
Entrepreneurship 

 

Concept of Entrepreneurship: 

The word “entrepreneur” is derived from the French verb enterprendre, which 

means ‘to undertake’. This refers to those who “undertake” the risk of new 

enterprises. An enterprise is created by an entrepreneur. The process of creation 

is called “entrepreneurship”. 

Meaning - Entrepreneurship is the act of creating a business or businesses while 

building and scaling it to generate a profit. 

 Definition- Entrepreneurship is a process of actions of an entrepreneur who is a 

person always in search of something new and exploits such ideas into gainful 

opportunities by accepting the risk and uncertainty with the enterprise. 

What Is an Entrepreneur? 

An entrepreneur is a person who sets up a business with the aim to make a 

profit. 

In other words, an entrepreneur is an individual who creates a new business, 

bearing most of the risks and enjoying most of the rewards. The process of 

setting up a business is known as entrepreneurship. The entrepreneur is 

commonly seen as an innovator, a source of new ideas, goods, services, and 

business/or procedures. 

Characteristics of Entrepreneurship: 

Entrepreneurship is characterized by the following features: 

 

1. Economic and dynamic activity: 

Entrepreneurship is an economic activity because it involves the creation and 

operation of an enterprise with a view to creating value or wealth by ensuring 

optimum utilisation of scarce resources. Since this value creation activity is 

performed continuously in the midst of uncertain business environment, 

therefore, entrepreneurship is regarded as a dynamic force. 

2. Related to innovation: 

Entrepreneurship involves a continuous search for new ideas. Entrepreneurship 

compels an individual to continuously evaluate the existing modes of business 

operations so that more efficient and effective systems can be evolved and 

adopted. In other words, entrepreneurship is a continuous effort for synergy 

(optimization of performance) in organizations. 

 

3. Profit potential: 



The activity of entrepreneurship is undertaken with the sole objective of making 

the profit. It is also the reward of the efforts made and risk taken by the 

entrepreneur 

“Profit potential is the likely level of return or compensation to the entrepreneur 

for taking on the risk of developing an idea into an actual business venture.” 

Without profit potential, the efforts of entrepreneurs would remain only an 

abstract and a theoretical leisure activity. 

4. Risk bearing: 

The essence of entrepreneurship is the ‘willingness to assume risk’ arising out 

of the creation and implementation of new ideas. New ideas are always tentative 

and their results may not be instantaneous and positive. 

An entrepreneur has to have patience to see his efforts bear fruit. In the 

intervening period (time gap between the conception and implementation of an 

idea and its results), an entrepreneur has to assume risk. If an entrepreneur does 

not have the willingness to assume risk, entrepreneurship would never succeed. 

Entrepreneurial Process: 

Entrepreneurship is a process, a journey, not the destination; a means, not an 

end. All the successful entrepreneurs like Bill Gates (Microsoft), Warren Buffet 

(Hathaway), Gordon Moore (Intel) Steve Jobs (Apple Computers), Jack Welch 

(GE) GD Birla, Jamshedji Tata and others all went through this process. 

To establish and run an enterprise it is divided into three parts – the 

entrepreneurial job, the promotion, and the operation. Entrepreneurial job is 

restricted to two steps, i.e., generation of an idea and preparation of feasibility 

report. In this article, we shall restrict ourselves to only these two aspects of 

entrepreneurial process. 



 
Figure 4.1: The Entrepreneurial Process 

1. Idea Generation: 

To generate an idea, the entrepreneurial process has to pass through three 

stages: 

a. Germination: 
This is like seeding process, not like planting seed. It is more like the natural 

seeding. Most creative ideas can be linked to an individual’s interest or curiosity 

about a specific problem or area of study. 

b. Preparation: 
Once the seed of interest curiosity has taken the shape of a focused idea, 

creative people start a search for answers to the problems. Inventors will go on 

for setting up laboratories; designers will think of engineering new product 

ideas and marketers will study consumer buying habits. 

c. Incubation: 
This is a stage where the entrepreneurial process enters the subconscious 

intellectualization. The sub-conscious mind joins the unrelated ideas so as to 

find a resolution. 

2. Feasibility study: 

Feasibility study is done to see if the idea can be commercially viable. 

It passes through two steps: 
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a. Illumination: 
After the generation of idea, this is the stage when the idea is thought of as a 

realistic creation. The stage of idea blossoming is critical because ideas by 

themselves have no meaning. 

b. Verification: 
This is the last thing to verify the idea as realistic and useful for application. 

Verification is concerned about practicality to implement an idea and explore its 

usefulness to the society and the entrepreneur. 

