conservative estimate of the number
of new venture ideas recognized. The measure ranged
from 0 to 12. Square root transforms of entrepreneurs’
responses were used in the analysis.

New Venture Opportunities Recognized

Entrepreneurs were asked: “Based on the ideas you had
last year, how many potential new venture opportunities
did you recognize?” Again, entrepreneurs could choose a
number from 0 to 7, or they could select “8—-10" or “11+."
The measure was coded as described in the previous sec-
tion and square root transforms of entrepreneurs’ respons-
es were also used in the analysis.

Two points concerning the dependent variable mea-
sures warrant further discussion. First, entrepreneurs were
asked to consider the ideas and opportunities that they
had identified/recognized over the last year to make the
time frame consistent for all entrepreneurs. Second, the
square root transform was used to linearize the relation-
ships between the independent and dependent variables,
and to achieve a normal distribution of the residuals
(Agresti and Finlay 1986; Cohen and Cahen 1975; Norusis
1991). The square root transform was chosen after
reviewing the frequency histogram of the regression stan-
dardized residuals because it best normalized the regres-
sion standardized residuals (Cohen and Cohen 1975).

Independent Variables

The independent variables used in the analysis are
described below:

Social Network Size and Number of Structural
Holes

Ego-network questionnaire items were utilized to measure
the characteristics of social networks used by entrepre-
neurs to recognize opportunities. For an excellent discus-
sion and examples of ego-network methods and question-
naire items, see Burt (1984). The use of ego-network
questionnaire items made it possibie to gather information
about a large number of entrepreneurs’ social networks by
mail survey. In order to focus on salient contacts for this
study, entrepreneurs were asked to provide information
about people in their social network who had helped them
recognize opportunities using Burt's procedure for gather-
ing specific information about five network contacts (Burt
1984). This information allows an analysis of a portion of
the social network. The primary benefit of an ego-network
questionnaire is that it does not require a researcher to
gather information about alf of the ties within an individual's

network domain, yet, it provides a reasonable representa-
tion of an individual's overall network (Burt 1984, Marsden
1987; Wellman 1993).

The total number of contacts identified as individuals
who the entrepreneur had relied on to recognize opportu-
nities (network size) was directly measured on the ques-
tionnaire. The questionnaire is worded so that the number
of contacts variable is the total number of contacts that
helped the entrepreneur recognize opportunities since firm
founding (including the opportunity for their firm). Thus, it
does not match the one-year time frame used for the num-
ber of ideas and opportunities recognized (except for
entrepreneurs whose firms were founded one year earlier).
Nevertheless, this time difference is not likely to signifi-
cantly affect these relationships because of the stability of
social networks (Davern 1997). The total number of con-
tacts variable is a representation of the size of an entre-
preneur’s social network and the propensity to use the net-
work to recognize opportunities (i.e., how “networked” an
entrepreneur is). An individual who utilized eight contacts
to recognize opportunities is more networked than an indi-
vidual who used only one. Although there is a dynamic
component to social networks as individual network con-
tacts change over time, the overall size and composition
(types of individuals, i.e., race, gender, age, etc.) of the
network remains fairly stable (Davern 1997). In this study,
this is partially supported by the nonsignificant correlation
between firm age and number of contacts.

The number of structural holes in the entrepreneur’s
network was calculated by examining the relationships
between the entrepreneurs’ five identified contacts. For
those respondents with two or more contacts (since there
needs to be at least two contacts to have a structural hole),
the number of instances was noted where the respondent
indicated that contacts knew another contact “Not at All”
The range of values is from 0 to 10. All entrepreneurs who
identified one or no contacts were coded with 0 holes.

Control Variables

Age, education, prior experience, and firm age were used
as control variables. These personal characteristics of
entrepreneurs and their firms could impact the dependent
variables. Age, education level, and prior experience may
offer some opportunity recognition advantages and,
according to the “Corridor Principle,” being in business and
working in an industry tends to lead to more opportunities

(Ronstadt 1988).
Age and Prior Experience were the entrepreneur’s age

and prior experience in the industry prior to firm founding
respectively (in years). Firm Age was the number of years
the firm had been in operation and ranged from one to four
years. Education was the highest education level attained
by the entrepreneur. The values were based on an interval
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scale of education level, from 1=Some High School to
6=Graduate Degree.