Importance of Entrepreneurship: 

 

Entrepreneurship offers the following benefits: 

Benefits of Entrepreneurship to an Organisation: 

1. Development of managerial capabilities: 

The biggest significance of entrepreneurship lies in the fact that it helps in 

identifying and developing managerial capabilities of entrepreneurs. An 

entrepreneur studies a problem, identifies its alternatives, compares the 

alternatives in terms of cost and benefits implications, and finally chooses the 

best alternative. 

This exercise helps in sharpening the decision making skills of an entrepreneur. 

Besides, these managerial capabilities are used by entrepreneurs in creating new 

technologies and products in place of older technologies and products resulting 

in higher performance. 

2. Creation of organisations: 

Entrepreneurship results into creation of organisations when entrepreneurs 

assemble and coordinate physical, human and financial resources and direct 

them towards achievement of objectives through managerial skills. 

3. Improving standards of living: 

By creating productive organisations, entrepreneurship helps in making a wide 

variety of goods and services available to the society which results into higher 

standards of living for the people. 

Possession of luxury cars, computers, mobile phones, rapid growth of shopping 

malls, etc. are pointers to the rising living standards of people, and all this is due 

to the efforts of entrepreneurs. 

4. Means of economic development: 

Entrepreneurship involves creation and use of innovative ideas, maximisation of 

output from given resources, development of managerial skills, etc., and all 

these factors are so essential for the economic development of a country. 



Factors affecting Entrepreneurship: 

Entrepreneurship is a complex phenomenon influenced by the interplay of a 

wide variety of factors. 

Some of the important factors are listed below: 

1. Personality Factors: 

 

Personal factors, becoming core competencies of entrepreneurs, include: 

(a) Initiative (does things before being asked for) 

(b) Proactive (identification and utilisation of opportunities) 

(c) Perseverance (working against all odds to overcome obstacles and never 

complacent with success) 

(d) Problem-solver (conceives new ideas and achieves innovative solutions) 

(e) Persuasion (to customers and financiers for patronisation of his business and 

develops & maintains relationships) 

 (f) Self-confidence (takes and sticks to his decisions) 

(g) Self-critical (learning from his mistakes and experiences of others) 

(h) A Planner (collects information, prepares a plan, and monitors performance) 

(i) Risk-taker (the basic quality). 

2. Environmental factors: 

These factors relate to the conditions in which an entrepreneur has to work. 

Environmental factors such as political climate, legal system, economic and 

social conditions, market situations, etc. contribute significantly towards the 

growth of entrepreneurship. For example, political stability in a country is 

absolutely essential for smooth economic activity. 

Frequent political protests, bandhs, strikes, etc. hinder economic activity and 

entrepreneurship. Unfair trade practices, irrational monetary and fiscal policies, 

etc. are a roadblock to the growth of entrepreneurship. Higher income levels of 

people, desire for new products and sophisticated technology, need for faster 

means of transport and communication, etc. are the factors that stimulate 

entrepreneurship. 



Thus, it is a combination of both personal and environmental factors that 

influence entrepreneurship and brings in desired results for the individual, the 

organisation and the society. 

Types of Entrepreneurs: 

Depending upon the level of willingness to create innovative ideas, there 

can be the following types of entrepreneurs: 

 

1. Innovative entrepreneurs: 

These entrepreneurs have the ability to think newer, better and more economical 

ideas of business organisation and management. They are the business leaders 

and contributors to the economic development of a country. 

Inventions like the introduction of a small car ‘Nano’ by Ratan Tata, organised 

retailing by Kishore Biyani, making mobile phones available to the common 

may by Anil Ambani are the works of innovative entrepreneurs. 

2. Imitating entrepreneurs: 

These entrepreneurs are people who follow the path shown by innovative 

entrepreneurs. They imitate innovative entrepreneurs because the environment 

in which they operate is such that it does not permit them to have creative and 

innovative ideas on their own. 

Such entrepreneurs are found in countries and situations marked with weak 

industrial and institutional base which creates difficulties in initiating innovative 

ideas. 

In our country also, a large number of such entrepreneurs are found in every 

field of business activity and they fulfil their need for achievement by imitating 

the ideas introduced by innovative entrepreneurs. 

Development of small shopping complexes is the work of imitating 

entrepreneurs. All the small car manufacturers now are the imitating 

entrepreneurs. 

3. Fabian entrepreneurs: 

The dictionary meaning of the term ‘fabian’ is ‘a person seeking victory by 

delay rather than by a decisive battle’. Fabian entrepreneurs are those 

individuals who do not show initiative in visualising and implementing new 

ideas and innovations wait for some development which would motivate them 

to initiate unless there is an imminent threat to their very existence. 

4. Drone entrepreneurs: 



The dictionary meaning of the term ‘drone’ is ‘a person who lives on the labour 

of others’. Drone entrepreneurs are those individuals who are satisfied with the 

existing mode and speed of business activity and show no inclination in gaining 

market leadership. In other words, drone entrepreneurs are die-hard 

conservatives and even ready to suffer the loss of business. 

5. Social Entrepreneur: 

Social entrepreneurs drive social innovation and transformation in various fields 

including education, health, human rights, workers’ rights, environment and 

enterprise development. 

They undertake poverty alleviation objectives with the zeal of an entrepreneur, 

business practices and dare to overcome traditional practices and to innovate. Dr 

Mohammed Yunus of Bangladesh who started Gramin Bank is a case of social 

entrepreneur. 

Functions of an Entrepreneur: 

The important functions performed by an entrepreneur are listed below: 

1. Innovation: 

An entrepreneur is basically an innovator who tries to develop new technology, 

products, markets, etc. Innovation may involve doing new things or doing 

existing things differently. An entrepreneur uses his creative faculties to do new 

things and exploit opportunities in the market. He does not believe in status quo 

and is always in search of change. 

2. Assumption of Risk: 

An entrepreneur, by definition, is risk taker and not risk shirker. He is always 

prepared for assuming losses that may arise on account of new ideas and 

projects undertaken by him. This willingness to take risks allows an 

entrepreneur to take initiatives in doing new things and marching ahead in his 

efforts. 

3. Research: 

An entrepreneur is a practical dreamer and does a lot of ground-work before 

taking a leap in his ventures. In other words, an entrepreneur finalizes an idea 

only after considering a variety of options, analysing their strengths and 

weaknesses by applying analytical techniques, testing their applicability, 

supplementing them with empirical findings, and then choosing the best 

alternative. It is then that he applies his ideas in practice. The selection of an 

idea, thus, involves the application of research methodology by an entrepreneur. 

4. Development of Management Skills: 



The work of an entrepreneur involves the use of managerial skills which he 

develops while planning, organizing, staffing, directing, controlling and 

coordinating the activities of business. His managerial skills get further 

strengthened when he engages himself in establishing equilibrium between his 

organization and its environment. 

However, when the size of business grows considerably, an entrepreneur can 

employ professional managers for the effective management of business 

operations. 

5. Overcoming Resistance to Change: 

New innovations are generally opposed by people because it makes them 

change their existing behaviour patterns. An entrepreneur always first tries new 

ideas at his level. 

It is only after the successful implementation of these ideas that an entrepreneur 

makes these ideas available to others for their benefit. In this manner, an 

entrepreneur paves the way for the acceptance of his ideas by others. This is a 

reflection of his will power, enthusiasm and energy which helps him in 

overcoming the society’s resistance to change. 

6. Catalyst of Economic Development: 

An entrepreneur plays an important role in accelerating the pace of economic 

development of a country by discovering new uses of available resources and 

maximizing their utilization. 

Theories of Entrepreneurship 

Schumpeter’s Theory of Innovation: 

Joseph Schumpeter propounded the well-known innovative theory of 

entrepreneurship. Schumpeter takes the case of a capitalist closed economy 

which is in stationary equilibrium. He believed that entrepreneurs disturb the 

stationary circular flow of the economy by introducing an innovation and takes 

the economy to a new level of development. The activities of the entrepreneurs 

represent a situation of disequilibrium as their activities break the routine 

circular flow. 

Innovations of entrepreneurs are responsible for the rapid economic 

development of any country. 

Talking about innovation, he referred to new combinations of the factors of 

production, Schumpeter had assigned the role of innovator to the entrepreneur, 

who is not a man of ordinary managerial ability, but one who introduces 

something entirely new. 

Innovation could involve any of the following: 
I. Innovation of new products. 



ii. Innovation in novel methods or processes of production. 

iii. The opening up of a new market. 

iv. Entrepreneurs might find new source of supply of raw materials 

v. Innovation in management. This means reorganization of an industry. 

Let us try to understand the meaning of different facets of the term innovation. 

The introduction of new product means the product which the consumers have 

not seen and is of a new and better quality and utility. A new method of 

production refers to a novel process not yet been used in manufacturing and 

commercial production. This may increase the productivity and lower cost of 

production. 

The discovery of a new market means a new market which may have existed 

before but was not entered by the enterprise for commercial purposes. A new 

source of raw material similarly refers to a source or a place which has not been 

commercially exploited by the enterprises before. Innovation in management 

refers to reorganization and reconciliation of the position of the enterprise in the 

industry by building a monopoly like control or dismantling existing monopoly 

of others in the industry. 

Schumpeter was very explicit about the economic function of the entrepreneur, 

whom he considered as the prime mover in economic development and the 

entrepreneur’s task is to innovate or carry out new combinations. 

Schumpeter had differentiated between invention and innovation. We should 

understand that invention refers to creation of new materials and innovation 

refers to application of new materials into practical use in industry. Similarly, 

there is a distinction between an innovator and an inventor. The inventor is the 

one who invents new materials and new methods. On the other hand, the 

innovator is the one who utilizes these inventions and discoveries in order to 

make new combinations. 