Findings

Exhibit 3 summarizes the descriptive statistics (means,
standard deviations, and correlations) for all variables
used in the analyses.

To test Hypotheses 1A and 2A the square root trans-

ber of structural holes was also significant and positive
(b = .115, p < .05). These results provide support for
Hypothesis 2A. Overall, the results suggest that after con-
trolling for other potentially important factors, the size of
the entrepreneur’s social network and the number of struc-
tural holes in the network are significantly and positively
related to the number of new venture ideas identified.

To test Hypotheses 1B and 2B, the square root trans-

Exhibit 3
Descriptive Statistics and Correlations

Variable Mean SD 2 3 - 5 6 s 8
1. Age 38.74 8.29 1.00
2. Firm age 2.87 .92 .05 1.00
3. Education 4.50 i3 3 .01 1.00
4. Prior experience 9.76 7.63 .54¢ .07 .09 1.00
5. Social network size 5739:20 393 -.02 =11 -.07 142 1.00
6. Number of structural holes 2.66 2.76 03 -.12 -.08 .04 44° 100
7. Square root of the number of ideas  2.40 90 -.11 09 -.12 -.05 32% 23%. 100
8. Square root of the number of
opportunities 1.60 .86 -.02 00 -.12 01 23F .19¢€ 66° 1.00
N = 256
a.p<.05.
b. p <.0l.
c.p<.001.

form of the number of new venture ideas entrepreneurs
identified in the last year was first regressed on the four
control variables (age, education, years of prior experi-
ence, and firm age) and then on the two independent vari-
ables. Exhibit 4 summarizes statistical results for tests of
the effects of various independent variables on the num-
bers of new venture ideas identified.

The results provide strong support for Hypothesis 1A
as social network size (total number of contacts identified)
was positively related to the number of ideas identified
(see Model 2 in Exhibit 4). Network size significantly
improved the explanatory power of the regression equa-
tion over just the control variables (p < .001). Model 2
resulted in an adjusted R? of .103 (F = 6.769, p < .001).
The standardized regression coefficient for network size
was positive and significant (8 = .311, p < .001).

Model 3 in Exhibit 4 added the number of structural
holes used to identify ideas to the regression equation.
Model 3 explained almost 1 percent more variance than
Model 2. The standardized regression coefficient for num-
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form of the number of opportunities entrepreneurs recog-
nized in the last year was regressed on the four control
variables and then on the independent variables following
the same procedure described above. Exhibit 5 summa-
rizes the statistical results.

Again, the results provide strong support for Hypothesis
1B as social network size (total number of contacts identi-
fied) was positively related to the number of opportunities
recognized (see Model 2 in Exhibit 5). Network size signifi-
cantly improved the explanatory power of the regression
equation over just the control variables (p < .001). Model 2
resulted in an adjusted R? of .046 (F = 3.425, p < .01). The
standardized regression coefficient for network size was
positive and significant (B = .231, p < .001).

Model 3 in Exhibit 5 added the number of structural
holes used to recognize opportunities to the regression
equation. Model 3 explained more variance than Model 2,
although it was not a statistically significant improvement.
The standardized regression coefficient for number of
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Exhibit 4
Results of Regression Analyses for the Square Root of the Number
of New Venture Ideas Identified by Respondents in the Last Year

Model 1 Model 2 Model 3

Variable® Beta Beta Beta
Controls

Age -.086 -.055 -.066

Firm age -.085 -.048 -.040

Education -.096 -.075 -.068

Prior experience .014 -.048 -.041
Social network size 311¢ .262¢
Number of structural holes e
F 1.780 6.769° 6.183¢
Adjusted R square ; 012 ‘103d 14 10d
Change in adj. R square from Model 1 .091 .098
Change in adj. R square from Model 2 .007

n = 256

b. p <.05.
c.p<.0l
d. p <.001.

a. Significance tests on control variables are two-tailed tests, all others are one-tailed tests.

structural holes was positive but only marginally significant
(B = .108, p < .10). Thus, these results provide weak sup-

port for Hypothesis 2B.
Similar to the findings above, the results suggest that

after controlling for other potentially important factors, the
size of the social network is significantly and positively relat-
ed to the number of new venture opportunities recognized.