Bringing about innovations is the main task of the entrepreneur and not the 

maintenance of the enterprise. Entrepreneurs dream and have a willingness to 

establish a private kingdom. They enjoy creating and getting things done. These 

“innovating entrepreneur” has played an important role in the rise of modem 

capitalism. 

Criticisms: 

Schumpeter’s theory has been subjected to the following criticisms: 
I. Critics feel that the theory over emphasized on innovative functions of the 

entrepreneur. It ignored the organizing aspects of entrepreneurship. 

ii. Schumpeter had completely ignored the risk-taking function of the 

entrepreneur, which cannot be ignored. Whenever an entrepreneur develops a 

new combination of factors of production, there is enough risk involved. 

iii. The theory is more applicable in developed countries only. In developing 

countries there is a paucity of innovative entrepreneurs. 

iv. The theory does not provide the explanation as to why few countries have 

more entrepreneurship talent than others. 



Despite of all the above criticisms Schumpeter’s theory is considered as a 

landmark in the expansion of entrepreneurship theories. 

2. Max Weber’s Theory of Social Change (Emphasis on Impact of 

Religion): 

Max Weber advocated a sociological explanation for the growth of 

entrepreneurship in his theory of social change. He felt that religion had a 

profound influence on the growth of entrepreneurship. The religious belief and 

ethical value associated with the society plays a vital role in determining the 

entrepreneurial culture. 

Max Weber opined that the entrepreneurial energies of a society are 

exogenously generated and supplied by religious believes. Some religions 

profess the basic values to earn and acquire money whereas some religions put 

less emphasis on it. In order to understand the gist of Max Weber’s theory we 

need to understand few fundamental points of the theory. 

In his theory spirit of capitalism is a fundamental concept. Capitalism refers to 

the economic system where market forces of demand and supply are allowed to 

play freely. As economic freedom and private enterprises are promoted in 

capitalism, the entrepreneurism is eulogized and entrepreneurial pursuits are 

encouraged. Spirit of capitalism promotes the entrepreneurs to engage in 

entrepreneurial pursuits and earn more and more profits. 

The urge to acquire money and profits drives the individuals to become 

entrepreneurs. The spirit of capitalism will be widespread in the society that 

favours capitalism. Another associated concept was that of adventurous spirit 

which refers to the impulsive force that influences and promotes 

entrepreneurism. Weber felt that the belief systems of Hinduism didn’t 

encourage entrepreneurship. 

: Hinduism laid less emphasis on wealth accumulation, and material life. The 

Hinduism didn’t profess the spirit of capitalism and was thus an obstacle in the 

promotion of entrepreneurship. Weber was of the opinion that the Protestant 

ethic provided the mental attitude in a society that promotes spirit of capitalism 

and favours entrepreneurship. 

The rate of industrial growth depends upon the values professed by the religion 

of the society. The Protestants had advanced at a faster rate in establishing 

capitalism in Europe owing to the value system professed by Protestant ethic. 

Protestant ethic granted them the rational economic attitude, accumulating 

assets, and permitted them to take pleasure in the material life. 

Criticisms: 
Max Weber had tried and made a commendable contribution in explaining the 

growth of entrepreneurship. 

But, his theory has been challenged and criticized by many researchers and 

scholars on the following grounds: 
I. The theory is based on unrealistic and invalid assumptions. 



ii. The theory has been found empirically invalid. 

iii. Max Weber has been criticized by many sociologists on his view on 

Hinduism and entrepreneurship. The rapid expansion of entrepreneurship in 

India in the post-independence period disproves that Hinduism is averse to the 

spirit of capitalism and to adventurous spirit. 

iv. The views on Protestant ethic were also not completely correct. Capitalism 

has flourished in regions where Protestant ethic is not present. 

3. The Uncertainty-Bearing Theory of Knight: 

Frank H. Knight (1957) in his book Risk, Uncertainty and Profit regards profit 

of the entrepreneur as the reward of bearing non-insurable risks and 

uncertainties. Entrepreneurship is genuinely associated with risk bearing. 

Knight had distinguished risk into insurable risks and non-insurable risks. 

Let us try to understand the underling concept of risks. 

There are certain risks that are measurable and the probability of such risk can 

be statistically estimated and hence such risks can be insured. Example of 

insurable risks include theft of commodities, fire in the enterprise, accidental 

death etc. On the other hand, there are certain risks which cannot be calculated. 

The probability of their occurrence cannot be statistically ascertained. Such 

risks include risks associated to changes in prices, demand and supply. These 

risks are non-insurable. Prof. Knight opined that the profit is the reward for 

bearing the non-insurable risks and uncertainties. 

Uncertainty-bearing is one of the most vital functions in a dynamic economy. 

The entrepreneur bears the uncertainty involved in the enterprise. The 

expectation of profit is the supply price of the entrepreneurial uncertainty 

bearing exercise. In a state of economy (competitive) where there is no risk, 

every entrepreneur will have a minimum supply price. 

If the reward allocated to the entrepreneur is below it, the entrepreneurs will 

abstain from providing their entrepreneurial services. The existence of 

uncertainty tends to raise the minimum supply price. The entrepreneurs expect a 

level of profit for bearing the uncertainty. 

The salient points of Knight’s theory include: 
I. According to the theory, the entrepreneur earns pure profits for bearing the 

uncertainty. 

ii. The probability of uncertainty or non-insurable risks cannot be statistically 

estimated. 

iii. Entrepreneurs undertake risks of varying degrees according to their ability 

ad inclination. The theory suggests that the riskier the nature of enterprise, the 

higher level of profit earned by the entrepreneurs. 

iv. Profit is the reward of the entrepreneur for bearing uncertainties and risks. 

Hence, it should be a part of the normal cost. 

v. The reward of the entrepreneur is uncertain. Entrepreneur guarantees interest 

to lender of capital, wages to workers and rent to the landlord. 



vi. The level of uncertainty in business can be reduced by applying the 

technique of consolidation. The total level of uncertainty can be reduced by 

pooling individual instances. 

Criticisms: 

F.H. Knight’s theory is one of the most sophisticated theories to explain supply 

of entrepreneurship based on profit. But, the theory suffers from certain 

drawbacks as pointed by the critics. 

I. The role of an entrepreneur has not been elaborately provided by the theory. 

The entrepreneur’s activity has been restricted to uncertainty bearing. Modern 

business activities are different. Often, there is a dichotomy between ownership 

and management. These factors have not been taken into consideration. 

ii. The uncertainty-bearing theory discussed the concept of profit in a vague 

way. The exact estimation of profit for the entrepreneur has not been provided 

in the theory. 

iii. Profit as a residual income of the entrepreneur has been criticized. 

iv. Critics feel that uncertainty-bearing should not be treated like other factors 

of production like land, labour and capital. It is a psychological concept and 

should be treated in a different manner. 

 

4.E. E. Hagen’s Theory (Emphasis on Withdrawal of Status Respect): 

E. Hagen in his theory had accredited the withdrawal of status respect of a 

group as the starting point for entrepreneurship development process. Before we 

discuss the concept of withdrawal of status respect let us try to consider the 

various crucial facets of the theory. 

The theory is based on a general model of the society. His theory viewed the 

entrepreneur as a trouble shooter who contributes to economic development. 

The creativity of the entrepreneur brings about social transformation and 

economic development. Economic growth is associated with the social and 

political changes. He didn’t encourage the entrepreneurs to imitate other’s 

technology. 

Hagen had ascribed the genesis of entrepreneurship to withdrawal of status 

respect of a group. The social group that experiences the withdrawal of status 

respect engulfs itself into aggressive entrepreneurism. In such a situation the 

status loosing group and the members of status loosing group endeavour to 

regain their status by undertaking rigorous entrepreneurial drive. 

Hagen had suggested the events that could create as well as indicate withdrawal 

of status respect of a social group. First, dislodgment of a traditional elite group 

from its prior status, Second, defamation of valued symbols through some 

change in the attitude of the superior group. Third, Unpredictability of status 

symbols in the changed allocation of economic power. Fourth, when social 

group doesn’t enjoy the expected status when it migrates to a new society. 



There four possible reactions to the withdrawal of status respect which 

relates to four different personality types: 
(I) The retreats – An individual who works in the society but is indifferent to the 

work and position. 

(ii) The ritualist – An individual who works in the manner accepted and 

approved by the society but has no hopes of improving his/her position. 

(iii) The reformist – An individual who fights against the injustice and tries to 

rebels against the established society in order to form a new society. 

(iv) The innovator – An individual who endeavours to bring about new changes 

and utilizes all opportunities. This personality reflects the personality of an 

entrepreneur. 

Criticisms: 
I. The theory lacks general application. It is not always true that all the social 

groups have behaved in the manner as advocated in the theory. 

II. The theory ignores the various other factors accountable for development 

of entrepreneurship. 

5. Leibenstein’s Theory (Emphasis on X-Efficiency): 

The concept of X-efficiency was introduced by Harvey Leibenstein a noted 

economist in1966 in his article titled “Allocative efficiency vs. X-efficiency”. 

This is also referred to as X-inefficiency. In general X-inefficiency refers to the 

difference between the optimal efficient behaviour of business in theory and the 

observed behaviour is practice which occurs owing to different factors. 