Discussion

This article reports on the investigation of the importance
of social networks to the opportunity recognition process.
Three of the four research hypotheses were supported by
the results of this study and one was marginally supported.
These results provide empirical evidence that entrepre-
neurs recognize the two phases of the opportunity recog-
nition process (idea identification and opportunity recogni-
tion), and that specific elements of an entrepreneur’s social
network play a role in these two phases of the opportunity

recognition process. The size of the network is an indicator
of the total body of knowledge that an entrepreneur has
access to—the larger the network the more information.
This broader base of information can lead the entrepreneur
to the identification of more ideas as well as the recognition
of more opportunities. But this article goes beyond just net-
work size and finds support for the importance of structur-
al holes in the network. Based on the results, Burt's (1992)
theory of the importance of holes within the network is sup-
ported with respect to new venture idea identification, but
there was only marginal support for the importance of
structural holes to opportunity recognition. This again sup-
ports the concept that opportunity recognition is a process
and that idea identification is a separate construct within
the process.

Being the first study to examine the role of structural
holes to the opportunity recognition process, the
researchers were encouraged by the results. However,
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Exhibit 5
Results of Regression Analyses for the Square Root of the Number
of New Venture Opportunities Recognized by Respondents in the Last Year

Model 1 Model 2 Model 3

Variable® Beta Beta Beta
Controls

Age .010 .033 .022

Firm age -.005 022 .029¢

Education -.120 -.105 -.098

Prior experience .017 -.028 -.022
Social network size 231° .185¢
Number of structural holes .108°
F 0.880 3.425° 3.284¢
Adjusted R square .002 .046 .052
Change in adj. R square from Model 1 .044° .050°
Change in adj. R square from Model 2 .006

n = 256

b. p <.10.
c.p < .05
d..p <.0L.
e. p<.001.

a. Significance tests on control variables are two-tailed tests, all others are one-tailed tests.

while the results were significant, they expected more of
the variance to be explained by their independent vari-
ables. The explanation for the low variance was related to
the inherently conservative nature of their research
method. While an ego-network questionnaire provides a
reasonable representation of an individual's overall net-
work (Burt 1984 and 1985; Marsden 1987 and 1990;
Wellman 1993), there are limitations to its use. There is a
bias toward strong-tie contacts because it is easier for
respondents to remember the names and roles of strong
tie contacts than weak ties (Burt 1986; Haung and Tausig
1990; Marsden 1987). In addition, the maximum number
of holes in this study was 10, but given that there tends to
be a bias toward strong ties when using an ego-network
survey, the researchers would expect that there would be
fewer structural holes within the network of identified con-
tacts than other parts of the respondents’ networks. Thus,
the results of this study are conservative with respect to the
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importance of structural holes to idea identification and
opportunity recognition. This may be because only exam-
ining five contacts is not sufficient to fully assess the impor-
tance of structural holes to the opportunity recognition
process.

Another limitation of the study is that single self-report
questionnaire items were used to measure each of the
dependent variables “ideas identified” and “opportunities
recognized” Some researchers may argue for objective
(outside) assessment of whether the entrepreneurs have
truly identified an idea or recognized an opportunity. in a
forthcoming paper, Singh (in press) discusses the primary
problem with current conceptions of opportunity.
Specifically, that other constructs and confounding vari-
ables are intertwined with the opportunity construct (e.g.,
success, profitability, resources controlled). For opportuni-
ty to exist and be a construct capable of examination, it
must be identifiable before the venture is founded and suc-
cess is gained. Researchers cannot rely on 20/20 hindsight
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to discuss entrepreneurial opportunities post hoc. The use
of retrospective case studies or archival data for empirical
studies of entrepreneurship over time is problematic
because bias can result when outcomes are known. Thus,
researchers should not limit study to what they perceive to
be “good” opportunities because the entrepreneur’s per-
ceived reality of what constitutes an opportunity may be dif-
ficult to assess (Christensen 1989), particularly with
respect to highly innovative new venture concepts. In such
cases, there is no direct historical data from which to make
financial projections or to estimate potential market size
because the market has not been established. This makes
it difficult to evaluate the economic potential for such oppor-
tunities. For these reasons, the authors argue that the use
of single self-report measures for ideas and opportunities
is valid; however, efforts to develop multi-item self-report
scales should be developed. The use of external review to
determine the validity of ideas and opportunities is prob-
lematic and should only be conducted with a wide range of
latitude about what constitutes an idea or opportunity.

The use of an ego-network questionnaire allowed the
researchers to study a substantial national sample of entre-
preneurs. Future research should further examine the role of
structural holes to opportunity recognition. Given the conser-
vative nature of the research method, the fact that the results
of this study were significant provide a contribution to the lit-
erature. Methods which allow for more in-depth study of an
entrepreneurs’ social networks, such as qualitative data-
gathering interviews, may lead to more significant findings
(and more variance explained) related to the importance of
the structural holes to opportunity recognition.

For entrepreneurs and those interested in more effec-
tively identifying opportunities, the findings of this study
strongly suggest that social networks are critical during the
opportunity recognition process. The use of social contacts
during the idea identification and opportunity recognition
phases of new venture creation allows an entrepreneur to
obtain external validity for the quality of the idea/opportuni-
ty by virtue of the input and knowledge of others.
Additionally, using social network contacts in the opportu-
nity recognition process may also help reduce the liability
of newness. By actively engaging in exchange behaviors
with relevant social contacts (potential clients, friends, busi-
ness contacts, family members), entrepreneurs may be
better equipped to obtain resources such as financial back-
ing, psychological support, physical goods, and business
information to facilitate their ventures’ survival (Hansen and
Allen 1992).

Future Research

The largest research need is for more complete analyses
and data collection of entrepreneurs’ full social networks.
The ego-network survey method provides only a represen-
tative picture of entrepreneurs’ social networks. More inten-

sive analyses of social networks are now required to better
understand the link between social network contacts and
opportunity recognition. Research is also needed to deter-
mine how successful entrepreneurs develop their networks.
Certain personal characteristics of entrepreneurs may
improve opportunity recognition by improving the ability to
have and/or build networks that are conducive to recogni-
tion. However, there are also characteristics of an individ-
ual’s social situation that will make the successful applica-
tion of such personal abilities more or less likely, such as
educational background, socioeconomic class, and per-
haps even certain ethnic factors. Additionally, further longi-
tudinal studies are needed to capture the dynamic process-
es of network development. To extend this work, longitudi-
nal and qualitative data analyses should be performed to
better understand network development processes.

The hypotheses in this study are theoretically indepen-
dent of industry and may generalize to all profit-seeking
entrepreneurs. However, there may be differences in the
importance of social networks to opportunity recognition
among industries. IT consulting entrepreneurs exist in an
industry that participates in a “networking” culture that
encourages joint ventures, mergers, and alliances in the IT
community. Thus, a critical step is to study other samples of
entrepreneurs from other industries. it may be that in other
industries the hypothesized positive affects of social net-
works to opportunity recognition may be enhanced. Future
research should be conducted on other samples of entre-
preneurs in other industries, as well as from other sampling
frames (i.e., non-D&B entrepreneurs) to test the overall
generalizability of the findings.

All of the firms in this study have both survived and
achieved at least a modest level of success (all firms gen-
erated at least $100,000 in annual revenues). But what of
the firms that failed? It is possible that there were signifi-
cant differences in the use of social network contacts dur-
ing the opportunity recognition process. It is also possible
that the use of social networks during the opportunity
recognition phase of new venture creation can reduce the
liability of newness faced by newly founded firms
(Stinchcombe 1965). This may be a fruitful area for future
research.

Finally, future research should also study the effects of
social networks on the opportunity recognition processes of
women and minority entrepreneurs. The sample in this
study was mostly white male entrepreneurs. Research has
shown that women and minorities develop different types of
networks than their white male counterparts (lbarra 1992
and 1993), and these differences can affect social and
political attitudes (Bienenstock et al.1990). By oversam-
pling women and minority entrepreneurs, we may find that
social network variables have more significant impacts on
opportunity recognition for minority and female entrepre-
neurs. Ultimately, understanding differential patterns in the
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social networks of entrepreneurs from demographically dif- neur’s social network to idea identification and subsequent
ferent backgrounds may yield useful information about dis- opportunity recognition was empirically supported. More
parities in revenues between their firms. specifically, network size and the number of structural holes

in the social network were found to be significantly and pos-

Conclusions itively related to idea identification and opportunity recogni-

Several issues of critical importance to understanding tion. Although there remains a gap in the literature on oppor-
opportunity recognition have been explored in this article. tunity recognition, this article helps to shed light on the
The important role played by contacts within an entrepre- opportunity recognition process. The findings have important

implications for both practitioners and researchers.
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