X-efficiency refers to the effectiveness with which a given set of inputs are used 

to produce outputs. If a particular firm is producing the maximum output it can, 

given the resources it employs with the best available technology, it is said to be 

technical-efficient. X-inefficiency occurs when technical-efficiency is not 

achieved. Whenever an input is not used effectively the difference between the 

actual output and the maximum output attributable to that input is a measure of 

the degree of X-efficiency. 

Harvey Leibenstein had mentioned that for allocative efficiency the whole 

economy was considered whereas in case of X-efficiency just specific 

companies and industries are to be considered. 

X-efficiency arises either because the firm’s resources are used in the wrong 

way or because they are wasted, that is, not used at all. 

The entrepreneur has been entrusted two roles; first the role of a gap filler and 

second an input completer. The production function usually has certain 

deficiencies. These deficiencies and gap arise because all the factors of 

production function cannot be marketed. The entrepreneur has been entrusted 

the job to fill the gaps in the market. The second role of the entrepreneur is 

input completion. The entrepreneur has to mobilize all the available inputs in 

order to improve the efficiency of existing production methods. 

Leibenstein advocated two types of entrepreneurship. First type is the ‘Routine 

entrepreneurship’ which involves the important functions of management of 



business. Second type is that of the ‘New entrepreneurship’ which involves 

innovative entrepreneurship. 

Criticisms: 
The Leibenstein’s theory has been often compared with the neoclassical views. 

The theory has many novel contributions but has been criticized on 

following counts: 
I. The exact influence which the X-efficiency has on output of an organisation 

cannot be determined. 

II. The theory is less predictable as compared to normal theories. 

Risk and Its Types 

MEANING OF BUSINESS RISK 

Business is a game of risks and uncertainty. J. M. Keynes says, “Entrepreneurs 

play a mixed game of skill and chances, the result of which is not known to the 

players.” All businesses have risks of different types as there is always an 

uncertainty about the future. 

A person who cannot take risk, therefore cannot start any venture-small or big. 

The future holds a certain uncertainty for entrepreneurs. Virtually, risk-taking, 

whether financial, social or psychological is a part of the entrepreneurship. Risk 

means the condition of not knowing the outcome of an activity or decision. 

A risk situation occurs when the entrepreneur is required to make a choice 

between two or more alternatives whose potential outcomes are not known and 

must be subjectively evaluated. As a risk taker, the entrepreneur has to make 

decisions in conditions of uncertainty, balancing potential success against 

potential loss. Uncertainty is defined as risk which cannot be calculated. The 

entrepreneur, according to Knight, is the economic functionary who undertakes 

such responsibility which, by its very nature, can neither be insured nor salaried. 

Entrepreneur prefers to take only moderate challenging risk where moderate 

returns are attainable and the same is influenced by their abilities. 

NATURE AND CHARACTERISTICS OF BUSINESS RISK 

Nature and Characteristics of business risk may be summarised as follows: 

(1) Essential Element: Risk is an essential element of business. However, 

extent of risk depends upon the nature of the business, but no business can 

found risk less. 

(2) Uncertainty: Future is uncertain and future events cannot be predicted cent-

percent. This creates uncertainty in the business. Risk is the result of 



uncertainty. High degree of uncertainty in the business, increase the level of 

risk.(3) Unstable and Changing Nature: The type and nature of risk is not 

found same in all businesses. Business affected by, demand, social factors, 

fashion etc. have more risk in comparison to those businesses which are not 

affected by these factors. 

(4) Time Element: Time element also affects the nature of risk. At the time of 

economic, social and political stability, extent of risk is reduced while 

instability, social changes, natural calamities etc. increase the amount of risk in 

the business. 

(5) Place Element: Risk also gets changed according to place. On the hilly 

areas, natural calamities increase the risk for the business while in the plain 

areas risk gets reduced. 

(6) Cause of Profit: Entrepreneurs take risk in the expectation of profit. There 

is an old saying that there is no gain without risks, the higher one is willing to 

take the risks, the chances of profit will become high. 

(7) Risk can be minimised but cannot be Avoided : One important 

characteristics of risk is that it can be minimised but cannot be avoided fully. 

All risks of a business cannot be forecasted. Insurable risks can be minimised to 

a certain extent but non-insurable uncertainties increase the risk in the business. 

CAUSES OF BUSINESS RISKS 

Business risks can causes due to the following reasons: 

(1) Economic Causes: Economic aspects related to the business such as, 

shortage of raw material, interruption in power supply, trade cycles, lack of 

finance, change in technology etc. give rise to business risks. 

(2) Social Causes: Change in social activities such as, change in fashion, 

change in traditions, change in taste and habits etc. give rise to business risks. 

(3) Natural Causes: Natural events and calamities also produce risk to the 

business. Natural events such as, flood, drought, cyclone, earthquake etc. 

increase the business risk. These are uncontrollable risks, so a businessman has 

to bear these risks. 

(4) Human Causes: Human factors such as, strike, lockout, inefficiency, 

dishonesty and carelessness of the workers etc. also produce risk to the 



business, although, these factors can be minimised by the efficient management, 

but cannot be avoided fully. 

(5) Other Causes: Some other causes such as 

(I) Change in the government policy.  (ii) Communal Conflicts. 

(lii) Changes in the international scenario etc. also create risk for the business. 

RISK MANAGEMENT PROCESS 

Profitability of a business is affected by the extent of risk involved in the 

business. Therefore, an entrepreneur tries to reduce the uncertainties and there 

by risk by his initiative, skill and judicious approach to the problem standing 

before him. Risk management is a strategy throe he which risk can be 

minimised in the business. In simple words, risk management is a process of 

reducing business risks. 

 

Risk management process involves four stages: 



(1) Forecasting of Risks: The first step of business risk management is to make 

forecasting of risk. Possible risk arises due to business activities are forecasted 

with the help of appropriate methods. 

(2) Risk Analysis: In the second step of risk management, analysis is made that 

which risks can be borne by the entrepreneur and which risks cannot be borne 

by him. This analysis helps the entrepreneurs to reduce the extent of unbearable 

risks. 

(3) Evaluation of Risks: Tough taking risk is an essential attribute of an 

entrepreneur, it is not necessary to be irrational and just plunge in a project just 

because one feels that it has high potentials or profits. This was the state of 

affairs two hundred years back when it was difficult to assess various risks 

scientifically and there- fore every decision was taken on the basis of intuition 

but now various types of risks are assessed whether they are technical risks, 

economic risks, financial risks or marketing risks. 

(4) Avoidance of Risks: An entrepreneur tries to reduce the uncertainties and 

thereby risk by his initiative, skill and judicious approach. It is not possible to 

eliminate the risk completely, efforts should be made to minimise it. 

  

According to Wheeler, “Risk is the chance of loss. It is the possibility of some 

unfavourable occurrence. “Business is a game of skill where in risks and 

reward: ‘0th are of great importance. 

Entrepreneurs play mixed game of skill and chances, the result of which is not 

known to the players. All businesses have risks of different types as there is 

always an uncertainty about the future. A person who cannot take risk, therefore 

cannot start any venture. Virtually, risk taking-whether financial, social or 

psychological is a part of the entrepreneurship. It is truly said by someone, 

business is a game of skill and risk which cannot be played by everyone. Only 

an efficient entrepreneur can play this game. 

RISK-TAKING CAPACITY 

Risk-taking is an important concept of entrepreneurship. An entrepreneur is 

always ready to face uncertainties and risk which occur due to run for seen 

contingencies of the future. To be an entrepreneur, it is essential that he has the 

capacity of risk-taking, he has no fear of being failure, he must be optimist and 

full of self- confidence. Entrepreneurs seem to be well aware of no-risk, no 



return, high risk-high return theories. However, high-risk sometimes lead to 

total failure leading to total collapse of business enterprise. Ability of the 

highest order is required for success in entrepreneur- ship. Entrepreneurs prefer 

to take only moderate challenging risk where moderate returns are attainable 

and the same is influenced by their abilities and decisions. 

According to Knight, “The entrepreneur is a specialized group of persons who 

bears uncertainty. One must not confuse between Risk-bearing/ Risk-taking and 

uncertainty. A risk can be reduced through the insurance principle, whereas 

uncertainty is the risk, which cannot be insured against and is 

incalculable.”  The entrepreneur forces the business opportunities and takes 

decision accordingly, considering all risks regarding plan of investment, product 

diversification and expansion of his enterprise. It depends upon his ability that 

up to what extent he is able to bear risk. The greater the ability of risk-

bearing/risk-taking, the greater is the success in the entrepreneurship. 

IMPORTANT FACTS RELATED RISK-TAKING CAPACITY 

Risk is a perception, so a decision taken by the entrepreneur is affected by his 

attitude towards risk. His risk-taking ability is an important ingredient of his 

personality. Important facts related to risk-taking capacity of an entrepreneur 

may be described as follows 

(1) Risk is a way of Enterprising: Continued successful enterprise requires 

that entrepreneurs take risks in introducing new things. Making bold decisions 

is a way of life at many enterprises. Risk taking is what sets entrepreneurs apart 

from 

those of many other persons. Growth requires risk-taking. An entrepreneur is a 

‘risk manager by choice,’ not by sheer necessity. He doesn’t allow his people 

not to take risks. He says, we are a risk venture, and we’re going to take more 

risks in the future. 

(2) Risk Eliminators, Not Risk Takers: Simmerer and Scarborough write, 

“Successful entrepreneurs are not as much risk takers as they are risk 

eliminators, removing as many obstacles to the successful launch of their 

ventures as possible. One of the most successful ways of eliminating risks is to 

build a solid business plan for a venture.” 

(3) Preference for Moderate Risk: Entrepreneurs are not ‘wild risk takers,’ but 

are instead calculating risk takers. Unlike gamblers, they rarely gamble. Even T. 

Robbins write, “Entrepreneurship IS not the same thing as throwing darts and 



hoping for the best. It is about planning and taking calculated risk based upon 

knowledge of the market, the available resources or products, and a 

predetermined measure of the potential for success.’ 

(4) Realistic and Attainable Goals: Risk taking behaviour of an entrepreneur 

is greatly associated with his self-experience. They usually spot opportunities in 

areas that reflect their knowledge, backgrounds and experiences. They fixed 

realistic and attainable goals for their enterprise. 

(5) Risk Improves Entrepreneurial Performance: Good entrepreneurs do 

everything to anticipate the risk, minimize it. control it or manage it. They work 

with their maximum efficiency to improve their performance. Thus risk 

improves entrepreneurial performance. 

TYPES OF BUSIIVESS RISKS 

The business risks are of various types which may be described as follows: 

(1) Financial Risks: Any new venture has to face financial risks of various 

types, First, one may not be able to get adequate capital from the capital market 

and from the financial institutions and the project may not materialize or an 

entrepreneur may be forced to borrow at extra-ordinary cost which may upset 

all the calculations and may make venture riskier than planned. 

There may be fall in selling prices due to sudden increase in internal 

competition from existing or new players; new substitutes or foreign goods. The 

entrepreneur has to take the risk of financial uncertainty. 

(2) Marketing Risk: Many a times an entrepreneur at the time of setting up a 

plant is not able to gauge exactly how consumers will behave, will like a 

product or not and if like up to what extent. Thus, there is great uncertainty 

about the future size of the market. Many products failed because they could not 

meet the expectations of consumers and they were e, forced to close down their 

establishments. Thus, there is great risk and uncertainty how consumers will 

react to a particular product. However, entrepreneurs have tried to reduce this 

risk by test marketing and consumer research on a continuous basis. 

(3) Technical Risks: Sometime there are revolutionary changes which throws 

out of gear all the calculations. The business has to face various types of 

technical risks because entrepreneurs do not know how long the present product 

will be in demand. These days there are fast discoveries which make old 

product obsolete. For instance, when ball pens were developed fountain pens 



went out of order. When washing detergent was developed, the traditional 

washing soaps went out of demand. When motor cycle with low consumption of 

petrol was introduced, the demand of two-wheeler scooters has gone down. 

(4) Natural and Human Risks: Natural risks arises due to natural causes such 

as earthquake, flood, drought etc. The firm has no control over these risks. 

These risks produce heavy losses to an entrepreneur. 

A human risk arises due to human causes such as, lock-out, strikes, theft, 

misappropriation of cash and goods etc. Although these factors can be 

minimized by efficient management but cannot be avoided completely. 

(5) Insurable and Non-Insurable Risks: The risks which can be insured by the 

insurance company such as risks of fire, theft etc. are termed as insurable risks, 

such type of risks can be shifted by an entrepreneur to the insurance company 

by making insurance against these risks. 

The risks which cannot be insured are termed as non-insurable risks. The 

entrepreneurs have to bear these risks by own, Change in demand, change in the 

position of competition, change in government policy etc. are such type of risks 

which cannot be insured. 

 (6) Internal and External Risks: Risks arise due to internal causes of a firm is 

termed as internal risks. Inaccurate forecasting of demand, wrong schedule of 

production, inadequate use of production capacity, wear and tear of machines, 

inefficiency of workers etc. are the main examples of internal risks. Such types 

of risks can be minimised with the use of efficient management. 

External risks include those risks which a firm has no control over them. 

Change in economic conditions, change in government policy, change in 

technology etc. are external risks which a firm has to bear by its own. 

(7) Pure and Speculative Risks: Risks having no possibility of profit, ‘is 

termed as pure risks. For instance, risk arises due to fire has no possibility of 

profit, it gives rise only loss to a firm. These risks cannot be forecasted in 

advance. 

In the Speculative risk possibility of both i.e. profit and loss exists. If a decision 

taken by a firm proves accurate then there will be profit otherwise firm will 

have to bear the loss. For instance, an entrepreneur increases production in the 

expectation of high demand. If demand is not increased according to the 

expectation and produced goods cannot be sold in the market, then he will have 



to bear the loss of unsold stock. On the other hand, if demand increased 

according to the expectation then entrepreneur gain high profits. Speculative 

risk is the essential part of a business as elimination of such risks will eliminate 

the possibilities of profit. 

 

  

 

  


